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Editor’s Introduction 


The History of Economic Analysis, upon which Joseph A. Schiiini^cicr worked 
during the last nine years of his life and which he liad not quite finislied, was 
the result of his intention to translate, revise, and bring up to date the ‘little 
sketch of doctrines and methods' (Epochen der Dogmem uml Melhodeuge- 
schichte) wTitten for the: first volume of Max Weber's Grtindriss, which was 
jmblished in 3914.^ 'lliis was a long essay (about 60,000 words) of a little 
more tlian a hundred pages which \^as divided into four parts or chapters. An 
examination of the table of contents will show that these four parts or chap¬ 
ters cover very briefly the same general topics that are treated in much more 
detail in Parts II, III, and IV of the 1200 page History of Economic Analysis. 
'The first two, which are concerned with (i) the development of economics 
from the work of the philosophers and the popular discussion and (2) the dis¬ 
coveries in economics associated with the physiocrats, Turgot, and Adam 
Smilli, arc discussed in a single part in the present work (Part 11 : From the 
Beginnings to 1790). The third and fourth divisions in the two works are 
roughly parallel. The four main headings in the Epochen were as follows; 

I. Die Fntwicklimg der So/ialbkonomik zur ^^'’isscnschaft (The De\elop- 
ment of Fconomics as a Science). 

II. Die Fiiitdcckung des wirtschaftlichcn Kreislaufs (The Discovery of the 
Circular l'’l()w of Fconoinic Life). 

III. Das klassischc System und seine Auslaufer (The Classical System and 
its Off.shoots). 

IV. Die histoiLSchc Schulc und die Gicriznut/enthcoric (The Historical 
School and the Marginal Utility Theory). 

The old essay had been out of print; it had never been translated from 
German into English; many people had been interested in it and had urged 
a translation. After herculean labor, J. A. S. had finished his monumental 
Business Cycles in 193S and sought relaxation in Capitalism, Socialism, and 
Democracy, which he regarded as distinctly a offering that he ex- 

irccted to finish in a few months, lie comjrlctcd it some time in 1941. In the 
meantime he began to give a half course in the History of Economic Thought 
at Harvard. He ga\c this course for the first time in the fall term, 1939 and 
for the last time in the spring term, 3948—giving it in every year except in 

1 Crumhiss der Sozialdkonomik, 1. Ahleiliing, Wirtscliaft imd Wirtschaftswissenschaft, 
pp. 19-124, published by J. C. B. Mohr (Paul Sicbcck), Tubingen, 1914: 2nd ed. 3924. 
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1940 when he was on leave. Tin’s last clcvelopincnt was probably the decisive 
factor. lie was once more teaching in a field which had always interested him. 
It was natural to think of writing in that field. lie would translate, revise, and 
bring up to date the Epochen. In the beginning he did not stress so inueh 
the purely anahtic cleinent in the writings of the economists discussed in his 
course and about \\hom he wrote. In fact, for a long time I had the impre.s- 
sion that he was \Miting a liistory of economic thought. 

His original plan was not a very ambitious one. lie certainly had no inten¬ 
tion of spending nine or ten years on a history of economic analysis. At first he 
probably thought of ghing his spare time for a few months or a year to a little 
book of three or four hundred ]xigcs. Later he thought of one large volume 
of six or seven hundred pages. His main interest was his work on thcor>' and 
he planned to write his major contribution in this field. He worked constantly 
at his mathematics because he believed it to be an indispensable tool of mod- 
ern theory. He envisaged a theory which niight some day synthesize dynamic 
economics in the same way that the \\'alrasian system sunimed np static eco¬ 
nomics. E\entually he modified this program to the extent that he would first 
write a little Introduction to Theory which would be for this kind of theory 
what the Genera/ 'I heory of Employment, Interest, and Money was for Keynes¬ 
ian theory. He read the current theoretical literature (largely in periodicals), 
worked at his mathematics, and assembled voluminous notes. The results of 
this work are reflected in some of the later parts of the History, especially in 
tho.se parts which sum u]) modern de\elopments. 

It is hard to say just why his work on the History constantly became more 
and more elaborate and took up more and more of his time. It was partly 
because his h^tcicsts wcyc eoustantly broadening, and he fov\nd it increasingly 
difficult to treat veiy- briefly something which w’as to him a fascinating develop¬ 
ment. (For example, the scholastics and the philosophers of natural kuv be¬ 
came an absorbing interest in the early forties.) Here also he could weave to¬ 
gether the threads of all his interests—philosopln, sociology, history, theory, 
and such applied fields in economics as money, crclcs, public finance, socialism. 
I believe also that the war had something to do with it. I remember his telling 
one or two friends that he found work on the History a rather .soothing occu¬ 
pation for wartime. It removed him temporarily from a grim reality w'hich 
grieved him beyond measure because he was con\ inced it w'ould destroy the 
civilization he loved. 

As ahvays he wTotc out ererything in his own hand and kept everything that 
he WTotc. It is possible to sec, therefore, how tlie early treatments became more 
and more elaborate. He probably began writing the History in 1941. During 
the years 1942 and 1943 he seems to ha\c had hped a good many chapters 
and sections, most of w'hieh wxtc subsequently revised. ^Flic only substantial 
parts of the History written in the early years which were not later rewTitten 
arc the chapter The ‘Mercantilist’ Literature, which was typed in June 1943, 
the chapter on Sozialpolitik and the Historical Method, part of which w^as 
typed in January 1943 and the rest in December 1943, and the section on 
Senior’s Four Postulates at the beginning of Chapter 6 of Part III (General 
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Economics: Pure Theory). These, too, would probably have been revised or 
rewritten had J. A. S. lived to complete the History, Occasionally a few pages 
of an earlier version w^erc incorporated in later versions. Tliis process is de¬ 
scribed ill some detail in the Appendix. 

As time went on, he began to emphasize that this W'as a history of economic 
analysis and not a history of economic thought. He makes this clear in a brief 
description whieh he wrote early in 1949 for his English publishers, Allen & 
Unw'in, in which he stated: 

This book w^ill describe the development and the fortunes of scientific 
anab'sis in the field of economics, from Cracco-Roman times to the pres¬ 
ent, in the appropriate setting of social and political history and with 
some attention to the developments in other social sciences and also in 
philosophy. Tlie ideas on economic policy that float in the public mind 
or may be attributed to legislators and administrators, w^icther or not 
embodied in elaborate systems, such as liberalism or solidarism and the 
like, which arc coinmonly referred to as economic thought, come in only 
as part of that setting. The subject of the book is the history of the efforts 
to describe and explain economic facts and to provide the tools for do¬ 
ing so. 

Since the \cry ]K)ssibilite of treating the history' of economics like the 
history of any other science is controversial. Part I of the book is devoted 
entirely to the metliodological c|ucstions that this approach raises and 
especially to the question how far the distinction between scientific 
economic analysis and economic thought is valid in spite of the interac¬ 
tion between the two. Fart IT then tells the story of the growth of liis- 
torical, statistical, and theoretical knowledge of economic phenomena 
from its beginnings in ancient Greece to the emergence of economics as 
a recogni/ed special field and to the consequent appearance in the sec¬ 
ond half of the eighteenth century of systematic treatises, of which 
A. Sinitirs Wealth of at ions proved to be the most successful one. 

Part JTI covers the period between 1776 [later changed to 1790] and 
1S70, and Part TV the period between 1870 and 1914. Part V is to help 
the reader to relate the present state of economics to the work of the 
past. 'I'hroughout, an effort has been made to make the most important 
contour lines stand out without sacrificing correctness to simplicite of 
exposition. 

T stated at the beginning that J. A. S. had been working on his History of 
Economic Analysis during the last nine years of his life. In a larger sense, he 
had been working on it all his life. Probably all of his w'riting and all of his 
teaching contributed to the final result. The lecture which he gave on leaving 
C/xTiiowntz in 1911, for example, was entitled ‘Vergangenheit nnd Zukiinft 
der Sozialwissenschaftcn.’ = This was a brief outline of what first became the 

2 niie Past and Future of the Social Sciences.' A revised and enlarged version was 
published by Duncker & IJiiniblot (19*5) in the Schriften des Sozialvnssenschaftlichen 
Akademischen Vereins in Czemowitz. 
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Kpoclieii and finally the History of Economic Analysis. His Presidential Ad« 
dress l)cforc the American Economic Association in Dcccinbcr 1948—‘Science 
and Idcolog\'—was concerned with some of these problems of methodology 
which he takes up in Part I of the History. 'J'hc course which he gave at Har- 
\ard on the History of Economic Thought co\cred essentially the period be¬ 
tween A. Sinitli and A. Marshalh with special emphasis on the Ricardian 
system of economic theory. In the course on Advanced Economic Theory •* 
he discussed many of the problems which are written about in Part IV, Chap¬ 
ter 7 (Ec|uilibrium Analysis) and in Part V. lie also taught at Harvard a course 
on Socialism and sometimes a course on Business Cycles and the course on 
Money. At the Uni\ersity of Bonn, J. A. S. held the Chair of Public Finance, 
but also conducted a seminar which was concerned largely with theory, in- 
eluding the theor> of money, and with epistemology. While at Yale for a year, 
he taught the course in International 'Trade. Not only his courses, but also 
his many articles on almost every aspect of economics, his numerous book re- 
\iews, his l)iograi)hical essays, his books—all were part of the preparation for 
writing the History of Ecouojiiic Analysis. Even his reading for jdeasurc and 
recreation—he loved to read biographies, preferably those in many \'olumcs— 
eontribiited to that fascinating knowledge of men, events, and backgrounds 
which is apparent throughout the History and which will li\en for some readers 
sober discussions on fine points of economic analysis. 

No part of the manuscript was in final form but some parts were more 
nearly complete than others. 'The three main Parts ( 11 , HI, and IV) were prac¬ 
tically finished, with the exceptions noted in the Appendix; the introductory 
Part I and the concluding Part were being written at the \ery end. 'TTie 
last thing written, at the close of 1949, was apparently the chapter on Keynes 
and Modern Macroeconomics at the end of Part V. This was left behind to 
be typed when lie went to Taconic for Christinas and to New York for the 
meetings of the American Econoinic A.ssociation. On his return from the 
meetings, he started to write up his address, ‘ The March into Socialism/ and 
also to read the typescript of Part Ill of the History. He left se\eral pages of 
notes for revisions in the first three or four chapters in this part on ‘classical' 
economics. His death on January 8, 1950, made it impossible for him ever to 
carry out these revisions. 

'The entire History was first written in longhand. Some portions, such as the 
early chapter on Money (Part II, ch. 6} and much of the material on the 

•* At the beginning of the reading list for this course (Economics 203a) in the fall term 
of 1948 9 occurs the following brief description: 

'I’he primary object of this course is to train the students in the art of concep¬ 
tualizing the salient features of the economic process. But diseu.ssion of individual 
I)roblcins will give the ojiportunity of rehearsing critically large parts of traditional 
theor\', old and new. The program for this term inclndcs, first, a preliminary survey 
of certain fiindaincntal notion.s, especially determinateness and stability; second, the 
general dyiiainics f)f economic aggregates; third, the general thcor>' of the behavior 
of households and firms. Though some knowledge of the calculus and of differential 
equations is desirable, purely mathematical aspects will not be stressed. 



editor’s introduction 


ix 


Walrasian system of cqiiilibriinn (Part IV, ch. 7, see. 7), existed only in long- 
hand and had never been typed. In a few cases there were even several alter¬ 
native x'crsions in longhand. Other portions had been bped but not read by 
the author after hq^iiig. Still others had been read in typescript and corrected 
in pencil with notes and questions for subsequent revision. There were occa¬ 
sional references to be filled in, and J. A. S. told me that the references needed 
to be checked. I was to have helped at this task. The interested professional 
reader will find more detailed information on these points in editorial notes 
throughout the work and in the Editor’s Appendix. 

J. A. S. had no regular secretarial assistance during most of the period when 
he worked on this book, l)ut he did have people who knew liis handwriting 
and who typed for him. Occasionally he sent off a large batch of completed 
inamiscripts to be typed. He wrote most of his letters in his own hand. Ihis, 
of course, added immensely to the burden of his work and meant that his 
material was never filed as an efficient secretary might have filed it. He did 
not acquire a part-time secretary’ until the summer of 194S, when he ^^’as 
president of the American Economic Association and simultaneously carrying 
on all his other work. Even then he was reluctant to take the time to instruct 
her properly because the days and weeks were nc\’cr long enough to do all 
the things he planned to do—^his teaching, his consultations, his reading, his 
writing, his correspondence. 

I conceived my editorial task to be the simple one of presenting as com¬ 
plete and accurate a version of what J. A. S. actually wrote as possible but not 
to attemi)t to complete what he had not written. No outline of the whole work 
existed, and 1 had read none of it before his death because J. A. S. wished 
me to begin with the introduction, upon \Ahieh he was working, and to read 
the whole work in its proper order. Ihe material was found iu nvany places— 
some of it in file boxes, some of it piled on shelves—in the Cambridge study 
on Acacia Street, in the Taconic study, and a little of it in his office at Littaucr 
Center. It took me two or lliree months to discover that the History was ncarh' 
completed, and sections or subsections kept turning up for some time. The 
initial fitting together of the pieces w’as made difficult by the fact that the 
manuscript pages were often not numbered at all, and that the hpcscript was 
not numbered consecutively from the beginning but onl>' in small batches as 
typed. J. A. S. used only the first typescript for the publisher. He never both¬ 
ered with a carbon copy for himself. Eortunatcly the \arioiis people who t>ped 
the manuscript kciit a carbon copy, and these carbon copies were stacked in 
a room on the third floor of the Acacia Street house. Some of these—those 
done in 1943 and 1944 especially—^wcrc dated. 1 kept looking until I found 
manuscript and a first t\'pcscript to match the carbons. In a number of eases, 
the carbons represented early treatments subsequently discarded or partially 
incorporated in later versions. As I read the whole work over and over again 
I found that, though no outline or table of contents had been WTitten out, 
such an outline existed within the text. There was a minor complication due 
to the fact that the number of chapters originally planned was reduced from 
eight to seven in the ease of Part II and from ten to eight in the ease of 
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Part IV. In the end, however, I had almost no diffieiilt}- in determining where 
each section or subsection belonged or in deciding which was the latest of 
two or more versions. 'Ihese problems are discussed in the Appendix. 

The task was immensely complicated by the length of the book. Even 
though I am an economist with some editorial experience, it was not easy to 
put together so long a work dealing with so many economists, writing in so 
many languages over so long a period. In general, the ]3roeeduie was as follows: 
the sections still in manuscript were typed; then various assistants read the 
manuscript to me from beginning to end while I corrected the hpescript; 
references were completed and checked; titles and subtitles were s\i]>plied 
where necessary; after the Oxford Uni\crsity Press edited the t\pescript, 1 
went through it once more to pass on the changes made, to supply cross 
references to other parts of the work, to cheek against a card catalogue of 
authors; finally \arious assistants read the author’s copy to me from beginning 
to end while I corrected the galley proofs. During each successive reading of 
the History, more and more minor iwaccnraeies and nneertamties nvcyc deaicd 
up. Doubtless this process could have gone on indefinitely, but considerations 
of time imposed a reasonable stopping place. It seems appropriate at this point 
to acknowledge gratefully a gift from David Rockefeller and a grant from tbc 
Rockefeller Foundation nhicli made possible much of the secretarial and edi¬ 
torial assistance outlined aboi c. 

One difficultr' slionld perhaps be toiiclied upon here. It applies especially 
to tbc unfinished portions of the Uislory. J. A. S. often started and alxmdoned 
many treatments of the same subject. Me kept all these trial efff)rts and bis 
original notes together with the finislicd bits of luanuseript so that it was not 
always easy to know what was a more or less final version. Sometimes the date 
of a reference or the incorporation of a page or two of an earlier version w’as 
a chic. Another difficulh' is that his plans or his notes for revision were often 
in a mixture of English. German, and shorthand. Four pages of such notes 
are reproduced in the Appendix (the plan and the final page for the money 
chapter in Part II and two outlines for Part V). I made no effort to interpret 
or carry into effect cither such shorthand revisions or brief suggestions as to 
revisions. I merely incorporated the straightforward corrections on the first 
typescript. The original manuscript, the alternati\e versions, the notes, and 
the first typescript w'ilh corrections and suggested revisions in the hand of 
J. A. S. will all be deposited in the Houghton Library' at Harvard Universitv', 
where they may be consulted by the interested scholar. 

Material has been added by ilic editor only for clariW or consistency, and 
such additions are enclosed in square ])rackcts. This applies especially to titles 
and subtitles, editorial notes in the text, and editorial footnotes. In the be¬ 
ginning, J. A. S. merely numbered bis sections. As time w'cnt on, lie added 
titles for both sections and subsections. (Occasionally he left a blank w'hcrc he 
had not made a final decision. 7 ’hc titles supplied by the editor w'cre based on 
the text and are all enclosed in square brackets. 71 icre are both aiithor’.s com¬ 
ments and editor’s notes in square brackets, but it is almost always possible to 
distinguish bctw'cen them. The author’s comments arc usually in the midst of 
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quotations, wliereas the editor’s material occurs as complete sentences at the 
end of notes, as complete footnotes, or as a complete paragraph in the text 
printed in the footnote h^pc. \Micre there is danger of confusion, the initials 
7. A. S.’ or the abbreviation ‘Kd.’ are used. 

’^riicrc arc some repetitions, of which J. A. S. was well aw'are, and some omis¬ 
sions of material pioniiscd ‘above’ or ‘below.’ For the most part, 1 did not 
attempt to eliminate re]:)ctitions except such as were very close together and 
obvious. When the same article was quoted several times in different connec¬ 
tions or the same idea expressed several times in different parts of the text, 
I did not feel competent to remove some references and lea\c others, although 
the author himself would have done so. I have attempted to call attention in 
footnotes to the more important omissions, which were the consequence of 
some parts of the work being not quite complete. At the suggestion of Richard 
M. Ooodwin, I also called attention in footnotes to some of the other w'rit- 
ings of the author which had a bearing on problems under discussion, since 
J. A. S. hardly ever referred to his own work cither in his teaching or in his 
writing. Other people could doubtless have done this better but no one else 
had the time to go through this long work again and again. 

Occasionally it was impossible to read a word or a word was omitted or a 
sentence was incomplete. J dealt with such problems to the best of my ability'. 
Tlie \'ocabnIary used was extensive and many an unusual English word had 
to be tracked down in the great Oxford Dictionary. Many of the foreign titles 
quoted were not to be found 'm any of the Harvard Libraries, nor were they 
listed by the Library of Congress. By using various foreign book lists and with 
the help of scholars in this country and in Europe, I w’ns able eventually to 
verify almost all the authors and titles. 

For the most part, J. A. S. was specific about the editions used where this 
was important, hut occasionally there was a little difficulty in this connection, 
because tlie author had worked in so many places o\cr such a long period 
that inevitably be had used different editions and printings of the works quoted. 
He undoubtedly used I'liiropcan university libraries and his own extensive 
library for his notes and writings before he came to Harvard in 19^2, At that 
time his library was packed np and stored in Jiilich near Bonn. It was not 
brought to the United States before the war because at first he did not have 
room for it and later there were various ‘practical difficulties’ (perhaps more 
imaginary than real). Then came the war. Isvcnhuilly it was destroyed in the 
bombing of liilich by the American Air Force. Only about a hundred books 
(mostly I'inglisli biographies) were .salvaged from the rubble. After 1932, J. A. S. 
used working books acquired in this country and my library of economics 
books in Taconic. He spent much time during the war working quietly in the 
Kress la'brary of Business and I'lconomics at the Harvard School of Business 
Administration. (He also read extensively in the professional periodical litera¬ 
ture, and he read the current books and reprints in many languages which 
scholars everywhere sent him.) Tliis may hcl]! to explain why both earlier and 
later editions of the same work arc listed in the 1 listory and why I found page 
references to two different English translations of Volimic I of Dus Kapital 
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and to both English and Aincricaii editions of Cairncs {Some Leading Prin¬ 
ciples) and Keynes (Tract on Monetary Reform), Tlie original work on 'I’urgot’s 
Reflexions was ob\ ioiisly done before the publication of the Schcllc edition. 

'I'liere is no attempt to present a bibliography with this History of Economic 
Analysis. In a sense the whole history may be regarded as a bibliography. T do, 
howexer, present a list of books frequently quoted where the edition used is 
important and where this is not specifically mentioned on each occasion. 
J. A. S. used the fourth edition of Marshall's Principles (189S) because both 
he and 1 owned this edition. (He had many qualms about this and wondered 
if he shouldn’t shift to a later edition.) 'J'his list of books (with the edition 
or printing used) is to be found at the end of the work, following directly 
after the Appendix. 

'the reader may be puzzled by the significance of the indented material 
which occurs in the first tjbf) pages of this work. It must be admitted at once 
that this is an error, the consequence of a misunderstanding between the 
printer and publisher on the one hand and the editor on the other. All the 
indented material should lia\e been .set in footnote type (not indented) as 
being supposedly of lesser interest to the axerage reader. It xvill be recalled that 
J. A. S. xvas attempting to xvrite a historx xvhicli could be publi.shed in one 
volume of possibly six or seven hundred pages. As time went on, hoxvever, his 
treatment became more and more elaborate, and he \xas axxare of the fact 
that the book xvas getting too long—also that he xxas treating subjects which 
might not interest the axerage reader, lie theiefoie decided to xvrite the book 
on two levels, with the more or less technical material, the epistemological and 
philosophical discussions, and the biographical sketches .set in small type so 
that they xxould take up less space and so that they could be easily .skipped. 
He indicated this bx- hax ing them typed in single .space like the footnotes. 'I’he 
printer, haxiug chosen an a])propriate type for the l)Ook, decided that there 
would be too much of the small or footnote tyjK' and exolxcd the plan of jiut- 
ting this *sccondarx* material in the text type but indented, thus rexersing 
xvhat the author had intended to be the relatixe importance of this material. 
Unfortunately this plan xxas not made clear to me and nearly half the History 
was in galleys before I saw any proof. Resetting all this would have involved 
both considerable expense and considerable delay. I therefore let it stand for 
the most part and had only small .sections of incomplete or very technical 
discTLssion reset in small type. A glance at pages 414-1S, 449-52, and 464-9, 
where Comte, Mill's Logic, and Ia)ngfield, Thiinen, and John Rae arc dis¬ 
cussed, xvill illustrate the kind of material vxhich the author intended to haxe 
subordinated. I am not sure that he was always right in liis empha.sis, c.spe- 
cially with reference to the biographical sketches, which appeal to most 
people who have read them. 

In the rest of the History (the last txx'O chapters of Part III and Parts IV and 
V), I divided the ‘secondary' material between the text type and the footnote 
tx'pc, xvith only two or three ‘phiUKSophical' disciLSsions indented as had been 
done earlier. The biographical .sketches, some of which were rather long, were 
almost all printed in the larger rather than in the smaller type, as originally 
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intended. I did this because I was persuaded that it would be difficult to read 
so much material in the ver>' small footnote type already chosen, although this 
change was, of course, contrary to my policy of publishing the History as nearly 
as possible as }. A. S. had written it. Tlic manuscript and first typescript dc' 
posited in the Houghton Library will show what the author planned in this 
respect. 

It is possible for me to mention here only a very small number of the people 
without whose advice or assistance I could not have prepared the work for 
publication. Arthur W. Marget was the first person to read the entire History 
in typescript, to advise me about the unfinished sections, and to discuss gen¬ 
eral editorial policy with me. He also put together and edited the chapter on 
Value and Money in Part II. Tliis chapter had never been hped, the manu¬ 
script pages had not been numbered, and there was some uncertainty^ about 
the order of the pages in a few cases. Gottfried von Habcrlcr also read most 
of the typescript and helped me check obscure references and any theoretical 
points which troubled inc. Paul M. Sweezy read all of the proof, made many 
valuable suggestions, and caught several errors which had escaped me. Richard 
M. Goodwin first put together for me the material in Part IV, Chapter 7, and 
Part V, which were unfinished and upon which J. A. S. was working at the 
time of his death, lliis was the important material upon cc|uilibrium analysis 
and upon modern developments. Alfred II. Conrad read some of the type¬ 
script and much of the proof and checked mathematical formulations, ^^^il- 
liani J. Fcllncr read some of the typescript, and Alexander Gerschenkron read 
some of the proof. Frieda S. IJllian was both resourceful and indefatigable in 
tracking down obscure authors. Anna Thorpe has helped at CTery stage of this 
book from typing some of the early manuscript many years ago to helping me 
read proof and prepare an index. Her familiarity with J. A. S.’s somewhat 
difficult handwriting and his methods of work helped solve many a problem. 
My gratitude goes out to these people and to all the others who helped me 
in one way or another to edit this History of Economic Analysis, 

Elizabeth Boody Schumpeter 

Taconic, Connecticut 
July 1952 


Note: After Professor Schumpeter’s death and up to the last weeks of licr prolonged 
illness, Mrs. Schuinpeter devoted most of her time to preixiring lliis book for publica¬ 
tion. At lier death the author index was nearly finisheil, but the work on the subject 
index had been barely started. Dr. Robert Kiieniie undertock the difficult and extensive 
task of preparing the subject index; he also completed the author index and co-ordinated 
the two. 

The puhlishers are deeply grateful to Professor Wassily Leontief for his help in mak¬ 
ing publication possible. 
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Part I 


INTRODUCTION 

Scope and Method 



CHAPTER 1 


[Introduction and Plan] 


1. Pi.AN OF THIS Book 3 

2. Why l^f) Wi; Study the History of Economics? 4 

3. But Is Economics a Science? 6 

1 . Plan of the Book 

By lIiST’ORY of Economic Analysis 1 mean Hie history of the intellectual ef¬ 
forts that men have made in order to umlerstai^d economic phenomena or, 
which comes to the same thing, the history of the analytic or scientific aspects 
of economic tlioiiglit. Part ir of this book will describe the liistory of those 
efforts from the earliest discernible beginnings ii]) to and including the last two 
or three decades of the eighteenth century. Part iii will go on through the 
period that may be described, though only \cry roughly, as the period of the 
I'inglish ‘classics'—to about the early iSyo’s. Part iv will present an account 
of the fortunes of analytic or scientific economics from (sj)caking again ^'cry 
roughly) the end of the ‘classic' period to the E'irst World War, though the 
history of some topics will, for the sake of coineniencc, be carried to the 
present time, ’^riiesc three Parts constitute the Inilk of the book and embody 
the bulk of the research that w'cnt into it. Part v is merely a sketch of modern 
de\eh)imients\ relieved of some of its cargo by the anticipations in Part iv that 
have been just mentioned, and aims at nothing more ambitious than helping 
the reader to undcistand how modern w'ork links up with the work of the past. 

In facing the huge task that has been attempted rather than ]HTfornied in 
this book we become aware immediately of an ominous fact. Whatever the 
problems that, to snare the unwar)% lurk below^ the surface of the history of 
any science, its historian is in other cases at least sure enough of his subject 
to be able to start right away. 'This is not so in our ease. Here, the very ideas 
of economic analysis, of intellectual effort, of science, arc 'quenched in .smoke/ 
and the very rules or principles that are to guide the historian's pen are open 
to doubt and, what is worse, to misunderstanding. Tlicrcforc, Parts ii to v will 
be i)rcfaced b>- a Part i that is to explain as fully as space permits my views 
on the nature of m\' subject and some of the conceptual arrangements I pro¬ 
pose to use. It has further seemed to me that a number of topics should be 
included that pertain to tlic Sociology of Science—to the theory of science 
considered as a social phenomenon. But observe: these things stand here in 
order to convey some information about the principles I am going to adopt 
or about the atmosphere of this book. Tliongh reasons will be given for my 
adoi^ting them, they cannot be fully established here. They arc merely to 
facilitate tlic understanding of what 1 have tried to do and to enable the reader 
to lay the book aside if this atmosphere be not to his taste. 

3 



I: SCOPE AND METHOD 


2. Why Do We Shtdy the History of Economics? 

Well, \vli\- do we study the liistory of any science? Current work, so one 
would think, will preserve whatever is still useful of the work of preceding 
generations. Coneepts, metliods, and re.siilts that are not so preser\ed are pre- 
suinabh' not \\'orth bothering about. \Miy then .should we go back to old 
authors and rehear.se oulinoded xiews? Cannot the old stuff be safely left to 
the care of a few specialists who \o\v it for its own sake? 

Inhere is much to be .said for this attitude. It is certainly better to .scrap 
outworn modes of thought than to stick to them indefinitely. Nevertheless, we 
stand to profit from \ isits to the lumber room pros ided we do not stay there 
too long. 'Ihc gains nith which we may hope to emerge from it can be dis¬ 
played under three heads: pedagogical advantages, new ideas, and insights 
into the ways of the human mind. Wc shall take tlie.se up in turn, at first with¬ 
out .special reference to economics and then add, under a fourth head, some 
reasons for believing tliat in economies the case for a study of the history of 
analytic work is still stronger than it is for other fields. 

hirst, then, teachers or students who attempt to act upon the theory that the 
most recent treatise is all the\ need will soon discover that they are making 
things unnecessarily difficult for thcm.selves. Unless that recent treati.se itself 
presents a minimum of historical aspects, no amount of corrcctne.ss, originality, 
rigor, or elegance will pre\ent a .sense of lackiufi direction and meaning from 
spreading among the students or at least the majority of students. 'This is 
beeau.se, whatc\cr the field, the problems and methods that are in use at any 
gi\en time cmbod> the achievements and carry the scars of w'ork that has 
been done in the ])ast under entirely different conditions. The significance and 
\alidit\‘ of both problems and methods cannot be fully grasped without a 
knowledge of the j^rcvioiis problems and methods to which they arc the 
(tentative) response. Seientifie analy.si$ is not simph a logically consistent 
process that starts with some primitive notions and then adds to the stock in a 
straight-line fa.shion. It is not simply progressive discoxcry of an objective 
rcalih'—as is, for example, di.scoxery in the basin of the Congo. Rather it is 
an incessant struggle with creations of our own and our predecessors’ minds 
and it 'progresses,’ if at all, in a criss-cross fa.shion, not as logic, but as the 
impact of new* ideas or observations or needs, and also as the bents and tem¬ 
peraments of new' men, dictate, therefore, any tieatisc that attem])ts to render 
'the t^rcsent state of science’ really renders methods, problems, and results 
that are historically conditioned and arc meaningful only with reference to the 
historical background from which they spring. 7'o put the .same thing some¬ 
what differently: the state of any science at any given time implies its past 
history and cannot be satisfactorily conveyed without making this implicit 
history explicit. Let me add at once that this pedagogical asj)cct will be kept 
in mind throughout the book and that it will guide the choice of material for 
di.scus.sion, sometimes at the cxpcn.se of other important criteria. 

Second, our minds are apt to derive new inspiration from tlie study of the 
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history of science. Some do so more than others, but there arc probably few 
that do not derive from it any benefit at all. A man’s mind must be indeed 
sluggish if, standing back from the work of his time and beholding the wide 
mountain ranges of past thought, he docs not experience a widening of liis 
own horizon. The productivity of this experience may be illustrated hy the fact 
that the fundamental ideas that eventually de^clopcd iiito the theory of 
(special) relativity occurred first in a book on the history of mechanics.’ But, 
besides inspiration evcr\ one of us may glean lessons from the history of his 
science that are useful, c^•en though .sometimes discouraging. W^c learn about 
both the futility and the fertilih of controversies; about detours, wasted efforts, 
and blind alleys; about spells of arrested growth, about our dependence on 
chance, about how not to do things, about lcewa\ s to make up for. Wc learn 
to understand wh\ wv are as far as we actually are and also why we arc not 
further. And we learn what sncceeds and how and why —a question to which 
attention wall be paid throughout this book. 

Third, the highest claim that can be made- for the history of any science 
or of science in general is that it teaches us nuich about the ways of the 
human mind. 'I'o be sure, the uvaterial it prescuts bears ouly upon a particular 
kind of intellectual activity. But within tins field its e^idcncc is almost ideally 
complete. It displays logic in the concrete, logic in action, logic wedded to 
N'ision and to purpose, An\ field of human action disphn s the huiiiau mind 
at work but in no other field do wc get .so near the actual methods of working 
because in no other field do people take so inueh trouble to report on their 
mental processes, l^iffevcnt men have behased differcutb- in this resjKct. Some, 
like ITiiygheus, were frank; others, like Newton, were reticent. But even the 
most reticent of scientists are bound to reveal their mental proccs.ses bccau.se 
scientific—unlike political—performance is self-revelatory by nature. It is for 
this reason maiiih that it has been recognized many times—from Whewrll 
and J. S. Mill to ^^^lndt and Dewey—tliat the general science of science (the 
C'.crman Wmcnschaffslchre) is not only applied logic but also a laboratory 
for pure logic itself. That is to say, scientific habits or rules of procedure are 
not merely to be judged by logical standards that exist indcjjendently of them; 
they contribute something to, and react back upon, the.se logical standards 
themsehes. To coincy the point by the useful device of exaggeration: a sort 
of pragma tie or descriptive logic may be abstracted from ob.ser\ation and for¬ 
mulation of scientific procedures—wliich of course imohc\ or merge into, the 
study of the liistory of .sciences. 

I'onrth, it stands to reason that the precL-ding arguments, at least the ones 
that have been presented under the first two headings, appb' with added 
force to the special ca.se of economics. We shall attend preseiith’ to the im¬ 
plications of the olnious fact tluit the subject matter of economics is itself a 
iiniqiic liistorical process (see sec. below') so that, to a large extent, the 
economics of different epochs deal with different .sets of facts and problems. 

’ Krnst Mach, Die Mecliunik in Hirer Entwickhuig: Iiistorisch-kritisch daroestellt (ist 
ed., 1885; .see Appcndi.x, by J. Pctzoldt, to the 8th cd.); English tiaiis. by 1\ J. Mc¬ 
Cormack, containing additions and alterations up to tlie 9th (the final) cd., 1942. 
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'^riiis fact alone would suffice to lend increased interest to doctrinal history. 
But let us discard it for the moment in order to avoid repetition and to empha¬ 
size another fact. As we shall see, scientific economies does not lack historical 
continuity. It is in fact our main purpose to describe what may be called the 
process of the I'iliation of Scientific Ideas—the process by which men's ef¬ 
forts to understand economic phenomena produce, improve, and pull down 
analytic structures in an imeiiding sequence. And it is one of the main theses 
to be established in tliis book that fimclameutalh this process docs not differ 
from the analogous processes in other fields of knowledge. But, for reasons 
that it is also one of our purposes to make clear, this filiation of ideas has 
met with more inhibitions in our field than it has in almost all others. I'ew 
people, and least of all we economists ourselves, are prone to offer us congratn 
lations on our intellectual achievements. Moieovei our performance is, and 
always was. not onlr* modest but also disorganized. Methods of fiict-finding 
and analssis that are and were considered substandard or wrong on priricij)Ie 
])>• some of us do j^revail and have prevailed widely with others. Although it 
is ijossiblc ncrertlieless—as I shall try to show—to speak for e\cry epoch of 
established professional opinion on scientific topics and altliough this opinion 
has often stood the test of being jiroof against strong differences in political 
views, we cannot speak with as much confidence aliout it as can physicists or 
mathematicians. In consequence we cannot, or at least we do not, trust one 
another to sum uj) 'the state of the science’ in an equally satisfactory manner. 
And the obvious remedy for the shortcomings of summarizing works is the 
study of doctrinal history: much more than in, say, physics is it true in eeo 
nomics that modern problems, methods, and results cannot be fully under¬ 
stood without some knowledge of bow economists have ciuuc to reason as they 
do. In addition, much more than in physics have results been lost on the wa\ 
or remained in abeyance for centuries. W’c shall meet with instances that are 
little short of appalling. Stimulating suggestions and useful if discfiuccrting 
lessons are much more likely to conic to the economist who studies the his¬ 
tory of his science than to the physicist who can, in general, rely on the fact 
that almost nothing worth while has been lost of the work of his prcdccc.ssors. 
Why, then, not start in at once upon another story of intellectual conquest? 

3. But Is Economics a Science? 

The answer to the question that heads this section depends of course on 
what we mean by 'science.' Tims, in everyday ])arlance as well as in the lingo 
of academic life—particularly in French and English-speaking countries—the 
term is often used to denote mathematical physics. Evidently, this excludes all 
social sciences and also economics. Nor is economics as a whole a science if 
we make tlie use of methods similar to those; of mathematical physics the 
defining characteristic (definiens) of science. In this ease only a small part of 
economics is ‘scientific.' Again, if we define science according to the slogan 
'Science is Measurement,' then economics is scientific in some of its parts and 
not in others. ^Fhere should be no susceptibilities concerning 'rank' or 'dignity' 
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about this: to call a field a science should not spell either a compliment or 
the reverse. 

I'or our jjurposc, a very v^'idc definition suggests itself, to wit: a science is 
any kind of knowledge that has been the object of conscious efforts to improve 
it.^ Such efforts produce habits of mind—methods or * techniques'—and a 
comnmnd of facts unearthed by these techniques which arc beyond the range 
of the mental hal)its and the factual knowledge of everyday life. Hence we 
may also adojit the practically equivalent definition: a science is any field of 
knowledge that has developed specialized tcehniciues of fact-finding and of 
inlerpretation or inferenee (analysis). Finally, if we wish to emphasize socio¬ 
logical asiH:cts, we may formulate still another definition, which is also practi¬ 
cally equivalent to the other two: a science is any field of knowledge in which 
there arc people, so called research workers or scientists or scholars, who en¬ 
gage in the task of improving upon the existing stock of facts and methods 
and wJio, in the process of doing so, acquire a command of both that differ¬ 
entiates them from the ‘lavman’ and eventually also from the mere ‘practi¬ 
tioner.’ Many other definitions u'oiild be just as good. Here are two which T 
add without further explanations: (i) science is refined common sense; ( 2 ) 
science is tooled knowledge. 

Since economics uses iechni(|ues that arc not in use among the general pub¬ 
lic, and since there are economists to cultivate them, economies is obviously 
a science within our meaning of tlic term. It seems to follow that to uiite the 
historx of those icclmiciues is a perfectly straightforward task about which 
there should be no doubts or qualms. Unfortunateh' this is not so. We arc not 
\et out of the wood; in fact, wc are not yet in it. A number of obstacles will 
have to be remosed before wc can feel sure of our ground—the most serious 
one carrying the label Ideology. I’his will be done in the subscciucnt chapters 
of this Part. Just now, a few comments will be presented on our definition 
of science. 

h’irst of all we must meet what the reader presumably considers a fatal ob¬ 
jection. Science being tooled knowledge, that is, being defined by the cri¬ 
terion of using s])ccial techiiic[ues, it .seems as though we should have to in¬ 
clude, for instance, the magic practiced in a primitive tribe if it uses tech¬ 
niques that are not generally accessible and are being developed and handed 
on within a circle of professional magicians. And of course wc ought to include 
it on principle. 'This is so because magic, and practices that in the relevant 
aspect do not differ fundamentally from magic, sometimes shade off into what 
modern man recognizes as scientific procedure by iinjjcrccptiblc steps: astrol¬ 
ogy was astronomy’s mate until the beginning of the seventeenth century. 

^ We sliall resen e the term Kxact Science for the .second of the meanings of the 
word Science enuincratcd ahoxe, i.e. for sciences that use methods more or less similar 
in logical structure to those of matlicmatical physics. The term Pure Science will be 
u.scd in contrast to A])plied Science (the French used the .same term, for instance, mc- 
caniqiie or economic pure, but also the term mecanique or economic rationnelle; the 
Italian equivalent is meccanica or economia pura, the German reine Mechanik or 
Okonomie). 
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There is howc\'cr another and still more compelling reason. Tlie exclusion of 
any kind of tooled knowledge would amount to declaring our own standards 
to be absolutely valid for all times and places. But this we cannot do.- In prac¬ 
tice we ha\c indeed no choice but to interpret and to appraise every piece of 
tooled knowledge, past as well as present, in the light of our standards, since 
we ha\e no others. They are the results of a de\elopnient of more than six 
centuries,® during which the realm of scicntificalh admissible procedures or 
techniques has been more and more restricted in the sense that more and more 
procedures or techniques ha\c been ruled out as inadmissible. We mean this 
critically restricted realin onl\- when we speak of ‘modern’ or ‘empirical’ or 
‘positi\e’ ■* science. lt.s rules of procedure differ in different departments of 
science and, as we ha\e already seen above, are ne\cr be\()nd doubt. Broadly, 
however, thc> ma> be described by two salient characteristics: they reduce the 
facts we arc iinitcd to accept on scientific grounds to the narrower category 
of ‘facts verifiable b\ observation or experiment’; and they reduce tlic range of 
admissible methods to ‘logical inference from verifiable facts.’ Henceforth w'c 
shall put ourselves on this standpoint of emi^irical science, at least so far as its 
principles arc recognized in economics. But in doing so we must bear this in 

-’i'he best way of convincing ourselves of this is to observe that our rules of pro- 
ceclure are, and prcsinnaldy always will be. subject to controversy and in a state of 
flux. Consider, e.g., the following case. Nobody has proved that every even number 
can be cx])ressed as the sum of two prime numbers, although no even number that 
cannot has been discovered so far. Suppose now’ that this irroposition someday leads to 
a contradiction with another proposition w'hieh w'e agree to accej^t. Would it follow' 
from this that there exists an even number that is not the sum of two primes? ‘Classic’ 
mathematicians would answer ^'es, ‘mtuitionist’ mathematicians (such as Kronecker and 
Brouwer) would answer No; that is, the fonner admit and the latter refuse to admit 
the validits' of what are called indirect proofs of existence theorems, which arc widely 
u.sed in many fields and also in pure economics. I'ividently, the mere possibility of .such 
a difference of opinion on what constitutes valid proof suffices to show', among other 
things, that our own rules cannot be accepted as the last word on scientific procedure. 

^ 'rhis estimate refers to \\'cstern Civilization alone and in addition takes account of 
Greek developments only so far as they entered scientific thought in w'estern larropc 
from the thirteenth century on, as an inheritance, but not of those developments them 
selves. As a landmark, we choose the Summa Theotogica of St. 'riiomas Aquinas, which 
excludes revelation from the phUosophicae disciplinae, that is, from all .sciences cxcci)t 
supernatural theology {sacra doctrina; natural theology is one of the phUosophicae dis- 
ciplinae). This was the earliest and most important .step in methodologieal criticism 
taken in Euroi^e after the breakdown of the Graeco-Roman world. It will be shown 
below how’ exclusion of revelation from all sciences except the sacra doctrina w'as 
coupled by St. I’homas with the exclusion from them of appeal to authority as an ad 
missible scientific method. 

* The word ‘positive’ as used in this connection has nothing whatever to do w'ith 
philosophical po.sitivism. This is the first of many w'amings that will have to be issued 
in this book against the dangers of confusion that arise from the use, for entirely dif¬ 
ferent things, of the same word by writers who them.selves sometimes confuse the 
things. I’hc point is important and so I shall mention instances at once: rationalism, 
rationalization, relativism, liberalism, empiricism. 
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mind: although we are going to interpret doctrines from this standpoint we do 
not claim any ‘absolute' validity for it; and although, reasoning from this 
standpoint, wc may describe any given propositions or methods as invalid— 
always of course with reference to the historical conditions in which they were 
formulated—wc do not therefore exclude them from the realm of scientific 
thought in our original (broadest) sense of the word or, to put it somewhat 
differently, deny to them scientific character "'—which must be appraised, if 
at all, according to the ‘professional' standards of every time and place. 

Second, our original definition (‘tooled knowledge') indicates the reason 
why it is in general impossible to date—even by decades—the origins, let alone 
the ‘foundation,' of a science as distinguished from the origins of a particular 
method or the foundation of a ‘school.' Just as sciences grow by slow accretion 
when they have come into existence, so they emerge by slow accretion, grad¬ 
ually differentiating themselves, under the influence of favorable and inhibiting 
cinironmcntal and personal conditions, from their eommon-sensc background 
and sometimes also from other sciences. Research into the past, clarifying those 
conditions, can and does reduce the time range within which it is in each 
case about equally justifiable to aver or to dcn> the existence of a body of 
scientific knowledge. But no amount of research can eliminate altogether a 
zone of doubt that has always been broadened by the historian’s personal 
equation. As regards economics, bias or ignorance alone can explain such state¬ 
ments as that A. Smith or Y\ Quesnay or Sir William Petty or anyone else 
‘founded’ that science, or that the historian should begin his report with one 
of them. Rut it must be admitted that economics constitutes a particularly 
difficult case, because common-sense knowledge goes in this field much far- 
tlicr relatively to such scientific knowledge as wc have been able to .achieve, 
than does common-sense knowledge in almost any other field. 'I he layman's 
knowledge that rich liarNcsts are associated with low prices of foodstuffs or 
that division of labor increases the efficiency of the productive process arc ob¬ 
viously prescientitle and it is absurd to point to such statements in old writings 
as if they embodied discoveries. ’Ilie primitive apparatus of the theory of de¬ 
mand and supply is scientific. Rut the scientific achievement is so modest, 
and common sense and scientific knowledge arc logically such close ncighborr 
in this case, that any assertion about the precise point at which the one 
turned into the other must of necessity remain arbitrary. I use this opportunity 
to advert to a cognate problem. 

To define science as tooled knowledge and to associate it with particular 
groups of men is almost the same thing as emphasizing the obvious importance 
of specialization of which the individual sciences arc the (relatively late) 

® All this is vcr>' inadequate and of course completely fails to do justice to the deep 
problems that wc have been touching superficially. Since, however, it is all that can be 
done in the availalde space, I wish to add only that the interpretation above will be 
seen to be as far as possible removed from (a) a claim to professorial omniscience; (b) 
a wish to ‘grade’ the cultural contents of the thought of the past according to present 
standards; and especially (c) to appraise anything but techniques of analysis. Sonic re¬ 
lated points will become clearer as we go along. 
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result.® But tins process of specialization has never gone on according to any 
rational plan—whether explicitly preconceived or only objectively present—so 
that science as a whole has never attained a logically consistent architecture; 
it is a tropical forest, not a building erected according to blueprint. Individ¬ 
uals and groups have followed leaders or exploited methods or have been 
lured on by their problems, as it were, cross country, as has been already ex¬ 
plained in Section 2. One of the consequences of this is that the frontiers of 
the individual sciences or of most of them are incessantly shifting and that 
there is no point in tr\'ing to define them either by subject or by method. 
This applies particularly to economics, which is not a science in the sense in 
which acoustics is one, but is rather an agglomeration of ill-co ordinated and 
overlapping fields of research in the same sense as is ‘medicine.’ Accordingly, 
we shall indeed discuss other people’s definitions—primarily for the purpose 
of wondering at their inadequacies—^Init we shall not adopt one for ourselves. 
Our closest aj^proaeh to doing so will consist in the enumeration presented 
below of the main ‘fields’ now recognized in teaching practice. Hut even this 
epidciktic definition • must be understood to eariy no claim to eoui|)leteness. 
In addition we must always leave open the possibility that, in the future, 
topics may be added to or dropped from any complete list that might be drawn 
up as of today. 

Third, our definition implies nothing about the moti\es that impel men to 
exert themselves in order to improve upon the existing knowledge in any field. 
In another connection we shall presently return to this subject, h'or the mo¬ 
ment we only note that the scientific character of a gnen jnece of analysis is 
indei^cndent of the motive for the sake of whicli it is undertaken. I'or in¬ 
stance, bacteriological research is scientific research and it does not make any 
difference to its procedures whether the iincstigator c‘ml)aiks upon it in order 
to serve a medical purpose or any other. Similarly, if an economist investigates 
the practices of speculation b\' methods that meet the scientific standards of 
his time and environment, the results will form part of the scientific fund of 
economic knowledge, irrespective of whether he wishes to use them for rec¬ 
ommending regulatory legislation or to defend speculation against such legis¬ 
lation or merely to satisfy his intellectual eurkisity. Unless he allows his pur- 
po.se to distort his facts or his rea.soning, there is no point in our refusing to 

Let me add at once that within such groups of fellow workers a specialized lan¬ 
guage is sure to develop that hccorncs increasingly iin understandable to the lay public, 
'riiis effort saving device could even be used as a criterion by whicli to recognize the 
presence of a .science if it ncre not the fact that very often it is adopted, only long 
after a science in our sense has grown to rc-spectai^le size, under pressure of the iutoler- 
able inconvenience incident to irsiiig concepts of everyday life that .serve but ill the 
purposes of analysis. Econoini.st.s in particular, nnich to the dctriincnt of their field, 
have attached unreasonable iniportance to being understood by tlic gencial public, and 
this public even now disj)lays ecpially unreasonable rcsentnicnt toward any attcini)t to 
adopt a more rational practice. 

7 An epidciktic definition is the definition of a concept, say the concept ‘elephant,’ 
by pointing to a specimen of the class denoted by the concept. 
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iiccr|)t Ills results nr to clcny tlicir scientific character on the cioiind that we 
disapprove of liis juirposc. 'J'his implies that any arguments of a scientific 
character produced l)y ‘six'cial pleaders’—wlictlicr they arc jxiid or not for 
producing them—arc for us just as good or ])ad as tliosc of 'detached phi¬ 
losophers/ if tlic latter species docs indeed exist. Remember: oeeasionally, it 
may be an interesting qneslion to ask why a man says what he says; but wliat- 
ever the answer, it does not tell ns anything about whether what lie says is 
true or false. We take no stock in the cheap dc\iee of political warfare—un- 
hirtiinatcly too common also among economists—of aiguing about a projKisi- 
tion by attacking or extolling the motives of the man who sponsors it or the 
interest for or against which the proposition seems to tell. 
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Thf. last PARAGRArii of tlic i)rcc’cdiiig cliaptcT points toward inoincntous prob- 
Icins, wliicli will, under the hciiding of Sociology of Science, he touched upon 
in Chapter Now we break off our arguinent and turn aside in order to hunt 
two hares whose paths dixerge sometimes in a disconcerting manner: on the 
one hand, it is necessary U) define the relations of economics to some of the 
fields of tooled knowledge that have or have had influence uiion it 01 ha\e 
biirdcr zones in common with it ^ (eh. on the other hand, it is convenient 
to use this opjxirtunih to ex])lain right now some of the concepts and ])rinciples 
lliat will goxern our exposition of the history of economic anaUsis. 'This will 
he done in the current chapter. 

Let us begin in a thoroughly common-sense manner. W'liat distinguislics 
the ‘scientific’ economist from all the other people who think, talk, and write 
about economic topics is a etimmaiid of techniques - that we ela.ss under three 
heads: history, statistics, and ‘theory.* 'Flic three together make up wdiat w^* 
shall call Lconomic Analysis. [Later in this chapter, J. A. S. added to these 
three a fourth fundamental field, Kcoiiomic Sociolog\.] 

[1. Economic History] 

Of these fundamental fields, economic history—which issues into and in¬ 
cludes present-da\ facts—is b\ far the most important. I wish to state right 
now that if, starting m\ work in ceononiics afrcsli, I W'crc told that 1 could 
studx onh one of the three but could have my choice, it would lie economic 
history that I should choose. And this on three grounds. F’irst, the suliject mat¬ 
ter of economies is essentially a unique process in historic time. Nobody can 
hope to understand the economic pheiioniena of any, including the present, 

* riiis cliiiiisy |)lirasiiig lias been chosen in order to avoid the unrealistic suggestion 
of sliarp and penuanent border lines. 

-'Fhe word ‘lcchnic|uc' should be understood in a very wide sense: mere connnand 
of the facts of sonic field, systematically acquired and such as to be beyond the range 
of knowledge than can be gained by practicing in that field, is sufficient to constitute 
scientific level, even though cultivation of the field does not require any elaborate 
nietliods that the layman could not understand. 

12 
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epoch who has not an adequate command of historical fads and an adequate 
amount of historieal sense or of wlia! may he described as historical experi¬ 
ence.^ Sccoiuh tJie historical report cannot be i)iirely economic but must in- 
cvitably reflect also ‘institutional’ facts that are not purch econoinic: therefore 
it affords the best method for understanding how economic and non econoinic 
facts are related to one another and how the \arious social sciences should be 
related to one another.^ "riiird, it is, 1 believe, the fact tliat most of the fun¬ 
damental errors currently committed in economic analysis are due to lack of 
historical experience more often than to any other shortconiim; of tlic econo¬ 
mist’s equiinnent. History must of course be understood to include fields that 
have acquired different names as a consequence of specialization, such as pre¬ 
historic reports and ethnology (anthropology)."’ 

Two ominous consequenees of the argument above should be iK>ticcd at once. I'irst. 
sinee history is an iniiiortimt source—thoin^h not the only one—of the economist's 
material and since, moreover, the economist himself is ;\ product of his (uvn dml all 
prcccdiusi time, economic analysis and its icsnlts arc ceitainly aflecled by historical 
relativityand the only (jnestion is how nmeh. No worthwhile answer to this (question 
can be got by pliilosophi/ing about it. but it will be one (»f onr maior concerns to work 
one out by detailed investigation. This is why sketches of ‘the spirit of the times’ and, in 
particulai. of the politics of each iieriod will preface onr exiiosition of the economic 
analysis in the subsequent Parts. Second, we have to face the fact that, econoinic his 
lory being part of economics, the historian’s techniques are iiasscugeis in the big bus 
that we ( all economic analysis. Derivative knowledge is always un.satisfaetory. I lent e, 
even economists who are not economic historians themselves and who merely read the 
hist<.)rical reiiorts written by tithers must uudersland luuv these reports came into being 
or else they will not be able to appraise the real meaning. W’c shall not be able to live 
up to the inogram that follows from this. In iirinei})le however let us remeinbei: Latin 
palaeograjihy, for instance, is one of the tethniciues of econoinic analysis. 


[2. St.vmstics] 

It stands to reason that for economics, statistics, that is, the statistical fig- 
me or series of figures must be of \ital importance. In practice this has been 

Ttiis does not render ‘theory.* in the sense to be e\])laineii below, either iiiiptjssible 
01 useless—economic hisloiy itself neetls its help. 

‘Owing to th(* iimeliabihtN of ‘theories’ on this snbiecl, 1 personally believe the 
study of hisl()iy to be not only the best but the onlv method for this puijMise. 

In this book, unless warning to the coiitiaiv is given, anthiopology means physical 
anthroirology only. Above it has the usual meaning which makes it synonymous witii 
the .study of primitive tiibes. their behavior jjatterns, language, and .social institutions. 
We call this ethnology. 

This is one of se\cral meanings of that iniieli ini.su.sccl word, relativity. Here wc 
mean by it no more than (a) that we cannot use more material than we have and that 
in consequence .some or all of our results may not stand n]5 in the light of further ex- 
irerience (a fact that must of course be duly allowed for in the interpretation of the 
economists of the past); and (I)) that economists' interests in the problems of their 
epoch and also their attitudes to these problems couditiovr their general views on eco¬ 
nomic phenomena. Sec cli. 4. I his has nothing to do with philosophic relativism. 
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recognized at least since the sixteenth ;ind se^cnteenth centuries when a large 
part of the work of tiie Spanish politicos, for example, consisted in the col¬ 
lection and interpretation of statistical figures—not to mention the 1‘Jiglisli 
econometricians, who were called political arithmeticians, and their fellow 
workers in I^’rance, Germany, and Italy.' We need statistics not only for ex- 
idaining tilings hnt also in order to know precisely what there is to explain. 
But a comment has to be added that is analogous to the comment made in 
the incccding paragraph on the subject of history. It is impossible to under¬ 
stand statistical figures without nndcrstaiidiiig how they ha\c been compiled. 
It is equally impossible to extract information from them or to understand 
the information that specialists extract for the rest of us without understand¬ 
ing the methods by which this is done—and the epistemological backgrounds 
of these methods. 1’lms, an adcciuate command of modern statistical methods is 
a ncccssar) (but not a sufficient) condition for i)re\enting the modern econo¬ 
mist from producing nonsense, though very much more so in some fields than 
in ofhers: our stake in these methods is too great for us to leave judgment on 
the \irtues or shortcomings, say, of the variate difference method to specialists, 
even if tlicy were unanimous about it. Again, we shall not be able to live up to 
the progiam that follows from this. But again, we .shall recognize, in principle 
at least: statistical methods are part of the tools of economic analysis even 
when not si)ecially devised to meet its particiilai needs; and )acc|ues Bernoulli’s 
Ar.s conjcclamli or Iiaplaee’s 'I'heorie anahfuiue stand in the history of many 
sciences but they ha\c their places also in the history of our own.“ 

[3. Theory’] 

The third fundamental field is 'theory.* This term carries many meanings 
but only two of them arc relevant so far as onr own usage in this book is con¬ 
cerned. The first and less important one makes theories s\nonvmons with 
l Apliiiatory Hypotheses. Such hypotheses arc of course essential ingredients of 
liistoviography and statistics also, I'or instance, e\en the most ficrecK factual 
historian, economic or other, can hardly avoid forming an c\])lanatoiy hypothe 
sis Of theory, or several explanatorv hypotheses or theories, on the origins of 

• It is therefore oulv :is :i airUmim tliat we notice the fact that the simple and ap 
parent Iv imchalleiigeahle statement in the first seiiteme of I lie iiaiagiaph above has 
been staimehly denietl bv some economists to this ilay. 

- l,est the reader should throw up liis liantls in despair at the range of eoinpetcnce 
which the historical and .statistical requirements seem to indicate, let me point out that 
these recjuirements can be easily fulfilled by every graduate student wlio bas had a 
tolerably good undergraduaie training in history or mathematics. Only the student with 
out any training in either will have to realize that, as an all round economist, he is 
suffering from a handicap and that he can move witli assurance only within narrow 
portions of the science unless he is jjrcparcd to make up for his defieiciieies by a heroic 
effort for which one or two years of graduate study are altogether inadequate. Hut it 
also takes more tlian that to become a scientifically competent lawyer or engineer or 
doctor. 
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towns. The statistician must form a hypothesis or theory, say, on the joint 
distril)ntion of tlic stodiastic variables that enter into his problem. All that 
needs to be said about this is that it is an error—tliough a widcs]3read one— 
to believe tliat the sole or main business of the eeononiic theorist consists in 
formulating such liypothescs (some may wish to add: out of the blue sky). 

Mconomic theory docs something entirely different. It cannot indeed, any 
more tljan can theoretical physics, do without simplifying schemata or models 
that are intended to portray certain aspects of reality and take some things 
for granted in order to establish others according to certain rules of procedure. 
So far as our present argument is concerned, the things (propositions) that we 
take for granted may be called indiscriminately cither hxpothescs or axioms or 
postulates or assumi^tions or even principles,^ and the things (propositions) 
that we think we have established by admissible ])roeedure are called tlieorems. 
Of course a proposition niav figure in one argument as a postulate and in an¬ 
other as a theorem. Now, hxpotheses of tliis kind arc also .vuggcs/cc/ b\ facts— 
they are framed with an eye to observations made—^l)ut in strict logic they are 
arbitrary creations of the analyst.- 'riiey differ from the h\]K)thcscs of the first 
kind in that they do not embody final lesults of research that arc supposed 
to be interesting for their own sake, but are mere instruments or tools framed 
for the ]Hirp(jse of estahlishinsi interesting results. Moico\'er, framing them is 
no more all the economic theorist does than framing statistical hypotheses is 
all that the statistical theorist or in fact any theorist does. Just as important 
is the de\ising of the other gadgets by which results nun* be extracted from 
the hyiM)thcscs—all the concepts (such as ‘marginal rate of substitution,’ 
‘marginal prodneti\ ity,’ ‘multiplier,' ‘accelerator"), relations between concepts, 
and methods of handling these relations, all of which h:ive nothing hypothet¬ 
ical about them." And it is the sum total of such gadgets—inclusive of stra¬ 
tegically useful assum]Dtions—which constitutes economic theory. In Mrs. 
Robinson’s unsnrpassably felicitous phrase, economic theory is a box of tools. 

'I’he rationale of this conception of economic tlicory is rery sim])le and tlic 
same as in all other departments of science. Kxperience teaches us that the 
phenomena of a given class—economic, biological, mechanical, electrical, and 
what not—arc indeed individual oceurrences each of which, as it occurs, rc- 

^ By ‘])rinciplc’ wc shall iiicaii in this bn(»k any statement that \vc (or the authors 
under discussion) do not ])roposc to challenge. But it may be a proposition that we 
(they) liave established as well as a proposition that wc (they) have postulated or as¬ 
sumed. 'J’hc same holds for the obieetionable term ‘law’,' the emeigeuec and use or 
misuse of which w^ill have to be carefully eoiisidcred: we speak of the ‘law’ of dccrcas 
ing returns or of Keynes's ‘law’ of the proiH’iisity to eoiisuine. which are assuiniilious, 
but also of the Marxist ‘law' of the falling rate of profit, which is a i)ropositiou that 
Marx thought he had esiablished. 

“'I’o use }. 11 . Poincare’s simile; tailors can cut suits as they please; but of course 
they try to cut tliein to fit their eiistoiiiers. 

Mxample: theoretical mechanics proceeds upon a muiiher of assumptions (or hy 
potheses in this sense); but c^'idently the li.st of these assumptions is not the whole of 
theoretical mechanics but only constitutes, w'hcre explicitly assembled, its first chapter. 
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x'cals peculiarities of its own. But experience also teaches us that these indi- 
\iclual occurrences have certain properties or asjjects in common and that 
a tremendous economy of menial effort may he realized if we deal with these 
properties or aspects, and with the problems they raise, once and for all. I'or 
some puq^oses it is indeed necessary to analyze every individual case of pricing 
in an individual market, every case of income formation, every individual busi¬ 
ness c\clc, c\cry iiuernational transaction, and so on. But even w'hcre this is 
nccessar\' wc disco\cr that we arc using, in each case, concepts that occur in 
the analysis of all. Next we discover that all cases, or at least large sets of indi¬ 
vidual cases, display similar features which, and the implications of which, 
rna\ be treated for all of them together by means of general schemata of 
pricing, income formation, c\cles, international transactions, and so on. And 
finalb we discowr that these schemata arc not independent of one anothei 
but related, so that there is advantage in ascending to a still higher level of 
‘generalizing abstraction' on which wc construct a composite instrument or 
engine or organon of economic analysis—though not the only one, as wc ha\c 
seen—which functions formally in the same way, whatc\er the economic 
problem to which we may turn ‘ it. Richard Cantillon’s " work is the first 
in which awareness of this last trutli is clearly discernible, though economists 
tcK^k over a century to realize all its possibilities—i.eon Walras \vas in fact the 
first to do so (see below I’art iv, eh. 6, sec. 5b). 

Although it is neither possible nor desirable for us to eml)ark u]^on an 
ci)istemology of economics and although some of the topics pertaining to 
that field will receive attention both in the subsequent chapleis of this 
Part and in all the subse(|uent Parts, it will be helpful to insert here a 
few additional remarks in the hope that tlie>’ will do something to scale 
down possible barriers between myself and my readers. 

I’irst, then, a qualification should be added to the preceding argument 
about the nature and functions of economic theory. 'Hiis argument ran in 
terms which are a])]dicable. substantially at least, to all sciences that have 
any all-purpose api)aratus of analysis. But there arc limits to this parallel¬ 
ism and the most important of them arc represented by the two follow¬ 
ing facts. I’iconomics lacks the benefits that physics derives from lab¬ 
oratory experiments—^wben economists talk about experimenting they 
mean something quite different from experimenting under laboratory 
conditions—but enjcjys instead a source of information that is denied to 
plivsics, namely, man’s extensive knowledge of tlie meanings of economic 
actions. This source of information is also a source of controversies that 
will bother us repeatedly on our journey. But its existence can hardly 
be denied. Now, when we si>cak, for examine, of motives that are .sup¬ 
posed to actuate individuals or groiqxs, our source of information may 
be rouglily identified with knowledge of p.sychic proces.ses, eon.scious or 

* The .statement above is a brief rendering of fcl. Mach’s doctrine that every (theo¬ 
retical) science is a device for effecting economy of effort {Denk 6 ko 7 iomie). 

Sec below Part 11, ch. 4, sec. 2. 
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subconscious, which it would be absurd not to use, although, as I shall 
nc\cr cease to emphasize, this is not the same thing as trespassing upon 
the field of professional psyehology—^any more than stating the 'law' of 
deereasing returns from land implies trespassing upon the realm of 
plnsics. 'I’herc is, however, also another way of interpreting our knowl¬ 
edge of meanings which is more akin to logic. If I state, for example, 
that—under a number of conditions—instantaneous gains of a firm will 
be maximized at the output at which marginal cost equals marginal 
revenue (the latter equaling price in the case of pure competition), I 
may be said to be formulating the logic of the situation and a result 
that is true, just as is a rule of general logic, indci)cndeiitly of whether 
or not anyone ever acts in conformity to it. 'fhis means that there is a 
class of economic theorems that arc logical (not, of course, ethical or ])0- 
litical) icicah or norms. And they evidently differ from another class of 
economic theorems that are directly based upon observations, for ex¬ 
ample, on obscixations as to how far expectations of cmploxnient oppor- 
tunitx' affect w'orknicn’s expenditure on consumers* goods or how varia¬ 
tions in w'ages affect the marriage rate. It would no doubt be possible to 
assimilate both t>iK’s of theory by interpreting the logical norms also as 
‘purihing* gencrali/ations from obscrxational data, if need be, from ob¬ 
servations that are subconsciously stored up by connnon experience. On 
the whole, howexcr, it seems better not to do so but to recognize 
frankh that we haxe, or think we have, the ability to understand mean¬ 
ings and to represent the implications of these meanings by appropri¬ 
ately constructed schemata. 

Second, the foregoing explanation may have done something toward 
exonerating me from the suspicion that I am tainted w-ith Scientism. 
7 'his term has been introduced by Professor von ilayck*'* to denote the 
uncritical copying of the methods of mathematical physics in the equally 
uncritical belief that these methods arc of universal application and the 
peerless example for all scientific activih' to follow. "I'his history as a 
whole will answer the question whether there actually has been such un¬ 
critical coi)\ ing of methods that have meaning only wathin the particu¬ 
lar jxitterns of the sciences that developed them— apart of course from 
programmatic utterances that have been numerous enough ever since 
the awe inspiring successes of the physical sciences in the seventeenth 
century hut mean next to nothing. As regards the question of principle, 
there cannot be the slightest doubt that Uayek is right—and so were all 
who in the nineteenth century preceded him in uttering protests similar 
to his—in holding that the borrowing by economists of an> method on 
the sole ground that it has been successful somewhere else is inadmissible, 

® F. A. von Ilnytk, ‘Scientism and the Study of Society/ Economica, August 1942, 
February 194^* and February 1944. This treatise—these articles are nothing less than a 
treatise—is strongly reeoinnienclecl both because of the iJrofound scholarship of w'hich 
it is the product and because it presents an excellent example of how near to each 
other, in discussion of this kind, dwell truth and error. 
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and that tlic rare and unimportant cases in wliicli this has actually been 
done dcscTNc what they get at his liands. Unfoiinnately this is not the 
real question. ha\c to ask what constitutes ‘borrowing' before we 
can proceed to ask wliat constitutes illegitimate borrowing. And here we 
must beware of an optical illusion similar to the one that makes Marxists 
so reliietant to use such terms as price or cost or monc\' or ^alne of the 
scr\ ices of land or even interest when speaking of a future socialist order: 
these terms denote eoncc]>ts of general ecouomie logic and seem to Marx- 
ists to be tainted nilli a capitalist meaning only because IIkv are used 
also in capitalist society. Similarly, the concej)ts and procedures of 
‘higher’ mathematics have indeed been first developed in connection 
with the physicist’s problems, but this docs not mean that there is any¬ 
thing specifically ‘ph\sicalisf about this ixirticular kind of language.^ 
But this also holds for some of the general concepts of physics, such as 
equilibrium jrotential or oscillator, or statics and dynamics, which turn 
up of theinsebes in economic analysis just as do systems of equations: 
wh:it \yc borrow uhen we use. for example, the concejit of an ‘oscillator’ 
is a word and nothing else. 'l\vo circumstances combine, however, to re¬ 
inforce that optical illusion. On the one hand, jrhysicists and mathema¬ 
ticians, when they hit upon those general conccjits that occurred to us 
only later, not only baptized them but also worked out their logic. So 
long as this logic does not introduce any thing ‘jrhysiealist’ it would be 
waste of effort not to make use of it. On the other hand, students .some¬ 
times understand a physical analogy more readily than they do the eco¬ 
nomics of the case to be presented. Hence such analogies are often used 
in teaching. It therefore seems as though the things we are accused of 
borrowing are merely the reflexes of the fact that all of us, physicists or 
economists, ha\e only one type of brain to work with and that this brain 
acts in ways that are to some extent similar whatever the task it tackles— 
the fact to which the Unity-of Science mo\cment owes its existence. 
This docs not invoKc any mechanistic, deterministic or other '-istic' er¬ 
rors, or any neglect of the truth that ‘to explain’ means something differ¬ 
ent in the natural and in the social sciences, or finally any denial of the 
implications of the historical character of our subject matter. 

Third, if economic theory is such a simple and harmless sort of thing 
as I ha\c represented it to be. the reader might wonder where the hos¬ 
tility' comes from that has followed it ever since it attracted any attention 
at all (which was roughly since the time of the physiocrats) to this day. I 
shall simply list the main headings for an answer which our story w'ill 
amply verify: 

(i j At all times, including the present, in judging from the standpoint 
of the reciuiremcnts of each period (not judging the state of the theory 

^ J layck's teachers, the Austrian utility theorists, by ojieratiiig the concept of mar 
ginal utility, actually discovered the calculus. It cannot be a crime to formulate their 
rea.soning correctly. 
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as it was at any time by standards of a later time) the performance of 
economic theory has been below reasonable expectation and ojjcn to valid 
criticism. 

(2) Unsatisfactory performance has always been and still is accompa¬ 
nied by unjustified claims, and especially by irresponsible applications 
to practical problems that were and arc beyond the powers of the con- 
tcTn])orimcoiis analytic apparatus. 

(^) But u'hilc the performance of economic theory was never up to 
the mark, that is, never what it might have been, it was at the same 
time be>ond the grasp of the majority of interested people who failed 
to understand it and resented any attempt at anvdytie Ycfmcment. Let us 
distinguish carefully tlie two different elements that enter into this re¬ 
sentment. On the one hand, there were always many economists who 
deplored the loss of all those masses of facts that actually are lost in any 
I)roccss that in\olves abstraction. So far as application is concerned, re¬ 
sentment of this tyjK* is very frequently quite justified. On the other 
hand, ho\ve\er, there are iinthcoretical minds who are unable to see any 
use in anything that does not directly bear upon practical problems. Or, 
to put it less inoffensively, who lack the scientific culture which is re¬ 
quired in order to aj>preciate analytic refinement. It is very important for 
the reader to bear in mind this curious combination of justified and un¬ 
justified criticism of ccoiiomie theory, which will be cmphasi/.ed all 
along in this book. It aeeonnts for the fact that criticism of economic 
theorx practicalh alnax s proceeded from both ]jeoplc who were above and 
people who nerc below the level of the economic theory of their time. 

(4) 'J’he hostilitN that proceeded from these sources was frequently 
strengthened by the hostility to the political alliances which the ma¬ 
jority of theorists jrersisted in forming. 'Ihc classical example for this is 
the alliance of economic theory with the political liberalism of the nine¬ 
teenth century. As we shall see, this alliance had the effect of turning 
for a time the defeat of political liberalism into a defeat of economic 
theory. And at that time many people positixely hated economic thcon- 
because they thought it was just a device for bolstering up a political 
program of which they disapproved. This xiew came all the easier to 
them because economic theorists thcmsches .shared their error and did 
all they coidd to harness their analytic apparatus into the service of their 
liberal political creed. In this and many analogous cases, of which mod¬ 
ern economic theory is another deplorable cxanqdc, economists indulged 
their strong pro]>cnsit>' to dabble in politics, to peddle political recipes, 
to offer themselves as philo.sophers of economic life, and in doing so 
neglected the duty of stating cx\>licitly the value judgments that they 
introduced into their reasoning. 

(5! Although really imidied under one or more of the preceding head¬ 
ings, we ma\’ just as well list as a separate one the view that economic 
theory consists in framing unfounded, specula the hypotheses in the first 
of the two meanings that w'cre distinguished above. Hence, the tendency 
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quite frequent among economists or other social scientists to rule out eco¬ 
nomic theory- from the realm of serious science. It is interesting to note 
that a propensity ^ of this kind is by no means confined to our field. Isaac 
Newton was a theorist if he was anything. Nevertheless, he displayed a 
marked hostility- toward theory- and especially toward framing of causal 
hypotheses. What he really meant was not theory or hypothesis of our 
second kind but just inadequately substantiated speculation. Perhaps 
there was also something else in this hostility, namely the aversion of 
the truly scientific mind to the use of the word 'cause' that carries a 
metaphysical flavor. Newton's example may also be appealed to in order 
to illustrate the truth that dislike of the use of metaiilnsical concepts in 
the realm of empirical science docs not at all inipb any dislike of meta¬ 
physics itself, j). A. S. intended to ha\c these nine paragraphs of in¬ 
dented material set in small ty pc so that it would be easy for the average 
reader to skip them.] 


[4. Economic Sociology] 

The reader will have observed that our three fundamental fields, economic 
history, statistics and statistical method, and economic theory, while essentially 
complementing each other, do not do so perfectly. In writing economic his¬ 
tory, there arc indeed statements that should not be added at all unless prop¬ 
erly substantiated by pieces of reasoning that belong to economic theory : 
such a statement is, for instance, the one that links England’s great economic 
dexelopincnt from the iS4o’s to the end of the nineteenth century to the 
repeal of the Corn Laws and of practically every other kind of protection. 
I he schemata of economic theory derive the institutional frameworks within 
which they arc siqjposed to function from economic history, which alone can 
tell us what sort of society it was, or is, to which the tlicorctical schemata 
are to apply. Yet, it is not only economic history that renders this service to 
economic theory. It is easy to sec that when we introduce the institution of 
private property or of free contracting or else a greater or smaller amount of 
government regulation, we are introducing social facts that arc not simply 
economic history but arc a sort of gencrali/ed or typified or styli/ed eco¬ 
nomic history . And this applies still more to the general forms of human 
behavior which we assume cither in general or for certain social situations 
but not for others. Every economics textbook that does not confine itself to 
teaching teclmiquc in the most restricted .sense of the word has such an in- 

** There is nothing to wonder at in the fact that on this ground alone the w'ord 
economic theory, as used by some fellow econoniists, in itself inqdies derogation. 'I'o 
some extent, however, this attitude is simply a consequence of the fact that our intel¬ 
lectual tastes and aptitudes differ and that we naturally practice in our research ac 
cording to our i>refcrcnccs. It is merely human nature that we overrate the im])or 
tance of our own types of research and underrate the importance of the ty])cs that ap 
l)eal to others. Perhaps it is not too much to say that we should never do what wc 
are doing, both in seicncc and in other pursuits of life, if w'C did not do this. 
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stitiitional in trod net ion that liclongs to sociology rather than to economic 
histor\' as such. Borrowing from German practice, we shall Rnd it useful, there 
fore, to introduce a fourth fundamental field to eoinplcment the three others, 
although positive work in this field also leads us beyond mere economic anal 
ysis: the field that we shall call Economic Sociology (Wirlschaftssoziologic). 
'I'o use a felicitous phrase: economic analysis deals with the t|uestions how 
people behave at any time and what the economic effects arc they produce 
by so heha\ing; economic sociology deals with the question how they came 
to bch:nc as the)' do.' If we define human behavior widely enough so that 
it includes not only actions and motives and propensities but also the social 
institutions that arc relevant to economic behavior such as government, prop¬ 
erty inheritance, contract, and so on, that phrase really tells us all we need. 
Of course, it should be observed that this distinction is one we make for our 
own jnirposes. It is not implied that this distinction has been made by the 
authors themselves whom we arc going to encounter. The proof of any pud¬ 
ding is in the eating and hence I refrain from saying ainthiiig in its defense 
just now. 

[^5. PoLvncAi. Economy] 

Tlie sum total of the historical, statistical, and theoretical techniques that 
have been ebaractcri/ed above, together with the results they help to produce, 
we call (scientific) economics. This term is of relatively recent growth. A. 
Marshall’s great treatise was the first to establish its use, from 1890 on, at 
least in England and the United States.^ In the nineteenth centur\-, the term 
eommonh in use was Political I'^cononiv, though in some countries other terms 
competed with it in the first decades of that ccntiir)-. This unimportant matter 
will be attended to, as we go along, in the subsequent Parts. But it is just 
as well to note tw'O points at once. I*’irst, political economy meant different 
things to different writers, and in some cases it meant what is now know'n as 
economic theory or *\n\Yc economics. A warning must therefore be issued 
right now that in order to interpret correctly what any gi\en writer said about 
the sco])c and method of political economy, we must ahva\s make sure of the 
meaning lie attached to this term—some propositions about those subjects 
that ha\e outraged critics become perfectly harmless if this rule be borne in 
mind. Second, ever since our science or agglomeration of sciences was bap¬ 
tized political ccoiiom)’ b\ a not \ery significant writer of the seventeenth cen¬ 
tury whose w'ork owes an undeserved immortalit)’ to this fact, there has been 
the implicit or cxjdicit suggestion that the exclusive concern of our science 
was with the economy of the slate—though of course not only of the polis\ 
the cit) state of Greece—or, what is almost the same thing, with public policies 
of ail economic natme. 'I his suggestion, which was still more emphasized by 
the German term frequent!)- used as a s)iion)'m of political economy, Staats- 

1 I believe that this i)hrase is clue to Mr. Gerhard Colni. 

1 Later on, a parallel usage was introduced, though less firmly established, in Ger¬ 
many. I’he w'ord was Social Meonomics, Sozialokonornie, and the man who did more 
than any other to assure some currency to it was Max W'cber. 
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wissemchajt, implied of course an altogeihcr too narrow conception of the 
scope of economics. Incidentally, it over-emphasized the largely meaningless 
distinction between cconoinies and wliat is now called business economics. 
Let us therefore have it understood that we onrsebes do not di\orcc the two 
and that all the facts and tools lelcvant to the analysis of the behavior of 
iiidi\idual fiiins, past or jiresent, come within our meaning of economics just 
as inueh as do the facts and tools rele\ant to the analysis of the beliavior of 
gc)\ ernnients. and therefoie n ill ha\ e to be added to the eon tents of any nar¬ 
rower political economies of the ixist. W'e have, however, to notice a novel 
meaning of the term ])olitical eeonomy that has asserted itself of late. 

Some contemporaneons economists are oi the opmitnr tlrat modern cco- 
noTuie theory (in our sense) hangs too rniieh in the air and docs not take 
sufficient account of the fact that no scn.sible a].)plication to jiractical questions 
or even to the analysis of given situations of an eeonomy can be made of its 
results without reference to the historieo-political framework within which they 
are to hold. 'Hiis opinion is .sometimes extended so as to imph' criticism of 
an\' work that concentrates on the im]>rovement of theoretical or statistical 
tools of analysis, and then it seems to me to mean nothing except a failure 
to realize the inexorable necessity of specialized work. But all the more justi¬ 
fied is this opinion if it be formulated as it has been in the first sentence 
of this paragraph. In ])articular, an economies that includes an adequate anal¬ 
ysis of go\eminent action and of the mechanisms and prevailing philo.sophies 
of political life is likely to be much more satisfactory to the beginner than 
an array of different sciences which he does not know how to eo ordinate— 
whereas, to his delight, he finds preei.scly \\hat he sc'cks ready-made in Karl 
Marx. An economics of this type is .sometimes presented under the title Po¬ 
litical Economy. In partial recognition of llie truth that seems to be con¬ 
tained in this program, we have set up our ‘fourth fundamental field,' Eco¬ 
nomic Sociology. 

Political t!conomy in the sense discussed in the preceding paragraph calls 
up still aiiothcT meaning of llic term, the one that occurs in a discussion of 
Systems of Political l'’conomy. And this meaning in turn evokes, by associa¬ 
tion, tlie term Economic Tbought. But it will be convenient to deal with 
these two concepts in Chapter -j.. Tlicrc we shall also try to clarify the relation 
of this History of Economic Analysis to any history of the systems of political 
economy and to any liistory of the thoughts on economic subjects that float 
in the public mind. 

[ 6 . Applied Fields] 

Division of labor, in rcscarcli as well as in teaching, has produced, in eco¬ 
nomics as elsewhere, an indefinite miinbcr of specialties that arc usually de¬ 
scribed as ‘applied fields.' In order to obtain a list of them fwhicli docs not 
claim to be complete j let us draw inspiration from the courses offered by the 
larger iiistitiitions of liiglicr learning in the United States that teach economics. 

In addition to general survey courses and courses in economic history, 
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stitistics, economic tlicory, and economic sociology,^ we find, first, offerings 
in a gro\ip of fields wliicli e\cr\ one considers part and parcel of ‘general eco¬ 
nomics' and wliicli receive separate treatment only in order to facilitate more 
intensive treatment of tficir subjects. Such arc nionev- and banking, business 
flnetuations (or cycles), foreign trade (international economic relations), and, 
occasionally, location. Second, we find a group of fields, sneli ns accounting, 
actuarial science, aT]d insurance, that, historieallv', have preserved altogether 
too much indeiu'ndenee from general economies (which is slowly being sur¬ 
rendered in the case of accounting) hut are useful or even indisjKusahle for 
all or some economists, because they offer both instruments of economic 
analvsis or opportunities for ap])lying it—witness, for e\am])le, the subject of 
de])reciati(»n. 'I’liird, we find a group of standard fields that pivot on the old- 
established departments of public economic jiolicv' es|Kei.'illy: agriculture,- 
labor, trans]X)rtation and ‘utilities,' the problems of manufacturing industry 
(and of iis public control)—for which there is no generally acce]^ted English 
name—and imblic finance (‘fiscal policy’), to which most people will add 
(for the ])rcsent) a number of other fields such as marketing (‘commodity dis¬ 
tribution’) and social security (so far as not covered bv insurance). Socialism 
and ‘comjxirative econf)niic systems’ or again *i)opulation’ may stajid for a 
fourth group, and the ‘area studies’ that liavc bceoinc so jjopular of late for 
a fifth. Inclusion of other fields or the subdivision of some of those that have 
been mentioned could swxrll ini])ressivcly the number of passengers in what 
we have described as a big bus. But our list as it stands and the reader’s general 
knowledge suffice to verifv’ the three statements which it is relevant to our task 
to make. 

I'irst, there is evidently no ]icrmanence or logical order to this jumble of 
applied fields. Nor are there definite frontier lines to any of them. 'J'hey ap¬ 
pear or vanish, thev’ increase or deciease in relative imiiortance. and they 
overlap with one another as changing interests and methods dictate. And, as 
has been indicated alreadv , this is as it should be. To undertake or to refrain 
from undertaking anv interesting task out of respect for frontiers or teetonies 
would be the height of absurditv'. 

Second, dll those special or a])plied fields, and not only the tliree that have 

’ Owing to the discredit that, for good reasons and had, attaches l(» the word ‘theory’ 
in many minds, this word is oeeasionally re]daeed by tlic word ‘analysis’ which then 
carries a meaning that is more icstrietcd than the one attaelied to it in this book. 'I’he 
field of economic .sociology does not, so far as I am avvaie. aj^pLar under this title or 
separately, hut topic's belonging in it arc treated in eonrses on history, theeny, ‘com 
parative ecoiioinie .systems,’ the inoie iiistifntioiially oriented e«)nrses on labor, and in a 
number of olheis. 

-'file field of agrienltnre offers an inte-rcsting example of a de])aitmcnt of economies 
that it is hardly ]Jossihle to treat vvitliont a c-oiisidcTahlc' eoinmaiid of agvicailtnral tech 
nology. In prineiiile, tlrongh mostly to a les.ser extent, this is true also in other devrart 
ments and, .so far as this is .so. there is no point in drawing any sharp line between, say, 
the cconcmiies of banking, marketing, or maiiufaetiiring industry and the correspond¬ 
ing ‘technologies.* 
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been mentioned as constituents of our first group, arc mixtures of facts and 
teelinicjucs that form what we have described as tlic four fundamental divi¬ 
sions of eeoiioniic analysis in our sense. The mixtures differ greatly from one 
another because there arc wide stretches of ground on which there is much 
less need or opportunity for elaborate statistical or theoretical tools than there 
is in others or even none at all, though the historical clement can hardly ever 
be entirely neglected with impunity. In addition, the mixtures also differ for 
another reason: the specialist workers in the various fields are, indi\idnally 
and groupwise, ^ery differeiith grounded in the fiiiidaiueiital fields, and so 
mix techniciiies in a nianner that differs considerably from what their chosen 
specialties might be thought to require—a faet that we must keep in mind 
if we are to imdcrstand why economics is what it is. In principle, howe\cr, 
it is impossible to divoree any of the applied fields from the fundamental ones. 

But, third, such di\()ree is also impossible because the applied fields not 
only apply a stoek of faets and teehniciues that lies ready for their use in 
general economies but also add to it. These fields may accumulate ‘pri\ate’ 
stocks of facts and methods that are of little or no use outside their boundaries. 
Be)ond this, ll0^^cver, they ha\c repeatedly dewloped aecimmlations of facts 
and conceptual schemata that should be recorded as eontributions to general 
economic anahsis, e\en though the appointed wardens of the latter ha\e some¬ 
times been slow' to welcome them. Modern agricultural economies affords some 
examples, the fields of transpoTtation and public fiuaiiee afford others. It 
follows that we cannot confine ourselves to the history of ‘generaV economic 
analysis but shall have to keep an eye on developments in applied fields as 
best we can. 
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From time 10 time, \vc shall look up from our work in order to view a piece 
of intellectual scenery. Slightly less perfunctorily, v^e shall, for every one of 
our periods, register some conteniporaucous developments in other sciences 
(in our sense of the term) that were relevant or might, for one reason or an¬ 
other, he expected to have been relevant to the development of our own. What 
lias to be said now al)oiit this aspect of our exposition is so preponderantly 
concerned with ‘philosophy’ that 1 might as well have entitled this chapter: 
ICconomics and Philosophy. 'I’lie rest will be disposed of in the two paragraphs 
that follow. 

[i. Fconomics and Sociology] 

After what has been said in the preceding chapter about the paramount 
importance for economic analysis of history—and all the sciences and branches 
of sciences that this term stands for ^—and of statistics, it goes without saj ing 
that we must try to keep some contact with them; the reason wliy this will 
be done in a fragmentary manner is not that a more systematic treatment 
would not be desirable but that such treatment is impossible within the space 
at our disposal and within the limits of ni>- own knowledge—and even if it 
w'Cie possible, it would drown our own story in an unfathomable ocean. 
Similarly, it goes without saying that we cannot afford, subject to the same 
restrictions, to neglect the developments of sociology. 7 ’liis term we shall use 
in the narrow sense in which it denotes a single though far from homogeneous 
science, namely the general analysis of social phenomena such as society, 

’ Amplifying what has been said about this point, I want to point out that all the 
historical sciences and branches of sciences that specialization (mainly of philological 
competence to deal with particular bodies of material) has produced are to some ex 
tent relex'ant for us even where they do not treat of specifically economic facts. For 
instance, the Craeco-Roman civilization is the subject of research by three clearly dis¬ 
tinguishable groups of scholars, namely historians proper, philologists, and jurists. All 
three of them deal with many things that do not concern us. But even when they do 
so they eontribute to the cultural picture of that world which as a whole is not a mat¬ 
ter of indifference to us; and even where the\' describe military histor\' or the histoiy’ of 
the arts, they use the same techniques that they use in describing economic or social 
events and institutions, so that there is no hard and fast frontier at which our interest 
could be definitely said to stop. 
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group, class, group relations, leadership, and the like. And we shall use the 
term in this sense throughout, tliat is, for developments that antedate by cen¬ 
turies the introduction of the word. In a wider .sense it means the whole of 
many overlapping and unco ordinated social sciences—which is tlie term we 
jircfer and which includes, among otlicr things, our own economics, juris¬ 
prudence, hierologx-, ‘])oIitical science,' ccologx’, and descriptive ethics and 
aesthetics (in the sense of sociology of moral behavior patterns and of art). 
In the footnote below the kinds of relations that may make developments in 
these and other fields rclexant to a history of economic analysis arc illustrated 
by the e\ani])lc of jurisprudence.**' 

'I'lie closeness of some of these relations has been recognized by our setting 
up the ‘fundamental field’ of Economic Sociology in which neither economists 
nor sociologists can get verv far without treading on one another’s toes. But 
it does not follow either that the co-operation between the two groups lias 
actually been partieiilarh* close or fertile; or that either of them would liavc 
got along better if there had been nuue co-operation. As regards the first point 
it is the fact that e\er since the eighteenth century both groups have grown 
steadily apart until by iu>w the modal economist and the modal .sociologi.st 
know little and care less about what the other docs, each preferring to u.se, 
respectively, a primitive sociology and a primitive economics of his own to 
accepting one another’s professional results—a state of things that was and 

2 The sdenee or sdenccs (in om sensei wliose subjects consist of statutoiy or enstom- 
aiy ‘law.’ of legal practice, and of legal teehniciiies are relevant to a history of eco 
nomic analysis, first of all, because, to a considerable extent, economists have been 
lawyers (or, as we piefei to say, jurists) who brought to bear the liabits of the legal 
mind upon the analysis of economic phenoineiia. I'or instanee. tlie sociological and eco¬ 
nomic systems of the scholastic doctors of the sixteenth century (the literature dc jure 
et justilia) cannot be iindeistood if we do not realize that they were primarily treatises 
on the ])olitical and ecemomic law of the Catholic Church and that tlieir teehnic|uc 
was derived primarily from the old Roman law as adapted to the eonditirnis of the 
time. Second, the legal framework of the economic i)roeess, and the shaping influence 
of cither nijon the other, arc, to say the least, of considerable iniiJortanec for economic 
analysis. Third, the historical roots of the eoiiecpt of ‘ceoiioinie law’ arc in the purely 
legistic concept of ‘natural law’ «sec below Part 11. ch. 2). f ourth, certain niiieteentli- 
centnry economists professed to have dcrixed in.s]nratioii for a liistorical view of the 
economic process fronx a school of jvuisprudence that called itself the ‘historical school’ 
and who.se emergence and position must be understood more completely than econo¬ 
mists usually do if the clcinents of truth and error in that view are to be disentangled. 

I take the opportunity to add that the soeioliigical analysis of law- as a .social phenome¬ 
non is one thing; that the study of the techniciucs of legal practice—the .sort of thing 
that is taught in American law schools—is quite another thing; and that historical 
jurisprudence is still another thing: so we must distinguish at least three different 
‘sciences’ of the law that differ in inatcrinl, tools, and aims and arc cultivated (tliongh 
there are overlappings) by different groiq^s of workers, and simil.irly in the fields of 
religion, ethics, and aesthetics. CoiifiLsioii becomes almost excusable niidcr thc.se cir- 
ciimstanccs and great battles alxnit principles and ‘methods’ have l)een fought on issues 
(e.g., in the sciences of art) that clear ilicinselvcs up aiitoniatically as soon as it is 
realized that the contestants aim at different targets. 
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is not improved by inutiuil vituperation. As regards the second point it is 
by no means certain that closer co-operation, so often clamored for by laymen 
who expect great things from 'cross-fertilization’ with a certainty untroubled 
by professional competence, would have been an unniixed blessing. For it 
could certainly not luuc brought net gains Irccausc there would have been 
sonic loss of that efficiency which is !hc result of strict or c\en narrow special¬ 
ization. This holds even for the di\ision of economics and of sociology (in the 
wider sense) into departments that have develo])cd into what arc, to all in¬ 
tents and purjioses, semi independent sciences. Tliis is jirccisely why we prefer 
to .speak of .social sciences rather ilian to speak of sociology in the wider sense. 
As an eminent economist once observed, cross fcrtilization might easily result 
in crosS'Sterilization. This docs not affect what has been said aliont the neces¬ 
sity of following up, at least in a fragmentary fashion, the developments of 
all tlic 'neighboring fields’ in this book. It was only to avoid a possible mis¬ 
understanding that I thought it ncccs.saiy to write the last sentences. 

[2. Loc.ic AND Psychology] 

For the rest we arc particularly interested in logic and psychology. The 
former claims our attention because economists have made a not inconsid¬ 
erable contribution to it but c:spt.cia;lv because of their proi^cnsity to dogmatize 
and to quarrel about ‘method’: economists who enjoy this sport arc a]rt to be 
infl\ienced by the writings of tlic logicians of their time which therefore, 
though more apparently than really, gain some influence, legitimate or other¬ 
wise. upon our work. As regards psychology, there is the view that came fust 
to the fore in the eighteenth century, and hence has been sponsored inter¬ 
mittently, that economies like other social sciences deals with human be¬ 
havior. Psychology is realk the basis from which any social science must 
start and in terms of which all fundamental explanation must run. This 
view, which has been defended as strongly as it has been attacked, wc 
shall denote by the term Ps>chologisni. Actually, however, economists have 
nc\er allow'ed their anah sis to be influenced b>' the professional psychologists 
of their times, but have ahvavs framed for theinsehcs such assumptions about 
psychical processes as they thought it desirable to make. On the one hand, 
W’C shall note this fact occasionally with surprise because there exist problems 
in economic anah sis that might be attacked with ad\antage by methods wurked 
out by psychologists. On the other hand, we must axoid a very natural de¬ 
lusion. If we use an assiinqjtion the contents of which seem to belong to a 
particular field, tins docs not necessarily mean that W’c actually invade that 
field. I’or iiistanee, the so-called law* of decreasing returns from land refers to 
what might be termed a physical fact. But, as has been pointed out already, 
this does not mean that in forimilating this assumption we are entering the 
field of physics. Siniilarh, when I state the assumption that as T go on eating 
successive pieces of ])rcad in>’ desire for further such pieces decreases, I may 
be said to be stating a psychic fact. But, in doing so, I am not borrowing 
anything from professional psychology, good or bad; I am simply formulating 
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what rightly or \wongly I believe to be a fact of common experience. If we 
place ourselves on this standpoint, we shall find that there is much less of 
psychology about economic propositions than one might think at first sight. 
To speak of psychological laws, such as the Kc\ncsian law of the propensity 
to consume, is a flagrant abuse, because this practice suggests justification for 
our assumptions, which, in effect, do not exist. Nevertheless, it is necessary 
to glance occasionally at the developments in the field of professional psy- 
chology, and this necessity arises, though less often, also with respect to a 
number of other sciences. I’or the moment, we confine ourselves to mention¬ 
ing biology as an example. There is, or has been, such a thing as social and 
economic Darwinism. If we are to appraise this phenomenon, it is just as 
well to make sure of what Charles Darwin aetually said and of the methods 
and materials that induced him to Siiy it. 

[:{. Economics .\nd Philosophy] 

Now' we turn to the subject of the relations between economics and phi- 
losoplp-. Or, to put it more precisely, to the ciuestion, how' far eeononiic 
analysis has experienced influences from philosopln Owing to the many 
meanings that liaNC* been assigned to the woid philosophy, some care is needed 
in order to avoid confusion. 

'riicre is first a meaning for which our question is very easy to answer, or 
rather, for which no problem exists. Tlic Ckcek 'philosopher,' who shaded off 
into the rhetor and sophist, was simply the man of intellectual ])iirsuits. 
Taken in this sense, which was transmitted to the Middle Ages and survived 
right into the eighteenth century, philosophy meant the sum total of all sci¬ 
entific knowledge. It was simply the universal science, of which metaphysics 
formed a part not less than did physics, and ph>.sics not less than mathematics 
or any 'philosophy' on tin: nature of socieh and of the polis. 'I his usage was 
bound to maintain itself so long as the stock, both of analytic tools and facts, 
remained small enough for one brain to encompass. More or less, this was the 
case until, very roughly, the middle of the eighteenth century, when the time 
of the polyhistors was definitely over." As we liave seen, St. Tliomas Aquinas 

1 For reasons that will appear presently, \vc shall not go into the large literature on 
this subject any more than w'c can help. For the nionicnt, it is sufficient to mention 
the English standard work, James Hoiiar, Philosophy and Political Kcotwmy (ist ed., 
1893; 3Td ed., 1922). 

“Of these polyhistors, or universal scientists. Gottfried Wilhelm T.cihniz (1646 1716) 
was perhaps the most famous. His thought ranged from pure mathematics to political 
economy and back again to physics and to the metaphysical si)eculation of liis nionadol' 
ogy. His views on economics that have been collected with loving care by W. Koschcr 
are too insignificant to be mentioned again. But Ciiambattista Vico (1668-1744) was a 
sociologist of outstanding importance, and in adverti.sing for pupils he promi.sed to 
teach cver>'thing that is knowable (tutto to scibile). And never forget: Adam Smith 
wrote—and brilliantly—on the development of astronomy. It is true, of course, that 
many or most polyhistors excluded certain .specialties from their universal competence. 
'I’hus, most of the great historians were nothing but historians; most of the great physi- 
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fell in with this use of the word philosophy, except that he excluded the sacred 
doctrine which was a science apart. All the others were ‘philosophical disci- 
])lines.' It is iuterestiui^ to note that St. 'riioinas made no attem])t to assign 
to the former any other prerogative but that of super-mundane digiiih' and 
did not give it any authority over the latter. 

\Mien we look over those comprehensive systems ® of science, we cannot 
fail to make a discoN’crx of the utmost importance for the problem in hand. 
Neither Aristotle nor any of the later polyhistors succeeded in unifying, or 
even attem])ted to unify, the various departments of his teaching and, in par¬ 
ticular, to assert in each of them his views on the ‘last causes,' the ‘ultimate 
meaning' of things, and the like. 'J’hc physical theories of Aristotle, for in¬ 
stance, are eiitireh- independent of his views on those ‘fundamentals' and 
could, so far as these are concerned, just as well lia\c been different from 
what they were. And this is as true of his political sociology (for example, his 
irnestigations inlo the constitutions of Greek city-states) as it is of his physics. 
Similarly, Leibniz' views on foreign trade liaxe nothing whatexer to do with 
his fundamental vision of the physical and the moral world and he could, 
so far as these arc couccrued. just as well have been a free trader. Therefore, 
we* liad better speak of a eonij^ound of sciences rather than a universal science. 
'I his coini)oiind broke to ineccs as the exigencies of the dixision of labor as¬ 
serted themselx'cs. It xxas then in the .seventeenth and eighteenth centuries that 
philosophx xvas usually divided into natural and moral philosophy, a division 
that foreshadowed the C'.ennan one betxveeii SaUir' und Gcisteswissenschaften^ 
There is another sense of the xxord philosophy in xx’hich no question arises 
of its influencing economies. This is the case if philosophy is conceixed of 
as a science, like any other, that a.sks certain questions, uses certain materials, 
and produces certain results. Mxamplcs of the problems that arise, if xxe then 
define philosophy in tins sense, xvould be: xvhat is meant by matter, force, 
truth, sense perception, and .so on. ITiis conception of philosophy, xx^hich ap- 

eians were nothing but i)hysieiaii.s. The Greek philosophers kept aloof from the iitili- 
tarinn (‘hanansie’) arts. 

“ 'I’he reader is xvnrncd that the tenn Sy.stcni—which in fact carries no more a defi¬ 
nite meaning than did its Greek prototype—is used in this book in a xariety of differ¬ 
ent .senses which should not be confused, for instance: a .set of more or less co-ordi¬ 
nated i^rinciples of iiolitic'al action (e.g. libeial system, free trade systemh an organized 
body of doctrine (c.g. the .scholastic system, Maishall’s system); a set of quantities be 
tween which certain relatif)ns are a.ssumcd to exist (c.g. .system of prices); a set of equa¬ 
tions cx])rcssing .such relations (c.g. the Walrasian sy.stem). 

** I'or the sake of brevity we neglected a development that culminated around 1900 
and ])rodneed philosophy in a sense that has some affinity with the sense in xvhich phi¬ 
losophy simjdy means science in general; namely, the seii.se iliat makes philoso]ffiy an 
attempt to eonstiuct a consistent picture of the empirical world from the contiibu 
tious made by the individual .scientists. This conception will be mentioned in its place, 
but all that w*c need to say about it here is that it does not create any difficulty 01 
problem concerning the relation betxveeii philosophy and economics. A philosophy in 
tins sense evidently does not undertake to restrict the autonomy of any of the individ¬ 
ual sciences. 
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peals to many who are not philosophers, makes i)hilosophy completely neutral 
as regards an\- partieular proposition in an> other science. It comes near to 
making ])hilosophy s\iionymoiis with epistemology, the general theory of 
knowledge. 

But a problem, and a \er\ important one, does arise if we define philosophy 
to mean all theological and non theological s\slems of beliefs (‘speeulathc 
systems’) concerning ultimate truths (lealities, causes), ultimate ends (or 
values), ultimate norms, t'.thies and aesthetics enter into such s\stems, not 
as sciences of certain sets of phenomena {i)ehavior patterns) which they seek 
to describe (explain) but as normatixe codes that cany extra-empirical sanc¬ 
tions."' One max xxell ask xvhether economies does not also enter in the sense 
that a writer’s ‘philosophy’ determines, or is one of the factors xxhicli deter¬ 
mine, his economics. 

In order to prepare the ground for our ansxxer I .shall first mention a fexv 
illustrative cases from the history of other sciences, lor any worker whose 
phi](»so]dix' includes Christian belief, research is research into the xvorks of 
Ch)d. Tor him. the dignity of his xoeation flows fiojn the conviction that his 
work is rexealing a part, hoxxevei small, of the Oiviue order of things. 'I hus, 
Nexvton expressed Christian beliefs in a imiely seientific xxoik. Leibniz xvent 
readily from matters of pure physics and mathematies to matters of theology— 
he exidentlx saw no difference of methodological principle betxxeen the txvo, 
and theological aspects suggested thcmselxes to his mind xvith the utmo.st 
ease. Leonhard Lnler (1707 SV) argued for his ‘method for finding curxes that 
enjox certain extremal properties' on the ground that the xxorld is the xx'ork 
of the most perfect Creator and hence must be amenable to description in 
terms of maxiininn and minimum propositions. James P. Joule (iSiS-89), the 
eo-diseoxerer of the fundamental principle of modein thermodynamics, the 
principle of the mechanical ec|uixalent of heat, adduced the argument that, 
in the absence of the eeiuivaleiice betxxeen heal and motion, something (energy) 
could be lost in the physical unixerse xxhicli it xx’ould be contrary to the dignity 
of God to assume. 'I’he last two instances might even be construed as proxing 
direct influence of J'luler’s and Joule’s beliefs u])on their analx tic xx’ork. Ncxcr- 
theless nobody doubts that there xvas no influence of this kind, tliat is, (a) 
that the scientific work of the four authors mentioned xxas not deflected from 
its course by their theological conx ictioiis; (b) that it is comixitiblc xvith any 

I his :iKo npjilics to inatciialisin iu its tetimical pliil()soi)liieal sense, that is, to the 
doctrine that has not chanried from the days of Leneii)pns and Deinoeritns to this day 
and holds tliat ‘matter’ is tlic iiltiniMte reality and exists independenlly of ex|^erienec. I 
take llie o|^])ortnnity offered In the need for an illustrative exanii)le c)f Hu* text above 
to bring lionie to the reader that the word ‘materialism’ means many things that have 
nolhing to do with the technical ineaiiing just defined. '1 he ‘idealist’ philosophy that 
turns armind the proposition (equally clex'oid of meaning for me personally) that in the 
last analysis reality (or tlie ‘world ) is ‘.spirit’ xx'onld have served both imrposcs equally 
well: it xxoiilcl li.ixc given an example of ])hilosophy in the sense in which it rai.ses a 
problem of influence nijon economics; and it xvould haxe .served as another example of 
a xvorcl of many meanings that are commonly confused, the vx'oicl Ideal. 
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philosophical positions; and (c) that there would be no point in trying to 
explain its methods or results by their philosophical i)Ositions. 'I'licy simply 
co-ordinated their inetliods and results with their live Christian belief as they 
would eo-ordinate vvitli it every tiling else they did. ^I'hey ])ut their scientific 
work in a theological garb. Ihit, so far as the content of this work is con¬ 
cerned, the garb was removable. 

I liold that the garb of pliilosophy is removable also in the ease of ceo 
nomics; economic analysis has not lx:en shaped at any time by the philo- 
soiihieal ojiinions that economists happened to have, though it has frequently 
been vitiated liy their political attitudes. But this thesis, as it stands, is open 
to so many misinter]netations that we must now spell it out carefully. 71 ie 
best method of doing so is to state exjilieitly what it does not invohe. 

hirst, it does not invol\e ‘scientism' (see above eh. 2, sec. ^). 'that is, T 
am not arguing that because the jihilosopliical or theological garb is removable 
from ])Topositions belonging to the physical sciences, it must therefore also 
be remoNable from ])ropositions belonging to the social sciences. Our examples 
base been ]iresenled mere ly in order to illustrate what T mean by saying that 
the theological or philosophical creeds of a scientifie worker need not exert 
any definite influence iijion his analytic work, but not in order to establish 
my thesis. So far as those examples go, it is still an open ciuestion whether 
or not it also ap]dies to the sciences of human action. 

Second, nn thesis does not imply of course that human action itself and 
the ps\chie jiiocesses associated with it—motives or methods of reasoning, 
whether jiolitieal or eetmomie or of any other type—are uninfluenced by, or 
uneorrelated with, ])hiloso])hical or religious or ethical convictions. It so hap¬ 
pens that it is ])art of my own social psycholog\ to hold that this correlation 
is far from ])erfeet—a robber baron may ha\e professed quite sineereh* a 
creed of meekness and altruism—but this is an entirely different matter. Wc 
are now concerned willi the iiropositions of the sciences of human behavior 
about this human beha\ ior and are not questioning that religions or philo¬ 
sophical elements must indeed enter into any explanations 0/ this behavior 
whenever they aim at completeness or realism. And this also afyfiUcs to the 
scientific econoniisfis ^politics' and to any advice or recommendation he may 
tender with a view to influencing 'policies' All that our thesis involves is that 
it does not appb’ to his tools and ^theorems.' 

I'hird, my thesis does not involve reliance on general considerations about 
the logical autonomy of the economic proposition or theorem from philosophy. 
This would be still compatible with the latter's influences creeping into the 
]jroeedures of anab tic work in a logically illegitimate manner. It might indeed 
be made jdausible that such propositions, as that towns frequently dcNcloped 

*’• If the reader finds this a difhcnlt distinction to make, I sympathize with him. It is 
in fact this relation between an eeoiioniist’s political preferences and his analysis and 
the relation of the former ^^itIl his philosophy—particularly evident if wc extend ‘phi 
losopliy’ to ineindc the sum total of a mairs views on what is ‘fair,' ‘just,’ ‘desirable,' 
and so on—which do prevent most economists from accepting the argument above, 
wdiieh is after all only simjile common sense if correctly understood. 
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from meeting places of merchants, do not carr>' any ]>articiilar philosophical 
connotation; or that such i^ropositions, as that ordinary significance tests are 
useless in the ease of con elation between time series, arc valid alike for the 
deist and the atheist; or that ])iopositions, such as that increase in the rate 
of remuneration of a factor of production may decrease its sui^ply, are com- 
jxitible with any philosophy and imposed by none. Ikit I am not asking my 
readers to put tlieir trust in any arguments of this kind, however convincing 
they may seem to some. At the moment 1 am not making any attempt to 
establish my thesis. 1 am only annoiineing it and ex]ilaining its meaning. 'I’hc 
proof will be supplied in the subsequent Parts, when it will be shown that 
even those ecomnnists who held very definite philoso])hical views, sueh as 
Locke. Hume, Ouesnax, and aliove all Marx, were as a matter of fad not 
influenced b>- them when doing their woik of analxsis. 

The reason why so nmeh emphasis has been placed u])on the thesis that 
philosophy in ari\ teelmieal sense of the term is constilutionally unable to 
influence economic anahsis and actually has not influenced it, is that tlic 
opposite thesis is one of the most important soiirees of pseiKlo-explanations 
of the evolution of economic anahsis. 'I’hese pseudo-explanations ha\e a strong 
appeal for main historians of economies who are ])riinaril\ interested in philo¬ 
sophical aspects and therefore attach an undue weight to the references to 
such us])ects which in fact abound in the literature and are not alwass easy 
to recogui/.c for what they are—frills without importance that nevertheless 
obliterate the filiation of scientific ideas. 
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at the beginiiiiiy of the ch:ij)tfr, ii.iiiiely: 

2. I'm Moiivf. I‘’(.)rci;s or Scientimc Endeavor and thi: Mechanisms of Scien- 
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3. J im- Personnei. 01 Scii.ncf. in Generai. and of Econcjmics in Particuear] 


\\ r. HAVE. AT.READY rcfcTTccl to It dcpaitiiicnt of science that we eallecl the Sci¬ 
ence of Sciences iWisscuschaftsIchrc). 'lliis science, starting from logic anti to 
some: extent also from epistemology, treats of the general rules of procedure in 
use in the otlier indi\ idnal sciences. But there is another science about science 
wliic li is called the Sociology of Science (\Visseiissoziolot;ic) ’ and treats of 
science as a social ])henonienon. 'lhat is. it analyzes the social factors and 
processes that i)n)dnce the s])ecifically scientific type of activit>, condition its 
rate of development, determine its direction toward certain subjects rather than 
other equally possilde ones, foster some methods of procedure in preference to 
otlicrs. set up tlie social mechanisms that account for success or failure of lines 
of research or individual pcTfovmances, raise or de]ness the status and influence 
of scientists (in our sense) and their work, and so on. Our cmjihasis upon the 
fact tliat the workers in the fields of tooled knowledge are apt to form distinct 
vocational groui)S qualifies particularly well for conveying to the reader the 
reasons why. and the extent to which, science constitutes a proper subject of 
sociological research. Our interest in this subject is of course confined, primarily 
at least, to the topics that may usefully figure in an introduction to a history of 
economic analysis. Of these the problem of ideology is by far the most impor¬ 
tant and will be dealt with first (1): under a sceond heading we shall consider 
tlie motive forces of scientific endeavor and the mechanisms of scientific dc' 
velo])ment (2); and finally we shall discuss some toin'cs concerning the personnel 
of science in general and economics in particular (3). 

1 [f. A. S. left space for this note but did not write it. In Capitalism, Socialism and 
Democracy fXevv '^'ork, igso). p. 11. he explains the tenn Sociology of Knowledge as 
follows: ‘ I'lie Ckrinan word is V'isscnssoziologie, and the best names to mention are 
those of Max Scbeler and Karl Mannheim. The latter’s article on the siibieet in the 
Ccrmiin Dictionary of Sociologv' {llandworierbuch dcr Soziologic) can serve as an intro¬ 
duction.'] 
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1. Is THE History of Economics a History of Ideot.ociks? 

[(a) Specuil l^ahirc of ^Economic Lrnrs/] The liistorical or ‘evolutionary’ 
nature of the economic process uiiqueslionahly limits the seopc of general con¬ 
cepts and of general relations between them {‘economic laws’) that economists 
may be able to formulate. There is indeed no sense in denying, a priori, as has 
been done sometimes, that any such concepts or relations can be formulated 
at all. In particular it is not necessary that the eoneei^ts \^■e use in the study of 
social groups should be familiar to the members of tlie.se groiij^s thcm.sclvcs: 
the fact, if it be a fact, that the concept of income was not familiar to the 
peojile of the Middle Ages before the fourteenth eentury is no reason for not 
using it in an analysis of their economy.^ But it is true that ‘economic laws’ 
are much less stable than are the ‘laws’ of an\’ physical science, that they work 
out differently in different institutional conditions, and that neglect of this fact 
has been responsible for many an aberration. It is also true that whenever we 
attenii)t to interpret human altitudes, especially attitudes of ])eople far re- 
inoN'cd from us in time or culture, we risk misiindcrslanding them not only if 
wc crudeb substitute our own attitudes for theirs, but also if we do our best 
to penetrate into the working of their minds. .\11 this is made much worse than 
it would be otherwise by the fact that the anal\/ing ob.server him.self is the 
product of a given .social environment—and of his particular location in this 
environment—that conditions him to .see certain things rather than others, and 
to sec them in a certain light. And e\en this is not all; environmental factors 
may even endow the ol)server with a .subconscious craving to see things in a 
certain light. This brings us up to the problem of ideological bias in economic 
analysis. 

Modern psychology and psychotheia])y have made us familiar with a habit of 
our minds that we call rationali/ation.- This habit consists in comforting our- 

1 Let me make this ciiiite clear. Sociologists like Max ^^'c■]Ha who stand for the inter¬ 
pretative method of social states or changes—that is. who believe that it is onr main 
or sole bn.sines.s to try to iiridcrstand what thiiig.s meant to the people concerned— 
may easily drift into the position that the use of any concepts not familiar to the ])eoi)le 
under study involves the error of a.ssuming that thcii minds functioned just like ours. 
Now this error may be invobed but it need not be: using a eoncept that carries mean 
ing for us but not to the people that we observe is one thing; postulating that the 
concept carried meaning also for the latter is another thing. W'e need not go to primi 
tivc tribes in carder to illustrate this: if, in terms of concepts of our own, wc formulate 
the conditions for maximizing profits, wc need not assume that the busiiu'ssman himself 
uses these concepts; onr ‘theory’ is perfectly meaningful even if we know that he 
does not. 

“ ‘Rationalization’ in the sense I am about to explain must he carefully clistingnished 
from other meanings of the same word, and especially tlu:se two: fi) Wc .sometimes 
si)eak of rationalization when we mean action that aims at improving .something, e.g. 
an inchistrial concern, to make it conform to .standards of wdiich consulting specialists 
approve. (2) In rc.scaicli work we sornelinics speak of raticmalizatioii when w'e mean the 
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selves and impressing others by drawing a picture of ourselves, our motives, our 
friends, our enemies, our vocation, our church, our country, which may have 
more to do with whal we like them to be than with what they arc. The com¬ 
petitor who is more successful than we are ourselves is likely to owe his success 
to tricks that wc despise. As likely as not, the leader of a parW not our own 
is a charlatan. 'I’hc beloved girl is an angel exempt from human frailties. Tlie 
enemy country is the home of monsters, our own the home of wholly admirable 
heroes. And so on. 'I’he importance of this habit for the health and happiness 
of the normal mind is obx ious •* and so is the importance of a correct diagnosis 
of its \'crbal manifestations. 

[(b) ’I'hc Maryian Kxposilion of Ideological Bias.] Half a century before the 
full im])ortancc of this phenomenon was professionally recognized and put to 
use, Marx and haigels disco\cred it and n.sed their discovery in their criticisms 
of the ‘l)ourgeois’ economics of their time. Marx reali/.ed that men’s ideas or 
systems of ideas arc not, as historiography is .still prone to assume uncritically, 
the ]^rimc movers of the historical process, but form a ‘superstructure’ on more 
fundamental factors, as will be explained at the pro])er ])lacc in our narrative. 
Marx realized further that the ideas or systems of ideas that prevail at any 
gixen time in any gi\eii social gion]> arc, so far as thc>' contain propositions 
about facts and inferences from facts, likel> to be vitiated for exactly the 
same reasons that also \itiate a man’s theories about his own incli\'idual be- 
havior. 'i’hat is to sa\-, people’s ideas arc likely to glorify the interests and ac' 
tions of the classes that arc in a position to assert themselves and therefore 
are likely to draw or to im])ly pictures of them that may be seriously at ' ariance 
with the truth. Thus, the medieval knights fancied themsehes as protectors 
of the weak and defenders of the Christian faith, whereas their actual be- 
havior and, still more, other factors that had produced and kept in existence 
the social structure of their world are bound to look very different to an 
observer of a different time and class. Such systems of ideas Marx called 
ideologies.’ And his contention was that a large part of the economics of his 
time was nothing but the ideology of the industrial and commercial bour¬ 
geoisie. ’['he value of this great contribution to our insight into the processes 

attempt to link a set of cmpiiieal findings to some thcoretkral principle that is to explain 
them. 'I'liiis, we say that vve rationalize oljsen'cd business behavior by the principle of 
profit maximization. 'These meanings have nothing to do with the one under discussion. 

•’This seems to me the essential ])oint about rationalizations: they supply a sort of 
.self defense for oiir jisyehic organisms and make many a liic bearable that would not 
be so without them. Let me add. however, that theic is also another side to them that 
accounts for their role in psychoanalytic practice. 

•* 'The term is of r’lcnch origin and at first meant simply the analysis of ideas, espe¬ 
cially with reference to Condillac’s theorv-. Occasionally it seems to hav'c been used in 
much the same sense as the term Moral Philo.sophy, i.e. as roughly equivalent to social 
science. In ibis sense it was used by Dcstntt de 'Tracy. Na]>oleon I also used it but in 
a dilTercnt sense that carried a derogatory^ connotation: he described as idMo^ues those 
opponents of his govemment, such as Lafayette, wdioin lie considered unrealistic 
dreamers. 
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of hisfon' and into the meaning of social science is impaired but not destroyed 
by three blemishes, which it is as well to notice at once. 

First, while Marx was so ninch ali\e to the ideologieal character of systems 
of ideas with which he was not in sympathy, he was completely blind to the 
ideological elements present in his o\mi. But the prineiple of interpretation in- 
voKecl in his concept of ideology is pcrfcetly general. Obviously we cannot say: 
c\er> nhere else is ideolog\’; ^ we alone stand on the rock of absolute truth. 
Laborist ideologies are neither better nor worse than are any others. 

Second, the Marxist aiiahsis of ideologieal systems of thought reduces them 
to emulsions of class interests which are in turn defined m exclusively economic 
terms. According to Marx the ideologies of capitalist socieh’ arc, to put it 
crudely, glorifications of the interests of what he styled the ca])italist class, 
whose interests are made to turn on the hunt for pecuniary profits. Ideologies 
that do not glorif\ the behavior of capitalist man in business but something 
else, for instance the national character and behavior, must hence always be 
reducil)le, however indireclh, to those economic interests of the dominant 
class. Tins howexer is not implied in the principle of ideologieal interpretation 
but constitutes an additional and much more doubtful theory. Hie jirinciplc 
itself implies only two things: that ideologies arc superstructures erected on, 
and produced by, the realities of the objective social structure below them; 
and that they tend to reflect these realities in a characteristically biased 
manner. W hether or not these realities can be completely described in purely 
economic terms is another question. W’^ithont entering upon it here, we merely 
record the fact that we arc going to attach a imich wider meaning to the con¬ 
cept of Ideological Influence. Social location undonbtedl> is a powerful factor * 
in shaping our minds. But this docs not amount to saxing that our minds arc 
cxclusixcly shaped l)y the economic elements in oiir class position or that, 
exen so far as this is the case, they arc cxclusixcly shaped by a xvell-defincd 
class or group interest.*^ 

'riiird, Marx and especially the inajoritx- of his folloxxcrs assumed too readily 
that: statements xvhich display ideological influence arc ipso facto condcnincd 
thereby. But it cannot be emphasized too strongly that, like individual ratioii- 
ali/ations, ideologies arc not lies. It must be added that statements of fact 
tliat enter into them are not necc.ssarily erroneous. 'I he temptation is great 
to axail oneself of the opportunity to dispose at one stroke of a whole body of 
propositions one docs not like, by the simple device of calling it an ideology. 
This dcxice is no doubt xcry effcctixe, as effcctixe as are attacks upon an op- 
poneiifs personal inotixcs. But logically it is inadmissible. As pointed out al¬ 
ready, explanation, hoxvcver correct, of the reasons xvliy a man says xvhat he 
sa\s tells iis nothing about xxhethcr it is tnie or false. Similarly statements 
that proceed from an ideological background arc ojjcn to suspicion, but they 
may still l)c perfectly xalid. Both Galileo and his opponents max liaxe been 
swayed by ideologies. That docs not prevent us from saying that he was 

® fj. A. S. put a pencil note ‘delusion?’ beside this reference to ideology and the one 
in the iie.\t to tlic last sentence in the paragraph above.] 

® [This problem is touched upon at intervals throughout the History.] 
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‘right/ But what logical warrant have we for saying so? Is there any means of 
locating, recognizing, and possiidy eliminating the ideologically vitiated cle- 
ments in economic analysis? And does enough remain when we have done so? 

It will be understood that our answers, though illuslrated by examples, will 
for the moment be pro\ isional and that the validity or otherwise of the prin¬ 
ciples 1 am about to formulate can be judged only by tlicir applications in this 
book as a whole. But before w'c embark upon this task we must clarify a pre¬ 
liminary matter. 

Unfortunately W'C have to bar a fire escape by which some of the strongest 
exponents of the doctrine that economies, and in principle all science, is viti¬ 
ated by ideological delusions ha\c tried to escaix* from the apparently incN’i- 
table conclusion concerning the possibility ‘of scientific truth.” Professor K. 
Mannheim taught that, though ideological delusion is the common fate of man¬ 
kind, there are nexertheless ‘detached intelligences,” floating freely in space, 
who enjoy the pri\ilcge of being excm])t from this fate. Slightly more rcalisti- 
eally, e\er\()nc is a victim of ideological delusion except the modern radical 
intellectual who stands indeed upon the rock of truth, the unbiased judge 
of all things human. Now', if anytliing can be called obvious in this field, it is 
the fact that this intellectual is just a bundle of prejudices that arc in most 
cases held with all the force of sincere conviction. But this apart, we cannot 
follow' Mannheim down his fire escape because w'c have fully accepted the 
doctrine of the ubit|uit\ of ideological bias and therefore cannot sec anything 
else in the belief of some groups in their freedom from it but a i)articularly 
vicious ]>art of their own system of delusions.' Now w'C turn to our task. 

b’irst, ideological bias, as defined above by our amended version of the 
Marxist definition, is obviously not the only danger that threatens economic 
analysis. In particular there are two others that should be mentioned siK'cifi- 
cally iK'cause the\- arc easily confused with ideological bias. One is possible 
tampering w'ith facts or with rules of j^rocedure by Special Pleaders. All w’c 
have to sa\' about this has been said alread\: here I only wish to warn the 
reader that special pleading is not the same thing as ideologically vitiated 
analyzing. Another danger proceeds from the inveterate habit of economists 
to jxiss \ahic judgments uiK)n the processes they observe. An economist’s 
\alue judgments often reveal his ideology but they are not his ideology: it is 
])ossiblc to pass value judgments upon irreproachably established facts and the 
relations between them, and it is po.ssible to refrain from j^assing any \’aluc 
judgments upon facts that arc seen in an ideologically deflected light. We are 
not going to discuss the problem of value judgments here. It w^ill be more 

^ Some croups, like hineaueraeics, arc more given to this ideology, which among 
other things involves the eleiirly ideological denial of any groni^ interest of their own 
or at least of its influciue on the policies that they originate or assist in shaping. 'I’his 
may be used as a first exam]de of the iiiflueiiee of ideologies upon analysis, h’or this 
ideology of bnreaiieraeies is an important factor in the unscientific habit of economists 
of using a clearly ideological theory of tlie state that raises the latter into a superhuman 
agency for the public good and neglects all the facts about the realities of public ad¬ 
ministration that modern political science provides. 
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convenient to do so on other occasions, especially when I shall have to report 
upon a full-dress debate on the subject in Part iv, C^liaj^ter 4.^ 

f(c) How Docs a History of Economic Aiuilysis Differ from a History of 
Systems of Political EcoJwmy: from a History of Economic 'I'hoii^ht?] 'Ihe 
distinetioii above between ideologically biased statements and value jndg- 
inents should not, howexer, be interpreted as a denial of their affinity. This 
afRnity is even the main reason why I think it iniiM)rtant to distinguish this 
history of economies—economic anab sis—from either a history of Systems of 
Political Economy or a history of Economic Thought. Py a system of ]M)litieal 
economy I mean an exposition of a eoinpreliensive set of economic policies that 
its author advocates on the strength of certain unihing (norniatixe) i)rineiples 
such as the prinei])les of economic liberalism, of socialism, and so on. Such 
systems do come within our range so far as they contain genuinely anal\ tic 
work. For instance, A. Smith’s Wealth of Nations was, in fact as in intention, 
a system of political economy in the sense just defined and as such it does not 
interest us. All the more docs it interest ns by virtue of the fact that A. Smith’s 
political principles and reeij^es—his guarded advocacy of free trade and the rest 
—are but the cloak of a great anah tic achievement. In other words, we are not 
so much interested in what he argued for as we arc in how he argued and what 
tools of analysis he used in doing so. Mis political principles and recipes them¬ 
selves (including idcologv—revealing value judgments) were no doubt what 
mattered most to himself and to his readers and, furthermore, what accounts 
primarily for the success of his work with the public and, in this sense, for its 
proud position in the history of human thought. But 1 am ])rcj)ared to sur¬ 
render them all as mere formulations of the ideology of liis epoch and country, 
W’ithout validity for any other. 

The same applies to what w-c define as Economic 1 ’hought, that is, the 
sum total of all the o])inions and desires c(mccrning economic subjects, espe¬ 
cially concerning public policy bearing upon these subjects that, at any given 
time and place, float in the public mind. Now the public mind is never an un- 
differentiated or homogeneous something but i.s the result of the division of 
the corresponding community into gron])s and classes of various natures. Jn 
other words, the public mind reflects more or less treacherously, and at some 
times more treacherously than at others, the class structure of the correspond¬ 
ing society and the group minds or attitudes that form in it. Since these grouj? 
minds have different opportunities of asserting themsehes and esix:cially of 
leaving their marks upon the literature which comes under the obscr\ation 
of later generations, questions of interpretation arise that are always difficult 
and sometimes impossible to solve. The public mind of a time and idace is 
in particular not only differentiated .sectionally, but also according to the posi¬ 
tion and intelligence of the individuals that form the same hori/ontal or 
vertical section. It is one thing with politicians, another w’ith the shopkeepers, 
farmers, and laborers that arc ‘rcprc.scnted’ by these politicians. And it may be 

8 [Unfortunately, there is only an unfinished version of this chapter, written in 1943. 
It was one of the sections that J. A. S. had taken out to rewrite and amplify.] 
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formnliifcd into systems of politiciil economy by writers who iK'long, or who 
attach themselves, to jwrtieuUir sections. On the other liancl, it may border on, 
or oxeiiap witli, analytic work as it has often done in treatises written by 
ineiMl)ers of the eoiiiincacial or industrial bourgeoisie. So far as it docs do the 
latter, it will of eouise be oiir task to pick out as best we can sueli anal\tie 
performances from the eonimon run of verbalizations of the hninors of the 
limes that are uneoimeeted with any effort to impr()\e our eoneei^tiial appa 
ratus, and hence wilhoul interest for us. However difficult it may be to carry 
out this program in any ])articiilar case, the distinction between different masses 
of thouglit nhieh we are trying to draw is quite clear on principle. 

It would, 1 siii)])ose, be possible to write alongside a history of economic 
analysis anolher history of llie popular views on economic subjects. By the 
same token it is ])ossible to write a history (jf economic thought that traces 
out the historical change of attitudes, mentioning analytic perfonnaiiees in 
passing. Such a history would indeed display the close association that exists 
within the attitudes of the jniblie mind in lire .sense defined, with the kind of 
|.)rohleius that at any gi\tn time intcre.st analysts and form the general attitude 
or spirit in which they a])])roach their problems. Our own plan is exaetk the 
opposite one. W e shall, of course, nc\er neglect the general en\ironinent of 
economic thought in which, at \arious times, anahsts did their wwk. But 
these eu\ ironmeiits and their historical changes are never our main object of 
interest. ’Ihey come in as fasorablc or inliibiting influences uiron analytic 
w'ork. which shall reiiiain the hero througbout our play. In trying to disentangle 
anahtic work from its popular background, even tliough tliis baekgroiiiul in- 
cessaiitb asserts its influence, we shall make a disco\cr\ which it is just as well 
to notice at once. 

'I'he de\elo])meiit of analxtie woik, howe^c^ mncli disturbed it may have 
been ])\ the intiTcsIs and attitudes of the market ])lacc, displass a charaeter- 
islie ].iio]x'rt\' wliicli is coinjrleteh absent from the historical dcNclopinciit of 
ecoiiomie thouglit in our sense and also from the historical siiecessioii of .sys¬ 
tems of ]x)litieal eeoiionu. 'This property may best be illustrated by an ex- 
aiiqde: from tlie earliest times until today, analytic ceonoinists have been 
interested, more or less, in the analysis of tlie phenomenon that \\c call com 
petitbe price. W ben the modern student meets tlie phenomenon on an act 
\anced level of his stiicb, for instance in the hooks of Hicks or Samuclson, he 
is introduced to a mimlier of coneepts and problems that may seem to him 
difficult at first, and winilcl certainly have been comi)letcly uu-unclcrstandahle 
to so relatively rceeiit an author as John Stuart Mill. Rut the student will also 
diseoxer before long that a new ap]xiratiis poses and solves problems for whieli 
the older authors could hardly ha\c found answers even if tlu'v had beer-: 
aware of them. 'I bis ilcfines in a coiiiiiion-.scnse and at any rate a perfectly 
imainliiguoiis inaniier, in what sense there has hecai ‘scientific progre.ss* Ik*- 
tween Mill and Samuclson. It is the same sense in which we may say that 
there lias l)eeii technological piogrcss in the extraction of teeth between the 
times of John Stuart Mill and our own. 

Now our ability to speak of progress in these ca.scs is obviously due to the 
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fact that there is a widely aceeptccl standard, confined, of course, to a group 
of ])rofcssioiia]s, that enables us to array different theories of competitive price 
\\\ w series, each member of which can be unambiguously labeled superior to 
the iirececling one. ^\''e further obserxe that this array is associated with the 
lapse of time, in the sense that the later theory of competitive price almost 
always holds higher rank in the array of analytic perfection: whenever this is 
not the case, it is possible to assign this fact to extra-analytic and, in this 
sense, disturbing influences. But while it is thus possible to speak of analytic- 
progress and impossible to deny the facts that this word is to denote, there is 
nothing corresponding to this in the field of economic thought or even in any 
liistorical arra\ of sxstems of political economy. lK)r instance, there W'ould be 
no sense in speaking of a sn])eriorit>' of Charlemagne’s ideas on economic 
policy as re\caled by his legislative and admin is tratixe actions oxer the eco¬ 
nomic ideas of, say. King llammural>i; or of the general principles of policx 
revealed by the proclamations of the Stuart kings oxer those of Charlemagne: 
or of the declarations of policy that sometimes i)refacc acts of Congress oxer 
those Stuart ]noclainations. W'c max- of course syin]3at]ii/c with some of the 
interests favored in any of lliosc cases rather than xvith the interests favored 
in others, and in this sense array such docninciits also in a scale of preference. 
But a ]dacc of any bodx- of economic thought in any sncli array xx'oiild differ 
according to the judge’s xalne judgments, and for the rest wc shall be left 
with our emotional or aestlictic preference for the xarious schemata of life 
that find expression in those documents. \\'e should be xery much in the same 
position if xvc xxcrc asked whether Cangiiiii or Titian xxas the greater painter. 
'I’hat is, the only sensible ansxvci to such a question is that there is no meaning 
to it. And the same thing ap])lics of course to all sx stems of political ccononix 
if xvc exclude from them technical excellences or deficiencies. Wc may, indeed, 
prefer the world of modern dictatorial socialism to the xxorld of Adam Smitli, 
or xicc x'crsa, but anx- such preference comes within the .same category of sub 
jective cxaliiation as docs, to plagiarize Sombart, a man’s preference for 
blondes over brunettes. In other words, there is no objective meaning to tlie 
term progress in matters of economic or any other policy l)ccause there is no 
xalid standard for interpersonal comparisons. It should be superfluous to add 
that this argnment seems to clarify satisfactorilx- the differences betxxeen liis- 
torians of economics on tliis point. Some of them think of tcclmical analysis 
and an increasing command of facts; these arc quite right in speaking of scien¬ 
tific progress in our field. Others are speaking of tlic changing humors, them- 
.sclxcs tlie product of changing .social conditions, that produce changing opin¬ 
ions about policies and desirabilities; tlie.se are quite riglit in denying that 
there is such a thing as progress in oiir field. Either group may err only in 
overlooking that there is an aspect of mairs thought on economic subjects 
other than the one they are considering exclusively. Only those err without 
qualification xxho cither sec in the development of economic analysis nothing 
but a reflex of the changing humors of the public mind, or else indulge in the 
enviable but childish belief that political attitudes are a function of nothing 
except progressive insights. 
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[(d) The Scientific Process: Vision and Rules of Procedure.] Wc arc now 
ready to take tlic second step in our inquiry into the dangers of ideological bias, 
namely, to ask the question liow far it threatens the \'alidity of results in that 
narrower field that we have described as Economic Anahsis. Sonic readers 
may think e\cn that there is no second step to take: since we have already 
surrendered, as ideologically conditioned, all the systems of political economy, 
and since, in addition, wc ha\c recognized as ideologies the less completely 
s>'stcmati/cd sets of opinions on economic subjects that, at any time and 
place, ‘float in the public mind,' wc seem in fact to have admitted all there is 
to admit. And those readers in particular whose ])riniary interest is in the 
history of the ideas that shape or, at all events, arc closely associated with 
])olicies or with ])cople\s ideas about what is to be considered as fair or desir¬ 
able in flic management of economic affairs and whose interest in the develop¬ 
ment f)f technical economic analysis is .secondary only arc quite likclv to grant— 
])erhaps with a shrug of tlic shoulders—that our box of tools may well l)c as far 
removed from the influence of ideologies as arc the techniques of any other 
science. Unfortunately we cannot take this for granted. Let us therefore analyze 
the scientific ])roecss it.self in order to sec where ideological elements may enter 
it and what arc our means of recognizing and perhaps eliminating them. 

In inactice w'c all start our own rc.scarch from the work of our ])rcdccessors, 
th:it is, we liardl>' ever start from scratch. But suppo.se we did start from 
scratch, what are the steps we should ha\c to take? Obviously, in order to be 
able to jjosit to (nirselves an\ ]m)blems at all, we sliould first have to \isualize 
a distinct set of coherent phenomena as a worth-while object of our anab tic 
efforts. In other words, anab tic effort is of necessity preceded by a prcanalytic 
cognitive act that supplies the raw’ material for the anabtic effort. In this 
book, this preanabtie cognitive act will be called Vision. It is interesting to 
note that vision of this kind not only must precede historically the emergence 
of analytic effort in an\' field but also may re-enter the history of e\cry estab¬ 
lished science each time somebody teaches us to sec things in a light of which 
the source is not to be found in the facts, methods, and results of the pre¬ 
existing state of the science. 

Let us illustrate this at once by an outstanding example from our own field 
and time. Oitics and admirers of the scientific performance of the late Lord 
Ke\nes will agree to the statement that his General Theory of Employment, 
inicrest, and \loucy (ig^b) was the outstanding success of the ig^o’s and 
that it dominated anal\tie work for a decade after its publication, to .say the 
least. 'J’he General Theory pre.scnted an analytic apparatus which ilie authoi 
summed up in Chairter iS. If wc follow his exposition step by step (sec espe¬ 
cially ])p. 2.4g-:;4) we obser\e that this apparatus had been designed in order 
to gi\c coinenient expression to certain facts of ‘the world in which wc live'— 
although, as Keynes himself emphasized, these facts are attributed to his 
fundaineiital schedules (propensih* to consume, attitude to liquidity, and 
marginal efficiency of capital) as special characteristics and not as ‘logically 
necessary' properties. This analytic pattern will be discussed in the proper 
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place,® \^hcre it will also be shown that the special characteristics in question 
are the characteristics of England’s aging capitalism as seen from the stand- 
point of an English intclleetiuil. 'lliere can be no question of their having 
been cstaldishcd b\’ antecedent factual research. They are 'plausibly ascribed 
to our [the English] world, on our general knowledge of con temporary human 
nature’ (p. 2^50). 'I'his is not the place to discuss the merits or demerits of this 
conception. All that matters here and now is that it is a conception or vision 
in our sense, and that it antedated all the analytic efforts that Keynes and 
others bestowed upon it. riie process stands out in this case with such imsur- 
passable clearness iK'cause we can read a formulation of the \ision, as >et 
anah tically unarnicd, in a few brilliant pages of Ke>iies’s I'Jic Kcotioniic Con¬ 
sequences of the Peace (1919). So far as this line of endea\()i of a man of many 
interests was concerned, the whole period between 1919 and 19^6 was then 
spent in attempts, first unsuccessful, then increasingly successful, at imple¬ 
menting the particular vision of the economic process of our time that was 
fixed in Keynes’s mind by 1919 at latest. Other examples, from our field as 
well as from others, could be adduced in order to illustrate this ‘way of our 
mind.’ But it would liardly be pos.sible to find a iiioie telling one. 

Analytic effort starts when we ha\e concci\ed our vision of the set of phe¬ 
nomena that caught 0111 interest, no matter whether this set lies in virgin .soil 
or in land that had been cultivated before. ’I'lie first task is to verbalize the 
vision or to conceptualize it in such a way that its elements take tlieir places, 
with names attached to them that facilitate lecognitioii and maniijulalion, in a 
more or less orderly schema or picture. But in doing so we almost automatically 
perform two other tasks. On the one hand, we assemble further facts in addi¬ 
tion to those perceived already, and learn to distrust others that figured in the 
original vision; on the other hand, the vcr\ work of constructing the sehema or 
picture will add furtlier relations and concepts to, and in general also eliminate 
others from, the original stock. I’actual work and ‘theoretical’ work, in an end¬ 
less relation of give and take, naturally testing one another and setting new 
tasks for each other, will eventually produce scientific models^ the ])ro\isional 
joint products of their interaction with the survixing elements of the original 
\ision, to which incrcasingh’ more rigorous standards of consistcncx' and ade¬ 
quacy will be applied. This is indeed a primitive but not, I think, misleading 
statement of the process by which w'c grind out what we call scientific inoposi- 
tions. Now it should lx; perfectly clear that there is a w'idc gate for ideology 
to enter into this process. In fact, it enters on the very ground floor, into the 
preanalytic cognitive act of wliich wc liave been sjx'aking. Analytic w'ork begins 
with material pro\ided by our \ision of tilings, and this \ision is ideological 
almost by definition. It embodies the picture of things as we sec them, and 
wherever there is any possilde motive for wishing to see them in a gi\cn rather 
than another light, the way in which we sec things can hardly be distinguished 
from the w^ay in which vve wish to see them. 'Ihe more honest and naive our 

** Sec Part v, ch. 5. [This appraisal of Keynes’s (•cneral Theory was apparently the 
last thing written for the History of Economic Andlysis.\ 
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vision is, the more dangerous is it to the eventual emergence of anything for 
wliich general validity can be claimed. Tlic inference for the social sciences is 
obvious, and it is not e\cn true that he who hates a social system will form 
an objectively more eonect vision of it than he who loves it. T"or love distorts 
indeed, but hale distorts still more. Our only comfort is in the fact that there 
is a large number of ])henomena that fail to affect our emotions one way or the 
other, and that llieiefr)re look tf) one man very much as they do to another. But 
we also obser\e that the rules of procedure that we apply in our anahtie work 
are almost as much exempt from ideological influence as vision is subject to 
it. Passionate allegiance and passionate hatred may indeed tamper with these 
rules. In themselves these rules, many of which, moreover, arc imposed upon 
us by the scientific practice in fields that arc little or not at all affected by 
ideologx', are prett)’ effeeti\c in showing up misuse. And, what is equally im- 
l)ortant, tliey tend to eiusli out ideologically conditioned error from the visions 
from which we start. It is their particular virtue, and the}' do so automatically 
•and irres])ecti\e of the desires of the research worker. 'I'hc new facts he 
is bound to accumulate imjxxse tlicin.selves upon his schema. 1hc new eon- 
eepts and relations, which somebody else will formulate if he does not, must 
\erif\- his ideologies or else destroy them. And if this process is allowed to 
work itself out completely, it will indeed not protect us from the emergence 
of new ideologies, but it will clear in the end the existing ones from error. It 
is true that in eeonomies, and still more in other social sciences, this sphere 
of the strieih’ ])rovable is limited in that there arc always fringe ends of things 
that are matters of personal experience and impression from which it is prac¬ 
tically imi)ossible to drive ideology, or for that matter conscious dishonesty,’'* 
eoni]?letc]y. "I he comfort we may take from onr argument is therefore never 
cc)m]’)lctc. But it does co\er most of the ground in the sense of narrowing the 
sphere of ideologieall}' vitiated prcjpositions considerably, that is, of narrowing 
it down and of making it alwavs possible to locate the spots in which it may 
l)c active. 

jj. A. S. did not complete his introductory part and stopped at this point. 7 hc fol¬ 
lowing llirec paragraphs were found untyped among the notes and niaiiiisciii)t of this 
Part.] 

Wliile it is hoped that the foregoing treatment of the idcologv’ problem will help 
the reader imdeistand the situation within which wc have to work, and put him on 
his guard without imbuing him with a sterile pessimism eoneeniing the ‘ohjeetive valid 
ity* of our methods and results, it must be admitted that onr answer to tlie problem, 

'I’hc role of what above is meant by conscious dishonesty is greatly enhanced by 
the fact that many things that do amount to tampering with the efteets of logic do not 
in our field iieeessaiily present tliemscives as dishonesty to the man who practices such 
tampering. Me may he so fundamentally convinced of the truths of what he is standing 
for that he would rather die than give new w'cight to contradicting facts or pieces of 
analy.sis. 'I'lic first thing a man will do for his ideals is lie. Now w'c do not interpret 
this element in the case as wc do when speaking of ideological bias, but of course it 
reinforces the baleful influenee of the latter. 
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consisting as it docs of a set of rules by wliicli to locate, diagnose, and eliminate ideo 
logical delusion, cannot be made as simple and definite as can the usual glib assertion 
that the history of scientific economics is or is not a history of ideologies. We have had 
to make large concessions to the former view, concessions that challenge the scientific 
character of all those comi)iehensi\e philosophies of economic life—sucli as the Politi 
cal Economy of Liberalism—whicli are, to many of us, the most interesting and most 
glamorous of the creations of economic thought. W'oise than this, we have had to 
recognize, on the one hand, that although there exi.sts a mechanism that tends to crush 
out ideologies automatically, this may be a time coiisiimiiig process that meets with 
many resistances and. on the other hand, that we are never safe from the current in¬ 
trusion of new ideologies to take the place of the vanishing older ones. Under the.se 
eirciinistances, examples that may do something biward tcacliing the u.se of our rules 
may usefully comidcmcnt the discussion above. We shall arrange our example in four 
groups. 

I’irst, uhcii \\c look at the contents of our box of theoretical or statistical tools, we 
dijicover many items that arc. ami arc known to be. ideologically neutral. I'or instance, 
we find a coiKe|)t that is called the marginal rate of snbstitiitioii. which has, since 
about itj. c. been increasingly used in the theory of value instead of the older coiicepl. 
marginal utility. Lhose who accepted the former in piefereiiee to the latter, have doiic 
so foi j)nrcly technical reasons that are completely irrelevant to any ideology of eeo 
iiomic life, and. as a matter of fact, nobody lias ever a.s.scrtcd the contrar>'. Similarly, 
the question whether or not the ordinary .significance tests are aiqdicable to tlic ease 
of correlation between time .sejie.s is a very imjiortant one for economic analysis. But 
it would be waste of time to imestigate the arguments that ha\c been u.sed in establisli- 
ing the negative answer for ideological bias, because it is clear from tlie outset that 
they are im]iervious to it by nature. 'I'lic results that we produce by means of reasoning 
that makes use of such stainless steel concepts or theories may still be ideologically viti 
ated. But we can at least be sure that the ideological bias, if there be any, mu.st be 
.sought for among the other elements of our reasoning. 

Second, there arc tools or theories that, though they can be .shown to be actually 
neutral, yet acquire a putative ideological importance because peo])Ie crroneou.sly be 
lieve that they are relevant to their ideologies. have just noticed the imchalleiiged 
fact that the transition from the marginal utility theory of value to a tlicory of value 
based ujron the coiicejit of marginal rate of .substitution was ideologically neutral in the 
sense that cither can be sliown to be equally compatible wiMi any ideology whatsoever. 
But this was not .so with the preceding phase of the development of the theory of 
value. Among the opponents of tlic marginal utility thcor>’ of value were the Mar.xist 
.sponsors of a labor theory of value who believed—as did many marginal utility theorists 
also—that the choice between labor and marginal utility ‘cxj^lanntions’ of economic 
value depends upon our vision of the economic process and is ideologically relevant. 
Si)ccirj(.ally, the Marxist notion tliat value is congealed labor was the first link in what 
Marxists considered to be a proof that the source of all incomes except wages is exploi¬ 
tation. However, as will be sliown in Part iii, the ideology . . . 

fj. A. S. bad nearly finislicd Section i of Chapter 4 (Is the History of Economics a 
History of Ideologies?). I'or a further discu.ssioii of some of these problems, the reader 
is referred to the presidential address (by J. A. S.) before the American Economic Asso 
ciation, ‘Science and Ideolog},’ American Economic Review, March 1949. 

Cliapter 4 was apiiarently to Iiave been the last chapter of the introductory Part, 
llicre were to have been two more sections (2. The Motive Forces of Scientific En 
deavor and the Mcclianisins of Scientific Development, and 3. 'Pbe Personnel of Science 
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in General and of Economics in Particular). 7 ’hesc subjects arc discussed at intcr\'als 
throucliout the History (sec Index under these licadini^s) and in connection witli the 
author’s concept of ‘schools.’ About the Kicardians, for example, lie said: ‘Moreover, 
the group was a genuine school in our sense: there was one master, one doctrine, per¬ 
sonal coherence; there was a core; there were zones of influence; there were fringe ends.’ 

A few preliminary i)aragrai^hs (probably dictated), which deal to some extent with 
the ])ersonnel of .science, were found among the author’s notes and are jirinted below.] 

'I'he reader will have no difliciilfy in perceiving the relation which exists between 
the definition of a science as a tcchnicjue that develops in a social grou]3 inofessionally 
devoted to its cultivation and the ideological a.spects of the methods and results that 
emerge from the ‘.scientific’ activities of such a groui). Evidently there must be a certain 
amount of cohesion between its nitanbers, at least when the group has attained a suffi¬ 
ciently definite existence, a cori)orali\'e sjiirit that produces cx])licit or subconscious rules 
according to which the meinliers recogni/e each other and admit certain individuals 
and escludc others. In noticing a few of the phenomena to which these facts give rise 
we shall complete the little that can be said here on the subject of the .sociology of 
science. 

If it be ]io.ssible at all to imagine an individual who no matter for what reason em- 
baiks for him.sclf and by hiiii.sclf upon the inve.stigation of any of tho.se sets of phe- 
nonieua that have ever become the objects of .scientific efforts, it .should also be pos 
sible to lealize a very simple yet very fundaiiiental truth. Our individual imcst first rec¬ 
ognize the; ])henoiiiena on \shich he is going to work and he must lecogiiize them as 
being soiuchow connected witli one another and distinct, from others. This recognition 
is a cogniti\c ac:t. But it forms no part of the analytic work. On the contrary, it siip- 
idies the ohieet or niatCTial on which analysis woiks and is therefore a ]>iCTec]uisite of 
it. 'Ihe analytic woik itself then consists of two diffeient though iiisc]iarable activities. 
"I'lic one consists in conceptualizing the contents of the vision. By this we mean the 
fixing of its elements into piccisc concepts that receive labels or names in o'-dcT to 
retain tlicir identity, and in establishing relations (theorems or jnopositions) bc'twcen 
them. J'he other c:onsists in hunting for further eini)irieal d:ita (facts) with which wc 
enrich and check the ones originally ])crceived. It stands to reason that these two 
activities arc not indcirendcnl of one .'mother but that there must be an inc'c.ssant 
give and take between them. Attempts at coiueidiialization invite the hunt for further 
facts and the new facts discoxcied must thcni.selvcs be in.scrtcd and conceptualized In 
an endlc.ss .sccpicncc both .ictivities improve, deepen, and correct the original vi.sion and 
also each other’s results. W c do try at any given stage of oiii scientific endeavors to 
construct schemata or sysfcins or models by which to describe as best wc can the .set 
of i)hcnomcn:i we arc interested in, which are then dcN'cloi^cd ‘dc’dncti^■ely’ or ‘in 
ductively.’ But they arc proxisional by nature and arc always relative to the stock of 
facts wc command. 'I'liis is indeed a very imperfect dcscrii)tion of .scientific procedure 
hut it brings out a fact that will be cmidiasized again and again in these p.igcs: there 
is not and there cannot he any fundamental oppo.sition between ‘theory’ and ‘fact 
finding,’ let alone between deduction and iiuliic-tion. It will be one of our tasks to show' 
why the appearance of such opi^isition has emerged nevertheless. 

Ill ])ractice. of course, no seicntifie worker ever goes thnmgli all the stages of the 
work beginning with an indc])cndcnt vision of his own. Intuitive perception of novel 
aspects is indeed never absent .so long as a .science is really alive. But vision of the kind 
that produces novel methods or propositions or else leads to the discovery of novel 
facts—which then enter the science in the fonn of new hypotheses or restrictions— 
only adds to and perhaps partly displaces existing scientific structures, the bulk of which 
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is liandctl from cicncrafioii to generation as a inatfcr of course. And practically always 
if isn’t society as whole or even a random collection of members that hands on the 
stock of scientific knowledge hut a more or less tlertnile j^ioup of professionals who 
teach the risinc generations not only their methods and results but also their opinions 
about tlie direction and the means of further advance. In a majority of ca.ses conipe 
teiicc in doing scientific work cannot be aetjuiretL or (an bt‘ acquired only by individ 
uals of (|uite exceptional originality and force, from any source other than the teach 
ing of recognized professionals. Let ns biiefiy glance at some of the con.scciiienccs of 
this fact. 

1‘irst of all, it should be observed that this social mechanism is trenieiidon.sly labor 
saving, by means of it an> beginner who follows the atbice received and who does the 
work assigned to him acquiies knowledge of facts, grasp of problems. niaster>' of meth¬ 
ods with an eeononn of energy that should .set the bulk of his force free for explora¬ 
tion of lands that lie beyond the boundary line at which llie competence of the teacher 
ends. I here should be no reasonable tioubt about it, tlierefore, that ])ri!narilv llie social 
niechanisin glanced at i.s not only favorable to the development of coiicej)tnal a])paiatns 
and to the accimiulation of factual knowledge but even th.it it supplies the most ])olent 
motive ])ower of what is usually refeiied to as scientifK jirogiess. ()h\iunsly, however, 
tliere is also another side to the medal, 'rcaeliing in any c’stahlislied seienee .stcieotvpes 
the mind of the tyro and may .stimt such oiiginality as lie may liave. I’his has another 
and less obvious eoiiset]ucnce. Owing to the resistance that an e.xistiiig scientifie stine 
ture offers, maior ehaii.ges in outlook and methods, at first retarded, then come about by 
way of revolution rather than of transformation and elemtaits of the old strnctiiie that 
might be permanently valuable or at least have not yet liad time to yield their full 
Iiaivest of lesult are likely to be lost in the process, 'riicie is thus plenty of jiistifiea 
tion. just as tliere is for the resentments of the levolntionary. for the inojiensity of a 
certain type of mind to emphasize coiitiiniily and to defend okl iiisight.s againsf new 
ones. Main- ex.imples of tins will be noticed m this book. 

Second, the fact that existing structures once est.ibhslied tend to iiersist accounts in 
the field of scientific endeavor as it does in otliers for a ])licnomcnon th.it is not easy 
to ex])lain, the plienomenoii of ‘generations.* Conskler a ]u)pnlation with eoiistanl age 
distribution in which moieovcr the number of peojjle that enter seicntifie vocations are 
equal to the nmnl)er of people who retire. A given profession, say the iirulession of 
scientific economists, would then also display a constant age distribution. It is no doubt 
possible to const met. sub gronjis wliosc outlooks and met bods may be expected to dc 
velop and tlicre i.s no problem whatever in the antagoni.sni of these age groups that 
wc might ohser\c. but this is not the problem of scientitic genci.iti<7Ms for we also 
observe that at any given time a majority of the people in all the age groujis display 
certain similarities of attitnde so that, for example, it is possible to speak of a genera 
tion of iSSo 1900 and to contrast it with the generation of 1920-1940 altliongli younger 
and older men prcsninably differtxl in the first period as much ;i.s they did in the .sec¬ 
ond. 'riicrc would he no point in this if change in methods and results proceeded at 
an ev(.n rate. In the case of economists one might be Veniiitcd to L\p\-.nn this pbewowi 
enon by the change in social and economic conditions ;md by the conse(|nciit change 
in the practical problems tliat attracted attention in the two periods. But wc find the 
same phenomenon in sciences that work on invariant, cnviromneiits. It is precisely this 
wbieb gives ns the clue to the nature of the pToblcin and at the same time to its solu¬ 
tion. Problems and methods not only change bccau.se environments cliange. 'flicy also 
cliangc ill consequenee of the [fact that the] analytic w'Oik tliat is embodied in a given 
structure of a science has a way of resisting change. 
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Third, tlic profcssioiuils tlint devote themselves to seieiitifie work in n particular field 
and even all the professionals who devote theiiisehes to scientine work in any field 
tend to become a suciolotiical 'I'liis luearis that they have other things in com 

inon besides the interest in scientific work or in a ]xirticnlar science iier se. In most 
cases they teach the science which they arc trying to brine; up and to make their living 
by teacliine;. Naturally, this will tend to evolve a social and economic tyi)e. 'I’lie e;roiip 
acce]its or refuses to accei)t c‘0 workers also for reasons other than their i)rofessional 
com|Htence or incompetence. In economics this f;roui)in^ took lony to mature but 
when it did mature it ac(|nired much greater ini])ortance than it did in physics. We 
shall see how in most countries writers on economic tojacs hail from all the .sectors 
of .society. 'Ihere were indeed factors that made for gronjmig at an early tinre, the 
ino.st important instance being the C^atholie scholastic doctors, but all the rest con 
sisted of types that came from anywhere in the scales of social rank or of income 
brackets. In !'a\glai\d, tliis was so esen in the first half of the niuelcenlli century. 
In such cases we must use the wcml piofession with a imni.so. In I'.nglaiul there 
was at the time indeed a ])rofcs.sion of economists in the sense that there were 
writers on economic to]ncs who mutually recogni/ed their i)rofc'ssionaI comiKtence. but 
later on the association of scientific work with teaching produced an c:conomic inofes 
sion in a fuller sense of the word and this economic i)rofessi<jn dcatloj)cd altitudes to 
.social and ])olitical (jiiestions that were similar al*io jot reasons other than similar scicn 
tific yic^\'s. 'J'his similarity of conditions of life and of .social location ])roduccd similar 
philosojdiies of life and similar Nalue judgiiicnts about social phenomena. It would be 
uimeces.sary to dwell on the coiise(|ueiues of this were it not for the tact that it was 
closely as.sociated with the jihcnomcnon of scientilic .scliools. Since this concejit will 
inevitabb play a considerable role in our slor\- we had better .stay for a inomeiit in order 
to investigate its meaning. 
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1. Pi.AN ov Tin. Part 

I t has been explained in Part i that no science, in tlie sense tlicrc defined, is 
ever founded or ereated ])v a single individual or group. N()r is it in general 
possil)Ie to assign any precise date to its ‘birth.’ 'I'hc slow process by which 
eeononiics, as we now call it, ro.se into recogni/ed existence ran its course ])e- 
tween the middle of the seventeenth and the end of the eighteenth cenlnries. 
However, a concept that has been introduced in Part i may help us to be 
somewliat more preei.se. at least .so far as the exigencies of exposition are con- 
eerned: the concept of Classical Situations.^ Such a clas.sieal situation emerged 

^ [f. ,\. S. did not eoini)Ietc the .sections of Part 1 in vvliith lie would l!a\'e di.seiisscd 
his eoncci^t of Classical Situations (and the difficulties inherent in ])eriodi/.ina) with 
special reference to his reasons for arranging the subject matter of the history of eeo 
noniic analysis in the tiirec main divisions eovered by I'arts n, 111, and iv. I he reader 
will, howcN'cr, find references to the.se problems at intervals throiighont this book, es 
l)eeially in Part ni, eh. 1 and again in Part iv, eh. 1. 

As A. S. points out, the term ela.ssic in this book h;is three me.niings which 
.should be di.stingiiished from one another. l'’onnerly it referred to the economic litera¬ 
ture of the period fnmi .\dam Smith to b S. Mill. ‘It retained this label until, at a 
time when the word "clas.sie” had lost its eulogi.stie connotation and was beginning 
to stand for “obsolete," 1 -ord Keynes used the wtnd in order to denote the teaching 
of A. Mar.shall and his immediate followers (or simply. ]^re Keynesian cconomiesi.’ 
J. A. S. himself uses the term Classical Situation to de.seribe the achievement of snb 
stantial agieeinent after a long period of .struggle and eontio\er.sy—the consolidation 
of the fresh and original woik which went before. W hen he wishes to n.se the term 
ela.ssic in the first sen.se (.\dam Smith to J. S. Mill), he puts it in quotes ‘to prevent 
confusion’ (J*art iii, eh. i, see. j).| 
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in the second half of the eighteenth centniy and no such classical situation 
had ever emerged before. Availing oursehes of this, we might be tempted to 
start somewhere between 17^0 and 1800, ix’rliaps with the i)eak success of 
that epoch, A. Smith’s Wealth of Katiom (1776). But every classical situa¬ 
tion summari/es or consolidates the work—the really original work—tliat leads 
up to it, and cannot be understood l)y itself, 'rherefore, we shall try to cover 
in this Part, as best we ean, the wliole span of more than 2000 years that 
extends from ‘beginnings’ to about twenh years after the i)ublicalion of the 
Wealth of Xations. 'Ibis task is much facilitated b\- the further fact that, so far 
as the purp(vses of tJiis history are coneerned. many centuries nithin that span 
are blanks. 

'I'he classical situation of the second half of the eighteenth century was the 
result of a merger of two t\pes of work that are sufliriently distinct to justif\- 
separate consideration.'-' 'I here was the stock of factual knowledge and the con¬ 
ceptual njjparatus that had slowly grown, during the centuries, in the studies 
of philosophers. And, scmi-indc])ciulcnt of this, there was a stock of facts and 
eonee]ds that had been accumulated by men of practical affairs in the course 
of their discussions of current political issues. ’I'hese two sf)urces of nascent 
economies cannot be separated strictly. On the one* liand, tlierc were numerous 
intermediate ca.ses that cannot be classified witlumt cutting many a Gordian 
knot. On the other hand, right into the time of the phxsioerats. tlie scholar’s 
technique was .so ver\ simple that most of it was within the reach of ordinary 
common .sense and easily rivaled In nnlearned ])ractitioncrs, whose writings, 
tlicreforc, cannot be dismissed as irTclevant to our purpose: on the contrary, 
they frequently rose to wliat w’c call in this book the .scientific level. Broadly, 
however, our distinction is valid all the same. 

Let us recall our distinction between l^conomic Tliought—tlie opinions on 
economic matters that prevail at any given time in anv given society and be¬ 
long to the province of ecoiifimic history rather than to the province of the 
history of cconomic.s—and Lconomic .\iial\sis—wliich is the result of scientific 
endeavor in oiir .sense. 'I’hc liistorv' of economic thought starts from the records 
of the national theocracies of antiqnih' whose economic;, presented phenomena 
that were not entirelv dissimilar to onr own, and problems which they managed 
in a spirit that was, in fundamentals, not so very dissimilar cither. But the his¬ 
tory of economic analysis begins only with the Creeks. 

Ancient Egypt had a kind of planned economy that turned ui)on her irriga¬ 
tion system. ’1 he Assyrian and Balnlonian theocracies bad huge military and 
bureaucratic establishments and elaborate legal svstem.s—of wliicli the code of 
Hammurabi (about 2000 b.c.) is the earliest legislative moiiuinciit; tlicy pur¬ 
sued an activist foreign poliev; also they developed monetary institutions to a 
high degree of perfection, and knew credit and banking. 'I'he sacred books of 

- Like jK riocli/ation, tlie setting up of .sneh types is an c.\'i)ository device. Though 
certainly based iii)on j^rovable facts, ncitlier must be taken too .seriously or else what 
is iiitcnclccl to be a help for the reader turns into a source of misconceptions. Periods 
and types are useful only so long as this is remcinberecl. 
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Israel, especially flic legislative portions of them, rcxcal perfect grasp of the 
practical economic pro])lciiis of the Hebrew state. But there is no traec of 
analytic effort. More than anywhere else wc might expect to find such traces 
in ancient ('hina. the home of the oldest literary culture of which wc know. 
We find in fact a liighly de\elopcd public administration that dealt ciirrenth 
w'ith agrarian, couiuiereial, and financial jnobleins. 'I'hesc problems arc fre 
ciueutly touched uimui, inainh from an ethical standpoint, in the remains of 
Chinese classical literature, for instauee in the teaching of Kuug I'u 'I'sc (5^^' 
47S H.c.), who was himself at two stages of his life a practical administrator 
and reforiuer, and of Mcng ’i'/.u (Mencius, :}72-2S8 b.c., works trans. by L. A. 
l.\all, 19*^2), from whose works it is possible to compile a comprehensive sys¬ 
tem of economic policy. M(ueover, there were methods (jf monetary manage' 
inent and of exchange control that seem to presuppose a certain amount of 
analysis. 1’hc phenomena incident to the recurrent inflations were no doubt ob¬ 
served and discussed b\ men much superior to us in cultural refinement. But 
no ])iece of reasoning on strictly economic tO])ies has come down to us that 
can be called \seientifie’ within our meaning of the term.-' 

'J’hc obrious inference is of course liighly uncertain. Tlierc may have been 
auahtic work, the records of which failed to survive. But there is reason to 
suppose that there was not much of it. We have seen before tliat common- 
sense knowledge, relati\c to scientific knowledge, goes much farther in the eco¬ 
nomic field than it does in almost any other. It is perfectly understandable, 
therefore, that economic questions, howexer important, took much longer in 
eliciting speciljeally seientitie curiosity than did natural phenomena. Nature 
harlrors secrets into which it is exciting to probe; economic life is the sum 
total of the most common and most drab experiences. Social problems interest 
the scholarly mind ])rimarily from a i)hiloso])hieal and political standpoint; 
seientificalh' they do not at first appear very interesting or even to be ^problems’ 
at all. 

[2. h’ROM THF. BkGINNINCS TO PlATO] 

So far as we can tell, rudimentary economic analysis is a minor element— 
a very minor one—in the inheritance that has been left to us by our cultural 
ancestors, the ancient Grcc'ks. Like thcii mathematics and geometry, their 
astronomy, mechanics, optics, their economics is the fountainhead of practically 
all further work. Ibilike their perforinanee in these fields, howxwcr, their eco¬ 
nomies failed to attain inde])endciit status or even a distinctive label; their 
Oecouotniciis (otxo;, liouse. and law or rule) meant only the practical 

wi.sdom of household managemcnl; the Aristotelian Chremaiistics ( xomuu , 
jmssession or wealth), which comes ncare.st to being such a label, refers mainlv 
to the pecuniary as])ects of businc.ss activity. 'I hcN merged their pieces of eco¬ 
nomic reasoning with their general philosophx of state and society' and rarely 

3 Sec, however, L. D. Thomas, Chinese Poliiical Thought (19-7); S. Y. Ly, Lcs 
grands coimmts de la f)atsee economique chinoisc dans Vantiquiie . . . {1936); and 
lluan Chang Chen, I'hc Economic Principles of Confucius and His School (1911)- 
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dealt with an economic topic for its own sake. 7’his accounts, perhaps, for the 
fact lliat tlieir achievement in this field was so modest, especially if compared 
with their resplendent aclnoements in others. Classic scholars as well as 
economists ulio rate it niore hichh' tliink of that general philosoidiv and not 
of technical economies. Also they are prone to fall into the error of hailing as 
a disco\ery CNcrything that suggests later dexeloinnents, and of forgetting that, 
in economics as elsewhere, most statements of finidainental facts accpiire im¬ 
portance onl\- h\ the su]K‘rstriictnres they are made* to bear and are common¬ 
place in the absence of si^h swpeTstrvK-tvnes. SvK'h as they were, the scieutifie 
s])Iinlers of Greek economic thought ’ that are accessible to us may be gleaned 
from Ihc works of Dato 1427 ^^7 n.c.) and Aristotle f^vS4-:;22 n.c.). 

(heck thouglit, c\cn ^^hcIe most abstract, alwass revolved around the con 
Crete problems of human life. "I'hese problems of life in turn alwa\s centered 
in the idea of the Ilellciiic city-.state, the poZ/.v, which was to the Cheek the 
only ])o.ssil)lc form of ci\ili/cd existence, 'rims, by virtue of a inii(|ue .synthesis 
of elements that with us dwell in different worlds, (he Cheek philosopher was 
essentially a i)olitieal idiilosopher: it was from the j)olis that he looked into the 
uni\eise. and it was the universe—of thought as well as of all other human 
ecmeern.s—that he found reflected in the polis. 'I'he Sopliists secern to lia\e been 
the first to analy/.e this universe \ery nuieh as we do now: they arc. in fact, 
the forefathers of our own metliods of thought, out logical positivism included. 
But Plato’s aim was not anabsis at all but extra einjnrical visions of an ideal 

’ We are not eoiieenied with eeonoiuie eondituais ami with inihlie o]'>iuiou about 
tliciii. Hut the KiiJtT can with little trouble yet an iiislriutive yhiMi)se of both from 
(i. M. Ciallioiiii, The business Life of Aucietit Athens igzh). 'I Ijis book niay also 
l)riuy home to him. among other Ihiugs, the curious afliuUy that exists helwecu our 
own reactions to hiisiiiess practice and tliose- of the aueieiit ('.reeks, 'The works of 
Greek poets ami historians are relevant only from this staiKliJoint and need not he 
eoiisidercd here tlioiigh some of the lattei, es]ie(.ially I'hmAtlides and Holyhiiis, are 
of absorbing interest to any student of s«)eiety. Nor is it necessary t<» discuss Xenophon, 
whose Oecouoniicus is ])iccisel\ the sort of treatise on household management that 
went under similar titles until the sixteenth eentiiiy. and wbo.se Poro/, a treatise on 
Attic public finance, is of course very interesting for (lie ceoiiomic liistoiiaii (as is 
also the irseiido-Xeiiopliontic treatise on the .-\thenian eoniinomvealth, the survivor 
of what may have been a large literature writtcii mainly by oirirouents of the radical 
regimes in post Perielcati Athens), .\iiioug ‘philosophers.’ Plato and Aristotle are of 
such conmiaiiding inii)oitanee that refereriee may be eoiifined to tbciii, in a sketch 
like this, 'l ire liiige literature about tliein naturally pays but little—and soiiietimes 
diletlantic—alleiilion to the toines that matter to u.s. The purposes of the general 
reader will be served adeciuately by the perusal of M. L. \\^ I.aistiier, Creek Kco- 
uotnics (i<)zV, which also contaius translations of portions of repieseirtative works. 
St?e also Aueuste Souclioii. I.es I'heories eennotniques dans la Grece antique (iSgS). 
It .seems, however, impossible not to nicntion .sueli ela.ssies as I'uslel de C'.oulanges‘ 
La Cite antique (i2tli ed. of the J'.nglisli trails, by Small, 1921); 'I'. CJonipeiz’ 
Criechische Denkcr i trans. by Magnus and lieiiy, 1901 12), and 11 , von Wilaiiiowitz 
.Moelleiidorp’s Staat mid Gesellschaft der Griechen und der Ranter (ziid cd., 19231— 
masterly |)icturcs of the cultuial backgrounds from wdiieli s])rang, among .so many 
more important things, also the beginnings of ceoiiomic analysis. 
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polls or, if wc prefer, the nrtistie creation of one. 'I’lie picture he painted of the 
Perfect Slate in his Polilciti niic Republic'-^) is no more analysis than a paint¬ 
er’s rendering of a \^cniis is scientific anatomy. It goes without sa>ing that on 
this jilane the contrast between what is and w’liat ought to be loses its meaning. 
'Hie artistic quality of the Poliieia and of the wliole literature—mostly lost— 
of which the Politcia seems to have been the peak achievement is well Inoiight 
out by the German term for it, Staatsrouiane (literally: state novels). In default 
of a satisfactory Ihiglish synonym we must use the word Utopia. The reader 
presumably kiuAvs that more or less niider the influence of the Platonic ex¬ 
ample. this tyix: of literature again found favor in the Renaissance and then 
continued to be iirodiiced, simradically, to the end of the nineteenth century. 

Jhit analysis comes in after all. 'I'liere is a relation between the painter’s 
N^eniis and the facts (.lescrilxd by scientific anatomy. Just as Plato’s idea of 
‘horseness’ obviously has something to do with the j)ro])crties of observable 
horses, so his idea of the IVrfect State is correlated with the material furnished 
by tlie obser\ation of actual states. And there is no reason w'hatevcr to den\' 
the analytic ot scientific cliavactei—remember: wc do not attach any eonipli- 
mentarv meaning to cither of these winds—of such obser\ations of facts or re¬ 
lations between facts as aie t.nshiined, explicitly or by implication, in Plato's 
const!uciion. Reasoning of an analytic nature is still more prominent in a 
later work, the (Laws}. But nowhere is it pursued as an end in itself. 

Consequently it does not go very far. 

Plato’s Perfect State was a Caty-State coiiceixed for a small and, so far as 
possible, constant number of eiti/ens. As stationary as its population was to 
be its wealth. All economic and non eeononiie activity was strictly regulated— 
warriors, farmers, artisans, and so on being organi/ed in permanent castes, 
men and women being treated exactly alike. Government was entrusted to one 
of these castes, the caste of guardians or rulers who were to li\c together with¬ 
out indii'idnal |)fO])eity or familx ties. Tlie changes introduced in the Nomoi 

are considerable-.chiefly thev are compromises with reality—but they do not 

touch the fundamental inineiplcs involved. 'I’his is all we need for our jnir- 
l)ose. 'I hough Plato’s influence is obvious in many communist schemes of 
later ages, there is little point in labeling him a communist or socialist or 
a ffnemnner of later communists or socialists. Creations of such force and 
s])lendor defy classifieation and must be underst(.)od in their uniqucne.ss, if at 
all. Tlie same objection precludes attempts to claim him as a fascist. Jhit if 
we do insist on forcing him into a strait jacket of our own making, the fascist 
strait jacket seems to fit somewhat better than the crimmunist one: Plato’s 
^constitution’ doi‘s not exclude ]rri\ate property excei^t on the highest level of 

“'Pile staiulard Ii’.nglisli tiaiislaiitm by B. )owctl incUitles intiodnetory essays on 
Plato’s life, wiitiiu:s, and phikisophy. and an analysis of the work. 

•"•’Pile best inleipietation of ('.reek Stoatsronunic that T know of.and one that is 

itself a work of art—is Ildg.ir Saliii’s Platon uml die gricchische Utopie (1921). 'Phis 
literature natnially refleets the stieial movements of its time, a subjeet into wliieh it 
is impossible to enter here. See Robert von Pblilmann’s Gcschichte dcr sozialcn Fragc 
wid des Sozialisnius in dcr antiken Welt ( 191 *)- 
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the purest ideal; at the same time it enforces a strict regulation of individual 
life, including limitation of indi\’iclual wealth and severe rcstiietions upon free¬ 
dom of speech: it is essentially ‘corporative*; and it recognizes the nceessiW 
of a clause dirigeutc —features that go far toward defining fascism. 

The anah tic background, such as it is, comes into view as soon as we ask 
the question: wh\ this rigid stationarih? It is difficult not to answer (however 
pedestrian such an answer may sound to the true Platonist) that Plato made 
his ideal stationary because he disliked the chaotic changes of his time, llis 
attitude to contemporaneous events was certainly negative. He hated the 
Sicilian tyramios (though we must not translate this word by tyranth lie 
almost certainly despised the Athenian democracy. Yet he realized that tyranny 
grew out of democracy and \sas, in any case, the practical alternati\e to it. 
DeinocracN, in turn, he interpreted as the inevitable reaction to oligareln, and 
this again he traced to inequality of wealth, the consequence, as he thought, 
of commercial enterprise (Politeia viii). Change, economic change, was at the 
bottom of the de\elopment from olig:irchy to demoerae\, from demoeiaey to 
tyranny (of a popular leader), that was so little to his taste. Whatever we 
may think of Platonic stationarit\' as the remedy, is there not a ])ieee of— 
almost Marxian—cconomieo-sociologieal analysis behind that diagnosis? 

W’e need not stay to consider the numerous economic topics that Plato 
touched u])on incidentally. It will suffice to mention two examples, llis caste 
system rests upon the ])eieei)tion of the necessity of some Division of Labor 
{Politeia II, ^"o). lie elaborates on this eternal eommonidaee of economies 
with unusual care. If there is anything interesting in this, it is that he land 
following him, Aristotle) puts the emphasis not ujmiu the increase of efficiency 
that results from division of labor ])er se but upon the increase of efficiency 
that results from allowing c\cr>’one to s])eeiali/e in what he is by nature best 
fitted for: this recognition of innate differences in abilities is wortli mentioning 
because it was so completely lost later on. Again, Plato remarks in ])assing 
that money is a ‘symbol’ devised for the purpose of facilitating exchange 
(Politeia ii, jowett translated cnVPo/.ov by ‘monev-token’). Now such an 
occasional saying means very little and does not justify the attribution to 
Plato of any definite view on the nature of inonev'. But it must be observed 
that his canons of monetary policy—^tn’s Imstility to the use of gold and silver, 
for instance, or his idea of a domestic currency that would be useless abroad— 
actually do agree with the logical con.sequenccs of a theory according to which 
the value of money is on principle independent of the stuff it is made of. 
In \iew of this fact it seems to me that wc arc within our rights if we claim 
Plato as the first known sponsor of one of the two fundamental theories of 
money, just as Aristotle may be claimed as the first kufiwn sponsor of the 
other (sec. 5 b below). It is highly unlikely, of course, tliat these theories 
originated with them, but it is certain that they taught them and that they 
attached exactly the same meaning to them as did the authors who again 
took them up from the late Middle Ages on. We may assume this with con¬ 
fidence because tho.se authors display both Platonic and Aristotelian influences 
clearly enough. In fact, filiation can be strictly proved. 
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Tlic dialogue Eryxias, which was not written hy Plato hut has been trans¬ 
mitted to us among liis writings and contains notliing that clashes with any 
of his known opinions, is mentioned here because it is the only extant piece 
of work that is wholly devoted to an economic subject and indeed treats it 
for its own sake. Otherwise, the contents of the dialogue—substantially an 
inquiry into the nature of wealth, which is related to w'ants and carefully 
distinguished from money—do not present any great interest. 


[3. Aristotle’s Analytic Performance] 

Aristotle’s ])erforinance is quite different. It is not only that in his works 
Platonic glamour is conspicuous by its absence, and that instead we find (if 
such a thing may be said without offense of so great a figure) decorous, 
pedestrian, slightl> inediocre, and more than slighlh pompous common 
sense. Nor is it only that Aristotle much more than Plato—in any ease, much 
more frankly than Plato—co-ordinated and discussed pre-existing opinions that 
]^re\ailed in what must ha\e been a copious literature. 'Ihc essential difference 
is that an anahtic inteufion, which may be said (in a sense) to ha\c been 
absent from Plato’s mind, was the prime mover of Aristotle’s. 'Ihis is clear 
from the logical structure of his arguments. It becomes still clearer when we 
observe his method of work; for instance, his political concepts and doctrines 
were drawn from an extensive collection he laboriously made of constitutions 
of Greek states. Of course, he also looked for the Best State,^ which was to 
realize the Good lafe, the Stwwium Bonum, and Justice. He also overflowed 
with value judgments for \\hieh he elainicd absolute validih^ (as do we). He 
also gave nonnatise form to his results (as do we). And finally he also went 
hortatory on \’irtue and Vice (as we do not)." But, however imjiortant a)l this 
nia\ have been to him and, for more than 2000 years, to all his readers, it 
does not concern us at all; as 1 have said already and shall use every oppor- 
tiinih to rcqxat again and again, all this affects the goals and motives of 
analysis but it does not affect its nature.-* 

^ It is interesting to note that lie. too. philosophized primarily about the Gieek 
eitv-statc which, in spite the exploits of his ilhistrioiis tiitee, \\as and remained for 
him the only form of life worthy of serifins attention. That Alexander's stupendous 
experiment in political constuictioii completely failed to stir his imagination and to 
set liis mind working on the vast vist.is opened up by that exi)eriinent is highly char¬ 
acteristic of the man. 

'** He therefore refused assent to the pleasure and pain doctrines about behavior that 
were gaining ground in the (heece of his day. But though he did not give a utilitarian 
definitioii of hap])iiicss. he jilaccd the concept of happiness in the center of his .social 
philosophy. Whoever does this has taken the decisive step and has committed the 
original sin: whether he then em])hasizes virtue and vice or pleasure and pain is sec¬ 
ondary—the way is smooth from the one to the other. 

3 If any doubt were possible conceming y\ristotle’s analytic intention, it would be 
removed by his i^rogrannnatic statement; ‘As in other departments of science, so in 
politics, the [given] compound [of phenomena] should always be resolved into the 
simple elements or least parts of the whole’ {Politics i, i). To be sure, the term *re- 
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But only ;/ smnll pjit of fus wjhtic pcifoiw:ui(r is amccrncd mn, 
uuuiic problems. Ill’s nijiii wort as wdl AS Ins iiuiii interest, sa fur us SdCKtl 
phenomciii arc cvneerned was in the held wv lune deeided to enll economic 
sociology or niflicr it was in the field of politicAl sociology to which he sul> 
orcIiiiiJtcd botli rcoiioinic sociology and tcclniical cc'ononiics. It is as a trentise 
or textbook on shite And society tluit: his PoUiics must he Apjmiised. And his 
Sicoindcficati Ethics—n conipiehcusiw hvAtisc on hiiniAn hehAvior presented 
from tlic noriiKitixc.' angle—also deals so picpoiulcranHy- wirli piditical man, 
with man in the city-state, lliat it should be considered as a eoiii])aiiioTi ^•ohlInc 
to the Politics, making up together with the latter the first known systematic 
presentation of a unitary Social Science. The reader presumably knows that up 
to, say, tlie times of Hobbes, all that went under the name of political science 
and political philosojdiy fed upon the Aristotelian stock, lor our purijose, it 
must suffice U> m\te: \\\ that not only was Aristotle, like a good analvst, very 
careful aliont his concepts but that he also co-ordinated his concepts into a 
conceptudi apparatus, that is, into a system of tools of anahsis that were re¬ 
lated to one another and were meant to be used together, a priceless boon 
to later ages; (2) that, a^ is indeed iinjdicd in his ‘inductive' approach alluded 
to above, he imestigated processes of change as well as states; {:^) that he 
tried to distinguish between features of social organisms or of behavior that 
exist by virtue of universal or inheicnt necessity {tn'-ntu and others that arc 
instituted by legislative decision or custom (vmuu); that he discussed social 
institutions in terms of purposes and of the aihaiitages and disadvantages 
they seemed to him to present, and that he himself thus gave in, and led 
followers to give in, to a particular form of the rationalist error, namely, the 
teleological error.’ JX-ferring consideration of his conee])t of Natural Law, we 
confine ourselves to three characteristic samples of liis analysis. 

solving’ is but a literal equivalent to ‘aiiahziim’ and actually identifies only a par¬ 
ticular type of the activity we iiiean to indicate by analysis. It is, liowcvcr, the spirit 
of die passage that coiuils and not its partitnlar woiding. 'Mu' passage as a whole 
clearly expiessc.s the fact that Aristotle consciously a])i)lie(l an analvtic method. 

^ Ideology, or the attempt to explain institutions and forms of behavior causally 
by the social need or puiposc tlicy arc sn])])osed to serve, is obviously not always 
erroneous: many things in society can he, of course, not only nnclerslood in lernis 
of their purpose hut also causally exi)laincd by it. in all sciences that deal with ])nr 
posive human actions, tclcidogy must always play some, role. But it must be handled 
with care; and there is the everqirc'sciit danger of making impioper use of it. Mostly, 
this improper use consists in exaggerating the extent to wliidi men aet, and sha]K' the 
institutions under vvliidi tlicy live, according to dearly iXTCoivcd ends that they eoii- 
scionsly wisli to reali/.e in the most rational way. This is why the teleological error 
may be called a particular instance of the wider category of rationalist errors. It is 
interesting to note, however, that Aristotle was quite free from the teleological error 
in matters outside of liis social science. In Physicae auscultatiancs (11, 8) he recognized, 
for instance, tliat oiir teeth are aclajitcd to diewing food, not because they were made 
for this imrposc but, as he thonglit, because individuals who arc by accident endowed 
with serviceable teeth have a better chance of surviving than those who have not. 
What a ciirions piece of Harwinisrnl 
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[4. On 'J'iie Ortcin or riir. State, Private Property, and Seavery] 

Contniry to \vicks])rc:Kl impression, Aristotle did not accept Platons idea 
that the state dexeloped from the patriarchal family or gens. Neither did he 
fully accept the idea of a Social (Joiitract uhkh seems to have been current 
amon^ Sophists, but it :ilw:iys howrcci around his j^ath. Occasionally, he even 
tiilkccl iihoiit an original covenant so that tJic idea came easily to any disciple 
of his. "riiis is intcrestint; for two reasons, hirst, in the seventeenth and eighb 
centh centuries the social contract became the centerpiece of a line of thought 
whose exponents would have greatly resented being called Aristotelians. Second, 
Aristotle’s handling of this subject is characteristic of his general attitude to¬ 
ward ideas of the Sophists. Much in Aristotle is sti()ngly suggestive of So])hist 
inniicnces. Yet he consislently argued against them, or rather against the 
\it\\s that we know to have been held by them. Perhaps it is not dilhcnlt 
to cxidain such an attitncle; it is by no means rare. In any ease, however, we 
innst not allow it to oblite rate the fact that he absorbed some of their thought 
and that it was mainly through his works that some Sophist influences reached 
the Middle Ages. 

Tn the second Rook of tlic Politics, Aristotle discussed private i)i()]KTty, 
communism, and the family, mainly by way of eritici/ing Plato, Phalcas, and 
llippodamns. 11 is criticism of Plato—the only one of the three whose text 
we can c(un])aie with the criticism—is strikingly unfair and, moreover, mis¬ 
conceives com]detely the nature and meaning of Plato’s creation. But the argu 
ments he adduced for private ])ro]rerty and llu family and against conmiunism 
were all the more successful—they read almost exactly like the arguments of 
middle-class liberals of the* ninelcenth eciitiny. 

Aristotle lived in a societv and breathed the air of a civilization to which 
slavery was essential. However, he also lived in a time when this essential 
institution was nndcr fire frmn social critics. In other words, slavery had be¬ 
come a problem. 'Ibis ]m)blem .\ri.stotle attempted to solve by positing a 
principle that was to serve both as an e\])lanation and as a justiricatioii. It 
stated what he thought was an indubitable fact, the 'natural’ inequality of 
men; by virtue of inborn quality, some men are predestined for subjection, 
others for rule. He saw the difficultv- of identifying this projvosition with the 
(juite different one that the former class of men actually furnishes the slaves 
of real life, and that the latter class of men actually furnishes the masters of 
real life. But he eliminated this difheiiltv' by admitting ‘unnatural’ and ‘unjust’ 
ca.ses of slavery such as would arise from indiscriminate enslavement of (Hel¬ 
lenic) prisoners of war. Most of us will sec in this theory a peerless example 
of ideological bias con])led with apologetic intention (as we know, the two 
do not necessarily coincide). All the more important is it to make quite clear 
precisely what it is that justifies this impression. Our dislike of the proposition 
that slavery is due to a congenital inferioritv-'-of some sort—in the enslaved 
would certainly not justifv it. Nor is it sufficient that Aristotle’s theory involves 
several non sequilurs. This would establi.sh faultincss of anaivsis but not 
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ideological bias. At the same time, if the mistakes committed in an argument 
all point in the same direction and if this direction agrees with what we may 
conceive the anahst's ideology to be, we are probabh* within our rights in 
suspecting ideological bias. K\'en so, it is not the susi^icion of bias but the 
proof of the mistakes that slioiild motivate rejection. 

[5. Aristoti.e’s Turf.’ Economics] 

Keeping these principles of interpretation in mind, we now turn to Aris¬ 
totle’s embryonic ‘pure* economics, the elements of which are to be found 
mainh in Poliiics, i, S-11, and in Ethics, v, Nothing would be easier than 
to show that he was primarih concerned with the ‘natiirar and the ‘just’ as 
seen from the standpoint of liis ideal of the good and \irtiious life, and that 
the economic facts and relations iK’tween economic facts which he considered 
and evaluated appear in the light of the ideological preconceptions to be ex¬ 
pected in a man who li\ed in. and wrote for, a culti\alcd leisure class, \\hich 
held work and business ])insuits in contem]')t and, of course, losed the farmer 
uho fed it and hated the monc\- lender who exploited it. These tilings arc 
just as interesting but not more so than are the corresponding though different 
value judgments and ideologies of the modern intellectual. "I he points that 
really matter for us are these. Aristotle based his economic analysis squarely 
upon wants and their satisfactions. Starting from the economy of self-sufficient 
houseliolds, he then introduced dhisioii of labor, Ixirter, and, as a means of 
overcoming the diffieultics of direct barter, mcMie>—the error of confusing 
wealth with money duly eoming in for stricture, riieie is no theory of *dis- 
tribution.’ 'Fliis—jiresumabb the extract from a large literature that lias been 
lost—constitutes the Creek bequest, so far as ec:onomie theory is concerned. 
We shall follow its fortunes right to A. Smith’s Wealth of Nations, the first 
fi^'e chapters of which arc but developments of the same line of reasoning. 
Let us therefore look at the bequest more closely. 

fa) Value, Aristotle not only distinguished value in use and value in ex¬ 
change as clearly as did an\ later writer but he also perceived that tlic latter 
phenomenon derives somehow from the former. But in itself this is not only 
common sense but also commonplace, and further than this he did not ad- 
\ance. His failure to do so was made good b\' the later scholastics, who are 
entitled to the credit for ha\ ing dcxcloped the theory of price which he liiin- 
sclf cannot be said to have had. It has been held that this was due to his 
preoccupation with the ethical ]m)blcni of justice in pricing—*conimiitati\e’ 
justice—which diverted his interest from the anab tic problem of actual ])ricing. 
Nothing could be farther from the truth. Preoccupation witli tlie ethics of 
pricing, as tlic example of the later scholastics suffices to show, is precisely one 
of the strongest motives a man can possibly have for analyzing actual market 
mechanisms. Several passages show, as a matter of fact, tliat Aristotle tried to 
do so and failed.’ lie considered, however, the case of Monopoly (Politics, 

’The most charadcri.stic of these passagc.s ocenrs in Ethics, v (ii?^), which I 
interpret like this: ‘As the farmer’s labor compares with the shoemaker’s labor, so 
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I, 11 and EthicSy v, 5), which he defined as it has been defined ever since, 
namely, as the position in a market of a Single Seller alone or standing 

alone; JTco?.hiv, to sell).- He eondenmed it as ‘unjust.' 

'I'hcse facts seem to \ icld the solution of a problem that has exercised some 
histoikms of the theory of \alne. Aristotle no doubt sought for a canon of 
justice in pricing, and he found it in the ‘equivalence' of what a man gives 
and ieeei\es. Since l)oth parlies to an act of barter or sale must necessarily 
gain b\- it in the sense that they must prefer their economic situations after 
tlie act to the economic situations in which they found themselves before the 
act—or else the\' would not have any motive to perform it—there can be no 
equi\alenee between I he ‘subjective’ or utility values of the goods exchanged 
or between the good and the money ixiid or rcceixcd for it. And since Aristotle 
did not offer any theorv of exchange \ahic 01 price, those historians concluded 
that he must ha\e had in mind some mysterious Objective or Absolute Value 
of things that is intrinsically inherent in them and independent of circum¬ 
stances or human valuations or actions—a metaphysical entity most welcome 
to people With philosojdiical propensities and most distasteful to people of 
a more ‘positive’ type of mind. But surely this docs not follow, hailure to 
exjdain excliange value is liot failure to rccogih/c it as a fact. And it is much 
more reasonable to assume that Aristotle siinph thought of the exchange 
values of the market, as expressed in terms of money, rather than of some 
mysterious value substance measured by those exchange values. But does not 
this imjily that he accepted the actual eommodih prices as the standard of 
his eomnmtatixe justice and thereby lost the means of pronouncing iij)on their 
justice or injustice? Not at all. \\"e have seen that he condemned monopoly 
prices. It is not farfetched to equate, for Aristotle’s pur])ose, monopoK i)riccs 
with prices tliat some indi\idual or groiq) of indixidnals have set to their own 
adxantagc. Prices that are gixen to the indixidual and with which he cannot 
tamper, that is to sa\, the eompeiilixe prices that emerge in free market under 
normal conditions, do not come within the ban. And there is nothing strange 
in the conjecture that Aristotle Tuas have taken normal competitive prices as 
standards of commutatixe justice or, more preci.sclx\ that he was prci3ared to 
accept as ‘just’ any tiansaeti{)n between individuals that was carried out at 
such prices—which is in fact what the scholastic doctors were to do explicitly. 
If this interpretation be correct, his concept of the just value of a eonimoditx* 
is indeed ‘objective,’ but cmly in the sense that no individual can alter it by 
his oxvn action. Moreoxer, his just values were social values—exi)rcssive, as 
he almost certainly thought, of the community’s evaluation of every com- 
moditx •■’—but only in the sense that they were the super-individual result of 

the prochiet of the farmer eoiiiixues w'itli the product of the. shoemaker.’ At least, 
I cannot i;ct any olhci sense out of this passage. If I am right, then Aristotle xvas 
groi)iiig for some l.iboicost theory of price xxhieh he was unable to state explicitly. 

" loan Robinson added the corresponding concept. Monopsony, the po.sitiou in the 
market of a Single Ruyei (oilMovtiv. to buy). 

«'J'his idea kept on turning up throughout the ages. We also find it in J. B. Clark 
(see bcloxv. Part iv). But though it seems to have had a strong appeal for some minds. 
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tlic acjions of a mass of reasonable men. In any ease, they are nothing more 
inctapli> sical or aljsolutc tliaii quantities of commodities mnltiplied by tlicir 
normal competifixe prices. I'hc reader will haxe no difficulty in perceiving 
that, if xahies are defined in this way, the Aristotelian requirement of coiii- 
miitative justice acquires a sound and perfectly simple meaning. It will be 
fulfilled by their ec|uality in every act of exchange or sale: if A barters shoes 
for iVs loaves of bread, Aristotelian justice recjuires that the shoes equal the 
loaxes when both are nuilti])lied by their normal competitive prices; if A sells 
the shoes to B for money, the same rule will determine the amount of money 
he ought to get. Since, under the conditions enxisaged, A xx-onld actually get 
this amount, xxe have before us an instriictixe instance of the relation which, 
with Aristotle himself and a host of followers, subsists between the logical and 
the normal ideal and between the ‘natural’ and the ‘just.* 

WV haxe e\])ended such care on this argument because it disposes once for 
all of metaphxsicid speculations about objectixe x)r absolute xalue xxheresoexei 
and whensoever they might oeciu. Dismissing for good what xve haxe seen to 
be a spurious problem, xxe shall henceforth understand by objectixe xalue of 
a eonnnoditx' the magnitude defined and nothing else. Similarly, xxe shall not 
bother about any possible metaj^hysical meaning of the concept of Intrinsic 
\*ahic since it is always possible (and in most eases xery easy) to attacli to it 
an entirelx' umneta]diysical one—as, for instance, in the most imi)or!ant ease, 
xvhere an author speaks of the intrinsic xalue of a coin. 

(b) Money. 'I'hc theory of nioiicx that Aristotle sponsored in conscious o])- 
position, so it seems to me, to the alteniatixe one sponsored bx Plato xxas this: 
the xery existence of anx non-conimunist society inxolxes the excliange of 
goods and scrxices; this exchange, at first, ‘naturally’ takes the form of barter; 
but the people xvho want xxhat other people haxe max not haxe xvhat the latter 
xx:mt; therefore it xxill often be necessary to aecc])t in exchange xxhat one 
docs not xxant in order to get xxhat one does xxant bv means of a further act 
of barter (indirect exchange); obvious eonvenienee xxilI then induce people to 
choose, tacitly or through legislatixe action, one eonnnoditx-—Aristotle did not 
consider the possibility that i)eoplc might choose more than one—as a Medium 
of I'ixehangc. Aristotle briefly mentioried the fact that some commodities— 
such as the metals—are l>etter fitted for tin's role than others, thus foreshadow¬ 
ing some of the tritest passages in nineteen I h-eentury textbooks about homo¬ 
geneity, divisibility, portal)ility, relative stability of xalue,’ and so on. Moreover, 
the requirements of his rule of cquixalence in exchange naturally led him to 
obserxe that the Medium of l*’.xchaiige xvill also be used as a Measure of Value. 
And finally he recognized, implicitly at least, its use as a Store of Value. T’hrcc 
of the four functions of money traditionally listed in those ninetcenth-eentury 

tluTC is vciy little to it: there is no realistic sense in which it can be averred that any 
non socialist society as such evaluates coininodities. tliou^h it is true of course that 
social influences shape the snhjcctixe valnatinns of inclividnals that govern their be¬ 
havior and tlnis produce pi ices and ‘objcc.‘tive values.' 

^ Me recognized, however, that the value of gold and silver xvas not immutable. 
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textbooks—the fourth is to serve as the Standard of Deferred Payments—can 
tlierefore l)e traced to Aristotle. 

Isssentially, this theory embodies two propositions. 'I'lie first is that, \vliat- 
cver other purposes money ma\' come to serve, its fundamental function, which 
defines it and accounts for its cxistenee, is to serve as a medium of exchange, 
'riierefore, this theory belongs to what Professor von Mises has described as 
‘catallaetie’ theories of money (xaxu/./.clTTFiv, to exchange). 'I'he second i)ro])osi' 
tion is that in order to serve as a incdinm of exchange in the markets of 
commodities, money itself must be one of these commodities. 'Ihat is to say, 
it must be a thing that is useful and has exchange value independently of its 
monetary function—this is all that intrinsic value means in this connection— 
a value that can be compared with otlicr values. 'Ihiis the money commodity 
goes by weiglit and cjuality as do other commodities; for eon\eiiienee people 
may decide to i)ut a stain]) on it in order to save the trouble of 

liaxing to weigh it e\ery time, but tliis stamp onl\ declares and guarantees 
the (luantity and quality of the commodih’ contained in a coin and is not the 
cause of its value. 'Ihis pid])osition, which, of course, is not either identical 
with the first or inqilied by it, will identify what we sliall henceforth call 
Metallism or the Metallist 'fheory of Money in contrast to the Cartal "Iheory 
of which J^lato’s is an cxam])le.'' 

Whatever may be its shortcomings, this theory, though nc\er unchallenged, 
prcNailed substantially to the end of the nineteenth eentur\ and even beyond. 
Tt is the basis of the bulk of all analytic work in the field of money, ’’riiereforc, 
we ha\e e\ery moti\e to make sure of our inter])retation of Aristotle, whose 
personal influence in tin's matter is recognizable at least as late as A. Smith. 
No passage in the Politics will bear any other interpretation unless we attribute 
to Aristotle certain views that he mentioned but clearly attributed to otliers. 
Put in the Ethics, playing upon the Circek word for current coin (vn|iiori(i), 
he did state that money exists not by ‘nature' but !)>• convention or legislation 
(vo}iq>), which seems to point in anotlier direction. The fact, however, that he 
added, by wa> of explaining his meaning, that money might be changed or 
demonetized by the community suggests that he meant no more than that 
convention or legislation decides the material to be used for coining money 
and on the particular form to be given to the coins.*^ 

Attention should finally be called to an interesting point of method. Aris¬ 
totle’s theory of money is a theory in the ordinary sense of this term, that is to 
.say, an attempt to exjrlain what money is and what money does. But. he pic- 
.sented it in a genetic form, as was his habit in dealing with any social in.stitu- 
tion; he lets money develop in what purports to be a historical sequence that 

See eh. 6 of this Part. 

« We eainiot enter, as vve shonkk into a disenssion of other passages. It innst suffice 
to .say that, at worst, they weigh but liehtly as against the clear implications of Aris¬ 
totle’s ein])hasis on the nece.ssity that iiioiiey should consist of a material that is a 
commodity in its own right. lOither the phrase that money is iWdJwaviia ti'i; xori'a; 
xuTu aevt)V|x)|v (Ethics, v, 5, n) means that money is a means of exchange [lesed] 
accordinc to convention or el.se I do not understand it. 
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starts from a condition or ‘stage’ in wliicli there was no money. Of course, we 
need not sec more in this than an exposit(»r> device. In fact, the reader should 
remember this j^ossiblc inler])ictation, which will redeem from sheer absiudity 
many an argument tliat j^ieseiits itself in the garb of purely imaginary ‘liistoiy,’ 
as do, for instance, those theories of tlie state tliat use the idea of an original 
social contract. l:!\en A. Smitirs ‘early and rude stale of society" may benefit 
from an interpretation that refuses to take it seriously. Hut the case of money 
is ditfeieiit beeause the Aristotelian theor\ of the logical origin of inone>' may 
pass muster—at a push—as a verifiable theor\ of its historical origin. Such 
instances as the Semite shekel or the tea-money of Mongolian nomads suffice 
to show this. It is in such eases that our point of method arises. Is it valid 
procedure to trace as far back as we can tlie hislorv of an institution in order 
to discover its essential or its simplest meanings? (clearly not. Primitive forms 
of existence are as a rule not more simple but more complex than later ones: 
the chieftain who is judge, priest, administrator, warrior all in one is evidently 
a more complex phenomenon than are any of his speeiali/ed successors of later 
times: the medic\al manor is eonceptuallx a more complex phenomenon than 
is the IhS. Steel Corporation. Logical and historical origins must, therefore, 
be kept distinct. Hut this distinction juesents itself onh in advanced stages 
of anahsis. Ihe iuisoi)histicated anahst inxariably confuses them.’^ "Phis con¬ 
fusion is undoubtedly implied in ATislr)tle’s theories of monc) and also of 
other social institutions. lie bequeathed it to the whole line of thinkers that 
descends from him, the English utilitarians included. And it survived, in spots, 
until today. 

(c) Interest. 'I’he rest of i\ristotle's 'pure* economics, considered from our 
standpoint, is hardly worth mentioning. Man>, if not most, of the things that 
were to become problems for the economist of later times he took for granted 
in the spirit of prcscicntific common sense; and he passed his value judgments 
upon a reality large stretches of which he failed to explore at all. J lie chiefly 
agrarian income of the gentleman of his time evidently pre.scnted no problem 
to him; the free laborer was an anomaly in his slave ccononn and was di.si)e)scd 
of perfunetorilv; the artisan, exeej^t so far as the just price of his product w'as 
concerned, fared little better; the trader (and shipowner), the shopkeeper, the 
money lender were mainly considered with a view to the ctliical and political 
appraisal of their activities and tlicir gains,"^ neither of which .seemed to call 

” It should he observed, however, that idciitifKation of lii.storical and logical evolu¬ 
tion does not necessarily involve ccnifusicai. But if it docs not involve confusion then 
it requires either ])roof of coincidence in everv' jiarticulai case or acceptance of an 
evolutionary or ‘ciiianatistic’ logic, siitli a.s Hegel’s. 

“ Observe: 1 am not arguing against Aristotle’s ideal of life or against any particular 
value judgments of his. .Still less am 1 arguing for glorification of econoinic adivity. 
On the contrary, I applaud tlic philosopher for liaving refused to itlcntify rational 
behavior with the hunt for wealth. .Ml I want to establish is that Aristotle, who in 
political matters w'as so alive to the necessity of analyzing and fact finding as a pro 
liminary to judging, never .seems to liavc berthered about this i^rcliiiiiiiary in ‘purely’ 
economic matters except in the inalters touching value, |)rice, and money. I'or instance. 
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for explanatory analysis. Tlicrc is nothing surprising or blameworthy in this. 
Tt is by slow degrees tliat tlie idixsieal and social facts of the empirical uni¬ 
verse enter the range of the analytic searchlight. Tn the beginnings of scien¬ 
tific analysis, the mass of the phenomena is left UTidisturl)cd in the compound 
of coiTinion-scnsc knowledge, and only chips of this mass arouse scientific 
curiosity and thereupon become *j)roblems.' 

For Aristotle, interest was no such eliip. He accepted the empirical fact of 
interest on money loans and saw no problem in it. He did not even classify 
loans according to the various purposes they are capable f)f serving and docs 
not seem to have noticed that a loan that financed eonsinnj^tion is something 
very different from a loan that financed maritime trade {foemis iiaulicum). 
lie condemned interest—which he equated to ‘iisnr\' in all cases—on the 
ground that there was no jiislification for money, a mere medium of exchange, 
to increase in going from hand to hand (which of course it does not do). But 
lie never asked the question why interest was being paid all the same.*' 'This 
question was first asked h\ the seholastic doctors. It is to them that the credit 
belongs of having been the first both to collect facts about interest and to 
develop the outlines of a theor\ of it. Aristotle himself liad no theory of in¬ 
terest. In particular, he should not be hailed as the forerunner of the monetary 
interest theories of today. For though he linked iq> interest with money, this 
was not due to analytic effort but to the absence of it: analysis that cxcntually 
leads back to a preanahtic view, that earlier analysis seemed to have disproved, 
imparts a different meaning to it. 

[6. Greek Puieosophy] 

So far as economics in the technical sense is concerned, we do not lo.se 
anything by leaving Cheek thought at this point. Ihifortunately, we lose a lot 
in another respect. There is hardly an idea in the realm of philosophy that 
does not descend from Cheek sources, and many of these ideas, while not 
directly relevant to economic analxsis itself, are all the more relevant to the 

general attitude and spirit of the analyst, though, as I ha\c been careful to 

l)oint out, such background influences should not be o\eieinphasized. The 
\'arious iiost-Aristotclian schools in particular, such as the Skeptics, Stoics, 
Kpicureans, and then the Neo-Platonists, all not only influenced the Roman 
eclectics such as Chcero and Seneca but also helped to shape directly niedie\al 
as well as more modern thought. It goes w'ithout .saying, for instance, that the 
Stoic idea of a rational uni\eise * governed by iiimuitahle laws reflects an atti- 

tlie fniul.'iinciii.il difTeieiuv he fincls between the trader’s and the producer’s gains is 

esscntiallv ]>ievmalytie. This fact has nothing to do with the (jthcr fact that he dis- 

:!])I)T()vcd of the former and aiJimncd of the latter. 

■' In order to make tliis point (piitc eleai. let u.s eomparc Aristotle’s attitude tow'ard 
interest with that of Karl Mar\. who eondemned tlie plienomenon at least as strongly 
as did Ari.stotle. but the analytie problem of interest was all the more important to him. 

1 On the meaning to he assigned in this eonneetioii to the term rational, see below, 
eh. 2, .see. 5c. 
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hide of mind that is not without significance for us. We must be content, 
howe\'er. to cast a glance at the message of Epicurus (about b.c.).- 

Epicurean philosopliy might serve as a standard example for the trutli that 
what a set of ideas comes to mean in the course of time is but distantly re¬ 
lated to what the originators meant to convey. Epicurus lived in the Hellenistic 
period that witnessed the rapid decay of the polls. Acthe life, to the Greek, 
had meant active participation in the administration and politics of the cit\- 
states. For a man of cnltiire such a life was then no longer possible. And 
Epicurus’, like many other people’s, answer to the resulting ethical ]noblcm— 
the problem (^f what might be called spiritual unemployability of the refined 
mind—was to leave the world alone and to try to achieve detached serenity 
bv imclersfurtdin^ rcsiouatkm. The causes that iirodueed this par¬ 
ticular attitude—there is no good equivalent for the German I^djeTisstimiuiiu^ 
—were historically unique and so is really that attitude itself—or has been 
until todav. But three elements of Ej)ieurus’ system of thought kejrt on turning 
up in the later Middle Ages, in the Renaissanee, and also later on. 'I’he fust 
of these elements is his atomistic materialism that tallies with, and perhaps 
influenced, later mechanistic philosophies of the universe. 'I'he second is this: 
Epicurus’ attitude to the social environment may indeed be described as a 
highly sublimated egocentric hedonism or cudaemonism; and though his hedon¬ 
ism and eudaemonism was stunething very different from the hedonism and 
eudaemonism of later ages and in particular defined pleasure and pain cpiite 
differently, there is still a eoimeeting line that leads from hlpieurus to llelvelius 
and Hcntham. Jfentham’s boisterous and vulgar utilitarianism would no doubt 
have shocked the old sage. But, mueh as we niav’ dislike associating them, we 
must call both of them hedonists in a wider sense. The third element is the 
social contract, of which Epicurus, though not the originator, was an im]M)rtanl 
exponent. But the idea was handed to the jdiilosophers of natural law. who 
adopted it in the seventeenth and eighteenth eenturics, by their .scholastic 
predecessors, and this fact does not point to Epicurus. 

[7. "I’lir. CoNTRiBirTioN OF iiii: Romans] 

Let us now consider the still smaller contribution of the Romans. 'Mic doc¬ 
trine that practical need—and not, as I hold, the lure of intellectual adventure 
—is the jnime mover of scientific endeavor can be put to the test in the ca.se 
of ancient Rome. Even in the earliest time when Rome was substantially a 
community of ]jea.sants, there were ccourjinic problems of first-rate importance 
tliat produced violent class struggles. By the time of the first Punic \\'ar im¬ 
portant commercial interests had developed. 'Loward the end of the Republic, 
trade, inonev and finance, colonial administration, the ])light of Italian agri¬ 
culture, the food supply of the capital, the growth of latifundici, slave labor, 
and so on all ])re.sentcd problems that, in an artificial political setup created 

Sec C. Bailey, Epicurus, the Extant Remains (1926); W. Wallace, Epicureanism 
(1880). 
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by military conquest and by all the consequences of incessant warfare, might 
have fully employed a legion of economists. At the height of cultural achic\c- 
ineiit, at the c])och of Hadrian and Antoninus Pins, when many of those diffi¬ 
culties were temporarily in abeyance and peace and prosperity reigned for a 
time in the ^'ast realm, its able rulers and the galaxy of brilliant generals and 
administrators around them could have made use of a brain trust. Yet there 
was nothing of the kind—nothing beyond the occasional utterance of groans 
about tlic empire’s unfavorable balance of trade or about latifundia perdidere 
ItaliamA 

f(a) Absence of Analytic Work.] But this is not difficult to understand. In 
the social structure of Rome, purely intellectual interests had no natural home. 
'I’hougb its complexit\ increased as time went on, we ma\', for our pur]X)se, 
pul the case in a nutshell b\ saying that there were the peasants, the urban 
pichs (including traders and artisans), and the sla\es. And above them all, 
there was a ‘soeieh ’ that no doubt had its business stratum (more or less repre¬ 
sented b\’ the order of the equitas) but consisted mainly of an aristocracy that, 
unlike the .Atlienian aristocracy in the times after Pericles, never retired into 
opposition to lead a life of refined leisure, but threw itself wholeheartedly into 
public affairs both civil and military. 1’he res puhlica was the center of its ex¬ 
istence and all its activih'. W'ilh widening horizons and increasing refinement, 
it cultivated an interest in Greek philosophy and art and developed a (largely 
derivative) literature of its own. These things were touched upon lightly, how¬ 
ever, and were definitely considered as pastimes, essentially nugatory in them¬ 
selves. There was little steam left for serious work in anv' seieutific field, as 
Cicero’s b.c.) ie]Dresentativc writings are sufficient to show.- And this 

deficiency was not, and could not be, made u]i by encouraging foreigners and 
freed men who were directed ]nimaiily toward utilitarian tasks. 

Of course, a society of this structure was bound to be ])assionatciv' interested 
in history, mainlv' its own history. 'Phis was in fact one of the two main outlets 
for such scientific curiositv as the Roman mind harbored. But this curiosity 
was charactcristicallv confined to political and rnilitary historv’. Sociological 
and economic backgrounds were hastily sketched—such sketches occur even 
in Caesar—social uidicavals were rej^orted with the utmost economy of general 
considerations. The one great exception is Tacitus’ (c. sj 5-120) Germania. 

(fb) Importance of Roman Lr/w.] 'Phe only other outlet was the law. In 
order to understand the nature of the Roman achievement in this field and 

1 'Phis phrase—that the large landed estates were the cause of the decline of Italy— 
was tlie elder Pliny’s The very fact that he saw nothing but the obvious, 

and in particailar that he failed to see that the tatifximlia were as inneh the conse- 
(jnciiec as they were the cause of that decline, in itself shows what sort of economies 
was deemed adequate by a veiy able and highly civilized Roman (though it was not 
worse than is our own ]X)pular economies). 

“ De re puhlica is tlie one to come nearest to our field. Yet there is in it very little 
that could interest the economist, apart of course from what it tells us, directly and 
indirectly, about the economic conditions of that epoch. 'Phat applies still more to 
the l.etters to Atticus. 
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the reason why, unlike other legal s\ steins, the Roman law plays a role in 
the history of eeoiioinic anahsis, we must recall a few facts about it. The 
reader is familiar, perhaps, with the English division of legal material into 
conniion law and eciiiity. A somewhat analogous division existed in ancient 
Rome. I'herc was the old and foniialistie ci\il law {jus civile, jus quiritium), 
which, howcNcr, unlike the Englisli common law, applied only to the affairs 
of the citi/ens {qumtes) who until A.n. 212 formed but a part of the free 
population of the empire. 'Ihis civil law'“ was dcxeloped by ‘interpretation' 
through the ageiic> of a college of priests (poniificcs) and also through tlie 
agcncx of an officer of state in charge of judicial administration (praetor ur^ 
hauiis). This additional legal material bears some similarity to the English 
law of equity. But the bulk of what, to some extent, mav be likened to English 
equity grew from another root, naineh. from the relations, commercial and 
other, between non citi/ens (/x'rcgr/ni) or between eiti/ens and non-citizens. 
Tlie body of legal rules that ajrplied to these w'as called jus gentium. Note 
that this term, as used in Roman times, has nothing to do with the meaning 
it began to aecjuiie from the seventeenth ecuhiry on, namely, the meaning 
of Law of Nations (c/ro/t dcs gem, Volkerrcchi). Since this body of law was 
formulated, and largely created, by anotlier officer of state, who was in cliarge 
of a separate department of ])iiblic administration (praeior pcrcgriiius), it was 
also, together with the legal rules formulated or created by the praetor iirhanus, 
referred to as ‘officers' law'* [jus horiorariiun): cwry praetor codified and ixomul- 
gated it for his year of office in his edictum. Of eouise. there w'as also a steady 
stream of s])ccial enactments of various hjies. Comprehensi\e codification or 
even comi^ilation was not attempted before the fourth centur\ , though those 
praetorian edicta were fused, and stereohped in an enactment, in the reign 
of Hadrian. \Vc ha\e, howeser, a second-century textbook, the InsiitutioneSy 
by a jurist whose given name (praenomen) was Gains. 

Anglo-Ameiican jurisprudence, that is to say, the sum total of the techniciucs 
of legal reasoning and of the general principles to be applied to indnidual 
cases, is largely the work of the superior eourts, whose decisions together with 
tlie motixating arguments, as everyone knows, have an authority that ap¬ 
proaches that of an enactment. In Rome, the same practical needs produced 
a similar achievement but in a different way. English and American judges 
of the highest ranks are professional lawyers and, in principle at least, very 
eminent lawyers—leaders of the legal profession of great ])ersonal authority'. 
The Roman judges were laymen—like our jurors—who liad to be told what 
the law was. And the juacticing law'xers were also laxinen except for a group 
of ])r(jfcssional pleaders (causidici) who had not much standing. This deficiency 
was made up in a way for which tliere is no analogy. Men of position and 
leisure became interested in legal questions almost as a hobby (unless they 

^ 'I’hc reader .should not confuse Civil Law in this sense with Civil I,aw in the 
sense used by modem .\nglo American lawyers: in their parlance it simply means the 
whole of tlie Eoiiian law preserved in the Corpus juris civilis (sec next footnote), as 
developed by medieval and modern practice, 
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taught; the first to lecture ou jurisprudence was, so far as we know, M. Antistius 
Iial)eo; the first tf) establish a scliool, Masurius Sabinus, c. A.n. ^o). And they 
were interested not so inucli in tlie individual eases as such as in the logical 
prineiides relevant for their solulion. 'I’hey did not plead or do any other 
kind of legal work except one: they gave opinions on points of law whenever 
consulted by parties or att<)rne^s or judges. So great was their authority that 
it may well be compared to that of I'biglish judges. It was first officially recog¬ 
nized by Augustus, who granted to the more eminent of tliesc 'jurists’ a .special 
])rivilege of giving such o])inions, the /li.v rcsponclendi. These opinions were 
little monographs which together with more comprehensive works (such as 
the commentaries ad cdictuni) ])ilcd up to an extensive literature of which the 
remains, most of them ])reserved in the extracts m:idc for Justiniairs Corpus 
have been the object of adiuiiaiiou ever since. 

The reason we ha\e for referring to this literature is its genuinely .scientific 
character. Tho.se jurists :mal\/.ed facts and jnodiiced principles that were not 
only normatisc but also, by inijdication at least, ex]>lanatory. They created a 
juristic logic that pro\ed to be a|)plicable to :i wide \ariety of social i)attcrn.s— 
indeed to any .social p:iticrn that recogni/cs private ])i()peity and 'capitalist’ 
coininerce. So far as their facts were economic, their anabsis was economic 
analy.sis. Unfoitmialelv the sco]3e of this analysis was strictly limited by the 
practical )Mnposes lhe> had in view, which is why their general i/at ions yielded 
legal principles but lud also economic tmes. Mainly, we owe to tbem definitions 
—for examine, of jiiice. money, of ])mcbase and sale, of the various kinds of 
loans (nnitiium and amnnodutiiiii), of the two types of deposits {rcgularc and 
irrcgularc), and so on—wliieb pro\ided starting ])oinls for later analysis. But 
tliey did not go besond these starling ])oints. Any theorems—for example, 
al)ont the beh:i\ioi of jiriees or about the economic importance of the ‘ir¬ 
regular’ dcjiosil that creates no obligation to rctiirii tlie iiidi\icliial things dc- 
j)osited blit onb the oldigation to leliirn ‘as much of the same kind’ {laniuiv 

■’ A word on tlhit coniinl.ifion inav be welcome l<» sinnc readers. In A.n. sjzS. the 
emperor Jnsfiniaii ai.'»iroinled a comiiiittcc of jurists, jiresidc-’il over by liis minister of 
finanec iquiir^ttn sacri fhjlutii;, Trihonijims. in order to trim into .1 manageable' shape 
the exuberant foliage of both eiiaetmcnfs and legal literature, \pait from siibscciiieiit 
imperial statutes (\oyclIuc), that were added to it. tlie Cor/ji/.s jinh civilis, as the 
eoni])ilatioii was called, (.(mtains hist, the Insiiiiitinncs. a textbook for beginners based 
ni)oii tli.'it of Chains; second, the Disiicstae or Viiudcctac, wliic'li consist of a mass of 
extracts or ciuotatioiis from the works of those eonsiilting jurists; Ihircl, the Codex, 
which reiiroclueecl all the im])eiinl statutes that were still in force. W e are interested 
only in the Di^cstac. Ihifnitmiately, |iistinian ordered the clestmeticm of excrything 
that was not inchiclecl in tlu'ru. Hut the commiHc'c had at least the sense to refrain 
from mutilating the fragments incluclecl. 'rims, the Di^estac, though inve.steci watli 
the force of law, do not contain pulverized geni.s—pubciizcd into paragraphs of a 
code of law—but the gems themselves, a iiiiicinc method of codification. Let us bow 
to the greatest of the authors included: Julius Pniilus, Cclsiis, Papinianus. Ulpianus, 
Modcstinus, Africanus. and Salvius Jiilianns—the order expressing a personal scale of 
preference that 1 cannot expect everybody to share. 
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dem in genere) —^^■()ulcl have been irrelevant digressions. It is therefore not 
quite correct to speak of an economic theory of the Corpus juris —not, in any 
ease, of an articulate one—though it may ])C said with truth tliat the Roman 
jurists, hy clarifying concepts, did preliminary work.*' 

'I'hc importance of this work—and also of the training in clear thinking 
that c\er\body undergoes who studies the literature—is greatly enhanced by 
the curious fact that the law of the Corpus juris was again taught from the 
twelfth century on and that subsequently it reeo\ered its authority with the 
courts of most I'.iuopeau countries rreceptioii’ of the Roman law). Now, to 
the end of the eighteenth eeiitnry, most of the writers on economic questions 
were, if not bnsinessinen, either clergymen or lawyers by profession: the 
seholar]\ training of these two t\])es of economists was largely provided by the 
Roman and tlie canon law and so there was a natural avenue by which tlie 
concepts, the spirit, and even, perhaps, .some inannerisnis of the Roman jurists 
entered the field of economic analysis. Among these concepts was the funda¬ 
mental one of Natural Law. Once more, however, we defer its consideration, 
as we did when we met it in Aristotle: it will be more eonvenienl to give 
later on a eonneeted account of its de\elopment. 

f(c) Writings on Agriculture.] W'c now turn for a moment to a minor 
matter, the Roman writings on agrieultnie (De re rustica). This branch of eco¬ 
nomic literature that seems to have been enlti\ated rather e\tcnsi\ely b\ the 
Romans is more interesting for the economic historian than it is for us. It 
dealt with the practical princiides of farm or rather estate management but 
rarcb' touched upon questions that come within our proxinee. I’or instance, 
the elder Cato’s ad\ice that the landowner .should sell aging slaves before they 
become useless and that he should show himself as hard a taskmaster as pos¬ 
sible when inspecting his estate is no doubt verv rexcaling in many respects 
but it does not invohe any economic analysis. Some of those writers, of W'hom 

See, however, Paul (Xitniaiin, Die VolkswiTlschuftsleliTe dcs CoTpus juris civilis 
(iSgri, which, thoiuili obsolete in p.irts. is still the staiidaid work on the subject. 

♦'■One point may, however, be worth iiientioiiing. )uhii.s Panins (1, Dis>., .w.ii, 1) 
ex|)liiinecl the nature of inonev niiKh as had .'Xristotle ifioni the ineoiiveiiieiiee of 
direct barter). The pas.sajic is quite straightforward and calls for no comment until 
he adds that the stamped iiiateiial of whicii the money is made (materia jorma 
puhlka pcrcussa). usum domhuiimquc (this may be safely translated by purchasing 
jwwei; non tarn ex substantia praehet quaw cx quantitate. Ihis pas.sage has pu/y.led 
many a coiimientafor and was the subject of a controxersy in the eighteenth century. 
It seems, in fact, to renounce the metallist tlicory clearly indicated in the iircccding 
sentence. Rut I do not think that sneh an ‘aside’ slionld be taken very .seriously. In 
addition, there is the xxord quantitas. which has induced .some writers to credit Paiilus 
xvith a quantity theory of money. Rut there is no indication in the i)assage of an 
inverse relation between the quantity cjf money and its pnrcliasing poxver. Moreover, 
tlie word quantitas is much more likely to mean ‘nominal value’ than quantity. 'Phis 
xxas its meaning in the literature on money in the Middle Ages and in the si.vteeiith 
century. All that Paidiis probably meant was that people, in handling money in c*ery 
day transactions, usually take a coin at its nominal value x\'ithout any eonseioiis 
thought of the commodity value of its iiiatcrials. 
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only Varro and Cohiniclla need be mentioned, occasionally made some re¬ 
marks lliat sn^^cst later devclo])incnts, siicli as that the most profitable use 
of a jncce of land depends, amom; other things, upon its distanee from the 
center of eonsninption. But it is as true in these cases as it is in others that 
tiK* mere statement of facts that are known to ns from common experience is 
of no seientifie importance, unless they become the starling point of an analysis 
that distills from them more interesting results." 

fS. Early Chris iian 'J'lTour.in] 

We do not leave tlie Graeco Roman world wlien we now turn for a moment 
to the Christian thought of the first six centuries. After what has been said 
al)ont the nature of our aims, it is obvious that there wcnild Ik no point in 
looking for ‘ee(u\oniies' in the saered writings themselves. 'I’he oi>nnons on eeo- 
luuiiie suhjeets that we might find“--.such as lliat believers should sell what 
they have and give it to the y)oor, or that they shoiikl lend willionl expecting 
an> thing (possibly not c\en repayment) from it—are ideal imperatives that 
form part of a general scheme of life and express this general scheme and 
nothing else, least of all seientifie propositions. 

But neither is theie anything for us to garner in the works of those great 
men who during these centuries laid the foundation c»f the Christian tradition. 
Ami tliis does call for a word of explanatirm. For we iniglit exi)eet that, so 
far as ("hiistianity aimed at social reform, Ihe movement should have mo- 
thated anahsis in the way in which, for example, the socialist nuncment did 
in our own time. Yet there is nothing of the kind either in Clement of Ale.x- 
andria (about or in 'J'ertulliau (i:;:; -22) or in (hprian (zoo-z^Sj to 

mention a few of those who did concern themselves with the moral aspects 
of the economic phenomena around them. They preached against w-anton 
luxuiA- and irresponsible wealth. the\ enjoined charity and restiaint in the use 
of worldly goods, but they did not anahzc at all. Moreo\er, it would be quite 
absurd to suspect mercantilist theories behind 'I ertullian's advice to content 
oneself with the simple products of domestic agriculture and industry instead 
of cra\ing for imported luxuries, or a theory of value behind his observaticni 
tliat abundance and rarity have something to do with ])ricc. 'F’he same is true 
of the Cliristian teachers f)f the subsequent period. The\ lacked nothing in 
refinement and did develop techniques of reasoning—that partly hailed from 
Greek philosoplu" and from the Roman law—for the subjects that seemed to 
them w'orth while, "i'et neither I.actantius (26o-;^4o) nor Ambrosius {^40-97) 
—who might have eValH)Yated a little on his staten\ent that the rich consider 
as their riglitful property the common goods of which they have possessed 

” M. Terentins Varro (116 27 m-C.) was a man of some einiiienee who, in liis long 
life, tinned out an almost iiuvediblc quantity of lileiature on all sorts of subjects. 
.Among his extant remains are Rniirn rmticarum lihri tres in wliieli the reuiark above 
oeeiirs. Mneli less interesting is Dc re rustica by L. Junius Mocleratus Oilumdla (1st 
century a.d.), wliieli deals inainly w'itli tlic cultivation of vegetables, trees, flowers, 
and .so on. and with ihe rearing of animals. 
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themselves —nor Clirysostonuis (^47-407) nor St. Augustine (:;«;4-4^o), the ac- 
coinplislied author of the Civitas Dei and of the Cortfcssioncs —wliosc \cr>' 
obiter dicta re\eal analytic lialhts of mind—ever went into economic problems 
though the>- did go into the poliheal problems of the Christian state. 

Ihc explanation seems to be this. W ha lever our sociological diagnosis of 
the mundane aspects of earl\ Christianity may be, it is clear that the C'hristiau 
Church did not aim at social reform in any sense other than that of moral re¬ 
form of individual behavior. At no time, even before its victory, which mav be 
roughly dated fron^ Constantine’s b’.diet of Milaii did the C^huveh ah 

tempt a frontal attack on tlic existing social sxstem or on an\ cd its more 
important institutions. It never promised economic ])aradise (rr, for that 
matter, any paradise this side of the grave. The Mow and \\ 1 iy of economic 
mechanisms were iheu of no interest either to its leaders or to its writers. 
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1. Tin- Great Gap 

The. Eastekx l''MriRE, sunivccl the W’esteni for iiiiother thousand years, kept 
going l)y file most interesting and most sueeessfiil hiireaneraey the world lias 
ever seen. Main of tlie men who shaped polieies in the ofhees of the Hy/antine 
cmjKTors were of the intelleetnal cream of their times. They dt'all with a host 
of legal, monetary, eommereial, agrarian, and fiscal ])iol)lems. W'e cannot liel]) 
feeling that they must lia\e ]ihilosophi/.ed about them. If they did. however, 
the results haie been lost. No ])iece of reasoning that would ha\e to be men¬ 
tioned here has been preserved. 

In the Germanic slates of the W'est, similai pioldems arose even before the 
time of Charlemagne, and we know* faiib well from literary sources as well as 
from documents how they dealt with them. Rut Charlemagne’s \ast empire 
presented inoblems of internal administration and international economic rela- 
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tions that had been uiikiiowTi to any Germanic ruler before liiiii. Practical 
w isdom, how'cx'cr, nol inferior to that of aiix other age, is all that his measures 
reflect. 'I’he historians and idiilosopliers who adorned his court lonclied upon 
economic questions incidentally, if at all.' So far as our subject is concerned 
we may safely leap over qoo xcars to the epoch of St. 'I’homas Aquinas (122^- 
74), whose Siiiiima Thcologicu - is in the historx of thought w hat the south¬ 
western sjnre of the Cathedral of Chartres is in tlic history of arehiteelurc. 


2. Fi itdai.ism .\Nn Sciioi.AsriciSM 

St. 'riionias’ life extended oxer the crest of feudal cixilization. 'I’his term 
suggests the idea of a particular type of warrior societx, namely, of a society 
doniinated by a warrior siraluin that was organi/ed, on the ])rinci|)le of xassal 
age. in a hierarchy of fief-endowed lords and kniglils. I'roin the standpoint of 
this hierarelix of warriors, the old distineti(ui betxxeen men of free status and 
men of iinfree status hail lost much of its original signifieanee. \\1iat mattered 
was not whether a man was free or not. but whether he was a knight or m)t. 
I’’.veil the I'anjxTor of the llolx Roman Minpire of Ceiinan Nationalitx—to 
use the (^flieial jdirase—who was in tlieorx recognized as the feudal oxerlord 
of all Christiauih, primarily was, and felt himself to lie. a knight; and eviai the 
unfrec man was a knight as soon as he had got hold of a horse and arms and 
had learned how to use them—which was at fust a \er\ simple matter, though 
in St. 'rhonias* age it had become a highlx skilled oeenpation. 'I'liis xxariior 
class enjoxed unrix-alcd ]K)wer and ])r<\stige. aiul hence iirquessed the stamp 
of its own cultural ]xittern uiion the civilization of feudal times. 

The economic base of this social ])yramid consisted of the dependent peas 
ants and man()rial craftsmen on whose work the warriors lixed. W'c thus seem 
to l)ehf)ld what at first sight looks like a structural unit in the sense that the 
phrase Social I*>ranhd is indeed meant to conxey. Hut this picture is quite un¬ 
realistic. Societies, with the possible exception of primitive tribes and full- 
fledged socialism, arc nexer structural units, and half the problems they incseiit 
arise from the fact that they are not. I’lie society of feudal times cannot be 
described in terms of knights and peasants any more than the societx of capital 
ist times can be described in terms of capitalists and inoletarians. Roman 
indusiry, commerce, and finance had not been destroyed cverx xvherc. Rxen 

^ 'I'ln* reader will find an instruc tive description of the infcllectiial situation of lliesc 
times in M. li. W'. baistner. Thought and l.ctlCTS in Western iairope, A.n. to 

~ Nexx edition: S. ’I Jiowac Aquiiidtis, l')nctoris Arnielici, Siinmui 77 /co/og/tYi, dili^cntei 
cmemUita cic Riihcis, IMUuart ct Aliartnn ri’aiin’ni, 'I'lie xvork, though iinfiiiishe !, 

lias acejnired nnrixalc'd authority in the course of the eenfnries. Miit it contains iiiiu li 
that xxas rcvolnlioiiary in St. 'I hoiiias’ d;iy, an<l shortly after his death a ininihei ol 
l)iopositions xverc; declared lieietical, though only locally. 'I he eanoni/alioii of the an 
llior in 1^23 marks the turning of the tide. It was not, liowexei, niilil the sixteenlli 
century that Clatholie tlmiiglit definitely rallied remnd his Uai liing. I’ope. l .eo xm’s 
encyclical Acterni Pairis (1.S79) made it the official teaching of the Church. 
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where they had been destroyed or where they had never existed, they—and 
consequently classes of bourgeois character—had developed or developed again 
before St. 'rhoiniis’ day. In many place.s these classes had outgrown the frame¬ 
work of the feudal organization and, hel}>ed by the fact that a wcll'fortified 
town was normally im]negnable to the knights' arts of warfare, they had suc¬ 
cessfully challenged the rule of the feudal lords—the most eonspicMius instance 
being the \ict()iious resislance of the towns of Lombardy. As a historical reality, 
therefore, feudalism means the symbiosis of two csscntialh’ different and largely, 
though not wholly, antagonistic social systems. 

Bui theie was another factor of nonfeudal origin and character that the 
warrior class failed to absorb or to conquer, for us the most important of all, 
the Koman Ckitliolie Church. We cannot enter into a discussion of the ex¬ 
tremely intricate relations of the medieval Church with the feudal powers. 
'The one essential ])oint to grasp is that the Church was not simply an organ 
of feudal society Init an organism distinct from feudal socieh' that always 
rcinained a ])owei in its own right. However closeK allied with, or dependent 
upon, feudal kings and lords it may at times have been, howc\er near it may 
ha\e come lo defeat and to being harnessed into the ser\icc of the warrior 
class, it iic\cr resigned its own authority ami never became the instrument of 
that or any other class. Since the Church was always able not only to assert 
itself but also to wage successful w^ar upon the feudal powers, this fact .should 
l)e too obvious lo require explicit statement, were it not that historiography, 
iris])ircd by a jiopular \crsion of Marxian sociolog\\ may easily create the im¬ 
pression—to put it in the crudest po.ssible way—that medieval thought was 
mereh the ideology of a landholding warrior class, verbalized by its chaplains. 
This inqnession would he wrong not only from the standpoint of tliose who 
refuse to accept the Marxian soeiology of ideas, but also from the standpoint 
of Marx himself, e\eii if ue ehosc to interpret the Catholic s\slein of thought 
as an ideolog), it would still remain the ideology of the clergy and never 
merge with that of the warrior cTa.ss. It is important to keep this in mind 
hecaii.se of the practically complete monopoly of learning that the Catholic 
Chillcli ciijoNcd until the Rcriaissaiice. This monopoly was due ])iimarily to 
the spiritual authority of the Cliiirclj. But it was greatly reinforced b\ the con¬ 
ditions of those ages in uhich there was neither room nor security for profes¬ 
sional scholars except within a convent. In consequence, almost all TntcT- 
Icctuals’ of tho.se times were either monks or friars. Let us briefly consider .some 
implications of this. 

All tho.se monks and friars spoke the .same uiiclassical Latin; they heard the 
same Mass whcrc\ci they went; they were formed by an education that w'as 
the same in all countries; they professed the .same s>.stcm of fundamental be¬ 
liefs; and they all aeknouledgcd the supreme authority of the Pope, which was 
cs.sentially international: their country was Christendom, their state was the 
Clinrch. But this is not all. Their internationalizing influence was strengthened 
b>' the fact that feudal society itself was international. Not only the Pope’s 
but also the Emperor’s authority was international in principle and, to sonic 
varying degree, in fact. The old Roman Emjnrc and that of Charlemagne were 
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no mere reminiscences. People were fuiniliar witli the idea of a temporal as 
well as of a spiritual sui)crstatc. National divisions did not nieaii to them what 
they came to mean during tlic sixtecntli century; nothing in the whole range 
of Dante's political ideas is so striking as is the complete absence of the na¬ 
tionalist angle. I'he result wiis the emergence of an essentialh international 
civilization and an international republic of scholars that was no phrase but a 
lixing leality. St. 'riioinas was an Italian and John Duns Seotus was a Scots¬ 
man, but both t:iught in Paris and Cologne uilhont eneoimtering any of the 
difEcuItics that they would have encountered in the age of airplanes. 

In fact as well as in priiiciide, practicalh e\er\bod\ who wished to do so 
was allowed to enter a monastic order and also to join the ranks of the secular 
clergy. But adxancenieiit within the Chiiieh was o])cn to everybody in ]Min- 
ciple only, since the claims of members of warrior-ekiss families in fact ab- 
S(nbed the greater ])art of bisho])rics and abboteies. Ihit the man without con¬ 
nection was nexer entirely excluded from the highei dignities, auU exen from 
the highest; and, what is much more important for us, he was not debarred 
from becoming an idea-shaping and policy-shaj^iiiii ‘kex nian.’ 'I'he regular clergy 
(the monks I and the friars supplied, as it were, the general staff of the Clmreh. 
.'\nd in the monasteries men of all classes met on ecjiial terms. Nalmallx', the 
intellectual atmosphere xxas often cliargcd with social and political radicalism, 
though this was, of course, much more the case at some times than at others 
and much more xvith the friars than with the regular monks. In the literature 
that xxc are going to surxey xxc get this radicalism in a liighlx rarefied form 
blit xx^e do get it. 

But hoxx' can a radical—hence also critical—attit\ide of mind be iini)uted 
to a social grori]) xvhose members were bound to obex tlic dictates of a supreme 
and alisolute anthoritv? 'Diis apparent panidox is easilx resoixed. 'I'lie lixes 
and the faith of the monks and friars were indeed subject to authority tliat 
was, in theory at least, absolute and .siioke inmnitalrlc truth. But iKxond the 
sphere of discipline and fnndaniental religions belief—beyond the matters 
that xvcTC c/e fide —that authorih’ did not undertake to direct their thought, 
nor did it prescribe results.^ In particular, it had not, in general, any motive 
for doing so in the department of political and economic thought, that is to 
.say, for compelling the clerical intellectuals to e\])onnd and defend or t<) 
represent as immutable any given temporal order of things. 'I he Cliurch was 
judge of all things human; conflict with temporal authority was an excr-present 
possibilitx’ and very often the actual fact; the monastic orders wxtc important 
instrumeuts of Papal authority: these were no reasons for ])rc\enting them 
from looking upon temporal institutions as historically mutable works of man. 
I am far from wishing to belittle the importance of Christian ideals and pre¬ 
cepts per sc. But we need not invoke them in order to realize that monastic sub¬ 
ordination to authorih' in matters of faith and discipline was compatible with 
extciisixc freedom of opinion in all Citliei matters. We iiuist go exen further. 
Not only did the monks' sociological location—outside, as it were, of the cla.ss 

1 Facts that apparently contradict this statement will l)e discussed later on. 
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structiuc—^ninkc for an attitude of detached criticism of many things; there 
also was a powxT bcliiiid them that was in a position to protect that freedom. 
So far as treatinent of political and economic problems is concerned, the 
clerical intellectual of that age was not more but less exposed to interference 
from political authority and from ‘pressure groups* than was the laical intel¬ 
lectual of later ages. 

'J'he indictment that iin(|uestioning acceptance of ecclesiastic authority in¬ 
validated the reasoning of those monastic scholars from a scientific standpoint 
is thus seen to be without foundation. We ha\c, how'cver, still to consider a 
particular form of it. 'I'he analytic nature of their reasoning has often been de¬ 
nied on the ground that their arguments can ha\c been only arguments from 
authority: subject to the authority of tlic Pope as they were, they had no other 
method left of establishing or refuting a proposition than to adduce for or 
against it liteiarx anthoiities recogni/.c-d b\' that supreme authority. But this is 
not so. 'I’he point can be cleared up by a reference to St. 'I'liomas. He taught 
indeed that aufhority was of decisive importance in matters inxoKing Revela¬ 
tion—nimiely. the authorih of those to whom the re^elations had been made 
—but lie also taught that in everything else (and this includes, of cour.se, the 
whole field of economics) anv argument from authority was ‘extremely weak.* ^ 

W'ith the inonoi)olv of learning went the nionojndy of ‘higher* teaching. In 
the schools that were founded from the seventh century on, by temporal and 
sihritiial lords, it was clerics who taught the tatters of Graeco-Roman science 
as wc'll as thcolog\ and idiilosophieal doctrines of their owai—great teachers 
like .Abelard attracted students and caused, oecasionalb', a lot of trouble for 
the controlling antlunilies. In some cases frtnn these schools, in others inde- 
]X‘ndentl\ , tlie self gONcrning ‘universities* develo])ed in the twelfth and thir¬ 
teenth centuries—incorj)oratcd associations - of either teachers, as in Paris, or 
students, as in Bologna, who before long groujHcl themselves into theological, 
philosojihical. legal, and medical ‘faculties.* At first, ixinees and bishops had 
no more to do with them than what was implied in the granting of corporative 
prbileges and in religious supervision. .Accordingly, the universities enjoyed a 
large measure of freedom and independence; thc>- ga\e more scope to the 
indi\idual teacher than do the mechani/ed universities of today: they w'cre a 
meeting ground of all classes of society; and they were essentially international. 
But from the fourteenth century on, government foundations became increas- 
ingh frequent. Governments also acquired control of previously independent 
institutions. Eventually, this changed everything. Government influence not 

‘Nam lied locus ah aiidoiitate quae fumlalur super ralione liuiuana, sit inrirmi.s.si- 
inii.s . . . ,* Sunmui i, quaest. i. art. S. act sccumhmi Of course, the scholastics all 
cpiolcd copiously, but so do \vc. 'Micy deferred to authority—where they agreed with 
it—more than we do l)ecausc they emphasized co operative rather tlian individual oi^in- 
ioii and attached great importance to continuity of doctrine. Rut this is all. 

« VniYCTsitas originally meant nothing but corporation. Many people enrolled merely 
for the sake of tlie legal jirivilcgcs that memhcr:jhip in such a self governing corporation 
entailed. The meaning of universitas litterarum, wdiich wc attach to the term Univer¬ 
sity, is of later origin. 
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onK made for the assertion of purely utilitarian aims but also for restriction 
of frecdonu particularly, of course, in matters of jjolitical doctrine. But, pre- 
cisel\ because of the power that stood behind the clerical teachers, the uni- 
vcrsilics held their own fairly well until the religious split in the sixteenth 
century. 

'I’he opptntuuities offered by the universities naturally reinforced the old 
tendencN of sehoVavs Ikcouic teachers. And since the public was then as 
jnone as it is now lo o\eieinphasi/.e the teaching at the exircn.se of the prodiic 
tion of what is being taught, medieval men of science were and are usually 
referred to as Schoolmen or Scholastics idoctores scholasiici). In order to dis- 
abuse himself of pie\ailing preconceptions, the reader had better see in these 
scholastic doctors simply college or university piofcssois. St. 'riiomas. then, was 
a professor. His Sumtua 1 Jicolo^ica was, as he informs us in the preface, con^ 
ceived as a textbook for beginners (invipieiiies). 

Senoi.A.sncisxj and Capiiafism 

I 1 ie processes that eventually shattered the social world of St. 'I’homas 
Aquinas are usualK summed up in the phrase Rise of ("apitalism. 'ITiough 
infiihtelv complex, thev vet admit of a description in terms of a few broad 
generalizations that are not too hopelesslv wrong. Also, though there was of 
course no break aiiv where, it is possible to date developments at least by ecu 
turies. Cajiitalist enterj^rise hail not been absent before, but from the thir¬ 
teenth century on it slowlv began to attack the framewoik of feudal institu¬ 
tions that had for ages fettered but also sheltered the farmer and the artisan, 
and to evolve the conlours of the economic pattern that still is, or until (piite 
recently was, our own. By the end of the fifteenth centurv most of the )die- 
noniena that we arc in the habit of associating with that vague word Capitalism 
had put in their appearance, including big business, stock and comujoditv- 
speculation, and ‘high finanee,’ to all of which |)eople reacted much as we do 
ourselves.^ Rven then these phenoineiia were not all of them new. 'liuly un- 
jjrcccdented was only their absolute and relative importance. 

'riie growth of capitalist enterprise, however, created not onlv new eemiomic 
patterns and ])rol)lems but also a new attitude toward all ])roblems. 'I’he rise 
of the coFiimereial, financial, and industrial bourgeoisie of course altered the 
slnicture of European .sen ieh and in consequenee its s])irit or, if you jnefer, 
its civilization. 'I'he most obvious jroint about this is that the bourgeoisie ac¬ 
quired power to assert its interests. Here was a class that saw business facts iu a 

1 Owing to the iinportnin c of the riii:iiK'i:il eouiplcincnt of caintalist |)nHlii( tioii am) 
trade, the dcvclopim nt of (lie law and the iiiacliee of negotiable ])aper and of ‘created’ 
deiH)sils afford ])crhai)S the best indication vve tan have for dating the rise of cajiital 
ism. Around the MeditcTranean both ciiiergetl in tlic course of the foiutcciith century, 
though negotiability was not fully c.stahlishcd before the sixteenth. Sec A. V. Usher, 
The Early History of Deposit Hanking in Mediferraneau Eimtpe (194^1, and K. dc 
Roovct, ‘Money, Banking, and Credit in Medieval Bruges/ Jounud of Eamoinic llis- 
tory\ Supplement, December 1942. 
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different light and from a different angle; a class, in short, that was in business, 
and therefore could never look at its problems with the aloofness of the school¬ 
man. But tliis point is second in importance to anotlicr. As we have seen in tlic 
first part of this book, it is more essential to realize that quite irrespective of 
the assertion of his interests, the businessman, as his weight in the social struc¬ 
ture increased, imparted to society an increasing dose of his mind, just as the 
knight had done before him. The particular mental habits generated by the 
work in the business office, the schema of values that emanates from it, and 
the attitude to public and inivate life that is characteiistic of it, slowly sincad 
in iill classes and o\er all fields of human thought and action. Results burst 
forth in the ejjoch of cultural transformation that has been so curiously mis¬ 
named Renaissance.2 

One of the most important of these results was the emergence of the laical 
intellectual,'* and hence of laical .science. Wc may distingui.sh developments of 
three different kinds. First, there always had been laical pin sicians and lawyers; 
but in the Renaissance they began to crowd out the clerical clement. Second, 
starting from their professional needs and problems, laical artists and craftsmen 
—there was really no sociological distinction between them—began to de- 
\elop a fund of tooled knowledge (for example, in anatom\, perspective, 
mechanics) that was an important source of modern science but grew up out¬ 
side of scholastic unhersily science; such a figure as Leonardo da Vinci will 
illustrate this yxiinl; and the figure of Galileo will illustrate another point, 
nanieb, liow this kind of development produced the laical plnsicist. It had 
its analogue in economics; the businessman and civil servant, also starting like 
the artist'Craftsniaii from bis juactical needs and problems, began to develop 
a fund of economic knowledge wliicli will be siirvc\ed in the next chapter, 
'i'hird, there were the ITiiiiinnists. Ihofessionally, these were classical scholars. 
Mbcir scientific work consisted in the critical editing, translation, and interpre¬ 
tation of the Creek and Latin texts that became available in the fifteenth and 

- The ‘revival’ of the interest in the thunglit and art of aneient Greece and Koine 
was so ptwvcrfid a factor in the intellectual life of tliosc times only beta use ancient 
forms provided convenient \esscls for new needs and meanings. The real cultural 
achievement of that period did not consist in reeoiidilioning old heirlooms. 

y The word ‘laiear has been c hosen after some hesitatiem. ‘Secular’ would not do he 
cause it derives another eonnotation from the distinction; secular clers:\'—retnilar clergy. 
‘Laymen’s science’ conflicts willi our use of the term layman (a man not trained m 
scientific: method). ‘I.aieist’ conveys the idea of an antagonism to the Church (cf., for 
instance, the phrases ‘laieist state’ or ‘laicisin’). So ‘laical’ will have to serve in order 
to denote people or any activity (scientific or propagandist) of i)Cople who are not in 
holy orders. The mmn shall be ‘laics.’ Tlierc is a more serious diflicailty, however. On 
the one hand, the eduealional s>steni of the Catholic Church proved so strong that 
many laical intellectuals eoniiiiiied to be .shaped by it. Nfany of them retained habits 
of mind that did not differ essentially from those of the intellectuals in holy orders. On 
llie other hand, an iiu-reasing nnmbcT of the latter lenonnced allegiance to the scholas¬ 
tic system of thought as completely as any laic could have done: Erasmus of Rotterdam 
(1467-11;36) affords an early instance. Our cli.stiiiction though based upon a real differ 
cnee is therefore not an easy one to handle. It is not simply a question of the cloth. 
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sixteenth centuries. But they loved to bclicNc that a command of Greek and 
I.atin would make a man competent in everything; and this together with their 
social location—also outside of the .scholastic uni\cisitics—turned these critics 
of texts into critics of men, manners, beliefs, and institutions, as well as into 
all-round litterateurs. The\’ did not, howc\er. contribute to technical eco¬ 
nomics. For us the>' arc iin]^ortant onl\- so far as they influenced the general 
intellectual atmosjdiere of their age. 

'I’lic Catholic Church had little reason to object to the laical physician or 
lawyer as such and actualK did not object to them; it was the most liberal 
patron of the artist-craftsman, whose art in fact remained primarily religious 
for a long time to come; it employed humanists in the Papal chancery and 
elsewhere, and the Renaissance Popes and Cardinals, some of whom were dis¬ 
tinguished liunianists themselves, invariably encouraged humanistic studies. 
The conflict that aro.se ne\'ertheles.s is therefore a problcni. And diagnosis of 
its nature is not facilitated by painting the picture all in black and white, 
riiere is little if anything to the .saga of a new light that had flashed upon the* 
\\orld and was bitterly fought by the powers of darkness, or of a new s])iiit 
of free inquiry that the henelnnen of hidebound aulhoritarianisni vainly tried 
to smother. Nor is our understanding of the conflict liel])ed by mixing it ii]) 
with the related but quite different phenomenon of the Reformation—the intel¬ 
lectual revolution and the religious revolution reinforced each other but their 
sources arc not the same; thc> do not stand to each other in any simple rela 
tion of can.se and effect. 

There was no such thing as a New Spirit of C^ajhtali.sm in the sense that 
people would har e had to acquire a new \ra\ of thinking in order to be able 
to transform a feudal economic world into a wholly diflrerent ca])itah.st one. So 
soon as wc realize that pure l^YTidalism and jriire Capitalism are equalb' un¬ 
realistic creations of our own mind, the problem of what it was that turned the 
one into the other ranishes completely.^ 'Vlie society of the feudal ages con- 

* This proljleiii is a typical instance of what may lx; tcniifd Si)nii(>ns Problems, that 
is to say, of those i^robleins that the analyst himsdf creates In his own method of pro 
ccdiirc. For i)urposcs of abbreviated descri])tion, wc er)nstriict abstract jxetiiies of social 
‘sy.stcnis’ that wc endow with a immber of w'ell-defined eharaeteri.stics in order to con 
trast them sharply. This incthod of flogically! Ideal 'lypes (discussed below) has, of 
course, its uses, though it inevitably involves distortion of the facts. Hnt if. forgetting 
the methodological nature of these con.stnictioiis. we put the ‘ideal' I'endal Man face 
to face with the ‘ideal' Capitalist Man. transition finni the one to the other will pre 
sent a problem that has, how'cvcr, no counterpart in the sphere of historical fact. Un¬ 
fortunately, Max Weber lent the weight of his great authority to a way of thiuking 
that has no other basis than a misuse of the method of Ideal 'IVpes. Accordingly, he 
.set out to find an exidanation for a process which .snfiFicient attention to historical de¬ 
tail renders self explanatory. lie found it in the New .Spirit—i.c. a ditTeic-nt attitude to 
life and its values—engendered by the Reformation (The Protestant i'.thic and the 
Spirit of Capitalism^ trans. by 'I’alcott Parsons, 1930; see also, K. II. 'l iuvney. Religion 
and the Rise of Capitalism, 1926, and, contra, H. M. Robertson, Aspects of the Rise 
of Economic Individualism: a Criticism of Max Wcher and Ilis School, 193^)- I be 
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^aincd all the germs of the society of the capitalist age. These germs developed 
by slow degrees, each step teaching its lesson and producing another increment 
of capitalist methods and of capitalist ‘sj)irit.' Similarly, there was no such 
thing as a New Spirit of I'rec Inciuiry who.se emergence would call for explana 
tion. The scholastic science of the Middle Ages contained all the germs of tlic 
laical science of the Renaissance. And these germs developed slowly but stead¬ 
ily within the sy stem of scholastic thouglit so that the laics of the sixteenth 
and seventeenth centuries continued rather than destroyed scholastic work, 
"this apj)Iics c\en where it is most persistently denied. Even in the thirteenth 
century Albertus Magnus observed, Roger Bacon experimented and invented— 
he also insisted iii)on the need for more powerful mathematical methods— 
while Jordanus the Nemore theori/ed in an entirely 'modern' spirit.Even 
the heliocentric system of astronomy was not simply a bomb thrown at the 
scholastic fortress from outside. It originated in the fortress. Nicolaus Cnsaniis 
(i^oi-6-f) was a cardinal. And Copernicus himself was a canon (though he 
did not aetiialK take oidcis), a doctor of canon law, li\ed all his life in church 
circles, and Clement \T1 api)rovcd of his work and wished to see it published.'* 

historical ()]>i(ctit)iis to this constiiictioii arc too obvious to detain us. Much more im¬ 
portant is it to .see the fnndaniental methodological error involved. 

“ Sec. e.g., Pierre Duhcni's i.es Snurccff des theories phrsiques (1905) and Les Ori^ines 
de la statiqiie (1905 6); also fltiidcs «/r l/^onard da Vinci h906 13). 

The subsequent struggle about the Co])erniean system of astrononu' should be 
briefly noticed, both in order to display the element of truth in the traditional saga 
and in order to reduce it to its true dinien.sioiis. Nicolas Coi)ernicus (14*73 com 

])lctcd his manuscriiit in or about 1 530. hor decades his idea spread quietly without let 
or hindrance. It met indeed with opposition and even ridicule from profes.sors who 
continued to hold on to the Ptolemaic system, but this is only what \\e should expect 
in the case of a new depcuture of such importance. It was this ridicule and not the 
ln([uisitiou that Galileo feared when, tow.'ird the end of the sixteenth century, he be¬ 
came a convinced adherent of Coperniens' (hcriry. The execution (1600) by the Inqui¬ 
sition of another adherent of it. Giordano Bruno, is no proof to the contrary because 
he also held imrely thcolr»gical views of a heretical nature and. moreover, frankly ex 
pressed contenqit for the Christian faith. But when Galileo finally decided to come 
out in .support of it (1613 and 1632k the thcoiy was indeed declared heretical by a 
group of theological advisers of the Tnqni.sition—not, howcNCr, by Cardinal Bellannine 
—and he was foibidilen to hold or teach it; when he failed to keep his promise to 
submit, he was forced to abjure it and was imprisoned for a fortnight, llie jioint is 
not only that in this case a purely physical theory was considered theologically ob- 
no.xious and that its scientific sponsor was made to suffer for it but also that such an 
occurrence was an CN cr present ])ossibility in an age that interpreted scTii)turc more or 
le.ss literally. This is the element of truth in the saga. But it is clear that the case was 
quite exceptional; for the bulk of .scientific work, that po.ssibility hardly existed at all. 
Moreover, Galileo’s ca.se was com]dicated by his impulsiveness and his unfortunate talent 
for personally antagoni/ing iJcoplc who were in a position to make their re.sentment 
felt. ’Phe case of Copernicus himself, and indeed the whole history of the fortunes 
of his tlieory up to 1613, suggest that more tactful handling of the matter might have 
avoided prosecution. 
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Nor is this at all surprising because, as we have seen, tlic authorit>' of the 
Church was not the absolute bar to free research that it has been inaclc out 
to be. The prevalent impression to the contrar>' is clue to the fact tliat until 
recenth the world has been content to accept the testiuion\- of the enemies of 
the Church, \\hieh was inspired by unreasoning hatred and unduh’ dramatized 
individual e\ents. During the last twenty years or so a more imj)artial opinion 
has been gaining ground. 'J'liis is fortunate for us because it makes it much 
easier to a])prcciate scholastic scientific performance in our field. 

If, then, we icmcnc a coating of partisan colors, the tiue picture of the con¬ 
flict appears without further difficuliy. It was primarily jmlitical in nature. 'I'lic 
laical intellectuals. Catholics no less than Prolcslants, were often opposed to 
the Church as a political power, and political opposition against a church 
vcr\' casih' turns into heresy. It was this spirit of political opi^osition and the 
incidental danger of heresy that the Church sensed—sometimes wrongly, more 
often rightly—in the works of the laical intellectuals and which made it react 
even to writings that had nothing to do with either church government or re¬ 
ligion and would ha\e passed unnoticed liad tlic\- been published by a cleric 
of whose political and religious allegiance the Church uas sure. 'There was, 
however, another point of limited but, for us, considerable importance. It 
would .seem that the .scientific ijrofcssion does not always absorb novelties with 
alacrity. Morcoxcr, professors arc men who are constitutionally unable to con¬ 
ceive that the other fellow might be right. 'J’his holds for all times and places. 
In Galileo’s day, however, the universities were in the hands of monastic 
orders, except in the countries that had become or were becoming Protestant. 
Tlie.se orders welcomed no\ ices and readily opened the scientific career to them. 
But they did not welcome the .scientific work of people who did not want to 
join them: hence a conflict of interest between tw'o groups of intellectuals 
that stood in each other’s way. And jirofessionnl resentment against a .scien¬ 
tific opponent, of which all ages afford amusing examples, sometimes acquired 
a connotation that was not amusing under eircnnistanccs in which the uni¬ 
versities, though they had not always the ear of the Pope, always had the ear 
of the Inc|uisiti()n. But this does nt)t mean that those professors themselves 
did nothing bul rchcar.se Aristotelian texts. 

4. Sciioi.ASiic: Sociology anu Economics^ 

St. 7 ’homas divided the field of tooled knowledge into the sciences that 
work by the light of human reason only (philosophicae discipUnae), including 
Natural 'Phcology (ilia theologia qiuie pars philosophiae ponilur), and Super¬ 
natural Theology (sacra doctrina). 'I'he latter w*as also a science but a science 

1 During the la.st half-centiiry, research in medieval economic conditions and j^rocc.sses 
has grown to proportions that are unmanageable for anyone but the .specialist. This 
literature contains frequent references to economic tliought or even analysis, w'hicli are, 
however, made in a .sin'rit and from a standpoint that render them almost iiscle.ss for 
our purpo.se. By far the most serviceable work of this kind that I know, outdated but 
excellent in its way, is W. j. Ashley’s Introduction to English Economic History and 
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sui generis l)y virtue of the fact that, unlike all other sciences, it makes use not 
only of human reason hut also of revelation. (Siimimi i, quaest. i.) •’ In this 
schema which seems to ha\c been generally accepted, sociology and economics 
had no separate compartments of their own. At first, they formed parts of 
moral theology or ethics, which was itself a part of both snpcriiatiiral and 
natural theology. Later on, especially in the si.xteenth ccntiir\', sociological and 
economic topics were treated within the system of scholastic jiirispnidcncc. 
Individual qiiestions, mainly about money and interest, were occasionally dealt 
with separatclv. So were political questions. But economics as a whole never 
was. For our purjxise, it will be convenient to distinguish three periods in the 
historical evolulion of scholastic thought, according to the degree to which 
economic problems leceived attention. 

I fa) I'rom the T^intli Century to the End of the ’Iwelfth.] The earliest of 
our periods extends from the ninth centun;\ in the course of which scholastic 
thought first gathered niomentuin, to the end of the twelfth. Apart from purely 
theological questions, it was mainly problems of the theory or philosophy of 
knowledge which attracted the thinkers of those times. So far as I am able to 

77 /eory (i8S.S nm! iSq^; cspcLially book 1, eli. and Hook ii, eh. 6). 'J’he .standard 
work on scholastic cconoinie doctrine, though marred !)>• .serious defects, is still W. 
I'lidcinanirs Stiidicn in dcr ronKiniscli-kutKniistischen Wirtschafts- und Rcchtslehre 
(1S74 and iSS^). Still older and still useful is G. A. I.. Cibrario, DelVeconomia po- 
Utica del Medioeva (iS^g). V. Hrauts’ L'Economic politique au .Moyen .Age. Esquisse 
dcs theories ecouomiques professecs par les ecrirains des XIIet XIV*‘ siecles (iSgs) 
and 11 . Pirenne's Economic and Social History of Medieval Europe (I'lnglish trails. 
10^6), taken togefher. coiiiideTiiciit A.shicy’s history for the ContincMit. J. \\’. Thonip 
.son's Economic and Social flistory of the Middle Age.9 (3001500) and (13001530) 
fiQzS :iiid 19^1 1 docs the same. Also see: G. A. 'I'. O’Hrien, Au Essay on J\Icdiaerat 
Economic 'I'eachimi (1920); I*’.. Schreiber. Die volkswirtschaftliclicn Anschauun^en der 
Scholastik . . . (1913); M. Peer. Early British Economics from the Xlllth to the 
Middle of the XVlIlth Century fig^^h TI. Ganiiei. E'ldee du juste prix (igooh and 
H. farrett. Social Theories of the Middle Ages (1926^: some other works will be men¬ 
tioned later, h'or ‘background’ see e.speeially M. de AA'^ulf, Ilistoire de la philosophic 
medicvalc (Knglish Irans. by Messenger, 1925 0) and, .since the scholastic renaissance 
in our own day is a phenomenon nobody can afford to neglect, also his Introduction a 
la philosophic nco-scolastique ( i()04; F.nglish trans. by Coffey, 1907). 1 make no claims 
for this .selection, except that it will suffice to start off further study. 

-There are two points about this that deseive to be noticed. Pirst, Ari.stotIe defined 
each science by its subject. Hut St. Thomas re:ili/.ed that different sciences often deal 
with the .same things {dc eisdem rebus) and that it is not the subject but the cognitive 
procc.ss (ratio coiinoscihilis) whicli identifies a .science. Secoiul, St. 'Phomas did not, of 
course, deny that Supernatural Thcologv- also u.scd logical procedure (i. quacst. i. art. 
8). 'I’lie real diffcicncc is in the .source of the starting points (principia) which, like 
other sciences, it takes for granted. These arc derived from revelation in the ca.se of 
Supernatural ’J'heology but in all other sciences, with the possible cxcejition of the 
purely formal ones, they arc derived cither from other sciences or else from direct ob- 
.servation of facts. The latter projxisition St. I’homas did not .state explicitly. Hut it is 
clearly implied. If he had stated it explicitly, much misunderstanding of scholastic 
thought might have been avoided. 
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make out, no piece of reasoning tliat could be claimed for the province of eco¬ 
nomic analysis occurs in an\ of the works of such leaders as, to iiiciition a few, 
Erigciia, Abelard, St. Anselm, or Jolin of Salisbury. Our program, therefore, 
debars us from considering their performance, though this wall fatally limit 
our conception of the general stream of scholastic thought. J 3 ut two things must 
be mentioned ne\ertheless. ^^V shall call them (i) the Platonic streak and (ii) 
the individualist streak. 

I. In the slow and laborious task of intellectual reconstruction that 
had to be undertaken after centuries during which Eiiro])e had been 
ra\aged by barbarian hordes, the remains of ancient learning naturally 
acciuirecl ])araniount importance. Most of these remains were, however, 
not axailable before the twelfth century and inueh of the rest was be¬ 
yond the scholars of the time or was available only in bad translations. 

W ithin the little stock, Platonic and Nco-Platonie influences ]ncdomi- 
nated both directh and, through the mediation of St. /\ugustinc\s phi- 
loso]>hy, indirectly. But Platonic influence will inevitably bring to the 
fore the problem of Platonic ideas, the problem of the nature of general 
conce])1s iwm'crsalia). Accordingly, the first and most famous of all 
scholastic discussions in pure philosophy was about this problem; and 
until the end of the fifteenth century it ke])t on flaring up again and 
again. W"e shall not wonder at thi.s or accept it as proof positi\e of the 
stcriliK of scholastic thought. For it should be clear that this problem 
represents but a jjartieuJar form of positing the general jiroblem of pure 
philosoph). 'I'o sa\’ that the scholastics never ceased to discuss it there¬ 
fore means no more than that, while interested in a great many other 
things, they never ceased to be interested in pure philosophy. On the 
whole, it may be axerred that the ‘realistic’ view—the \iew according to 
which only ideas or concepts, as .such, have real existence, and which is 
therefore the exact opposite of wliat we should call a realistic \ievv— 
prevailed more or less until the fourteenth century when the battle 
turned in fa\or of the o])positc, the ‘nominalist,’ view.^ But Abelard’s 
(1079-1142) compromise seems to have enjoyed a great, though xarying, 
amount of popularity throughout: the ideas or iinivcrsals exist inde¬ 
pendently of any individuals corresponding to them in the mind of God 
(uniyersalia arc ante res, in this sense); but they are embodied in indi¬ 
vidual things {uniyersalia are therefore also in rebus); and tlie human 

^ It is important to keep in iniiul that, in .scholastic times, schools of thought tended 
to be iclentified, and even to identify tlieinselves. with individual monastic orders. 'I'hc 
Franciscan order was, for example, a stronghold of nominalist ])hilosophy. 'J’his phe¬ 
nomenon is readily imdcrstandablc, and 1 do not think 1 need explain it. Hut there 
is need for emphasizing its importance, for it also shows in other matters: the reason 
why the late scholastics W'cre Sf) severe on the economics of Duns Scotus—a fact that 
is not easy to motivate—may perhaps he .sought in the antagoni.srn of orders, just as 
in later ages it is sometimes ncccs.sary to invoke the explanatory virtue of antagonisms 
between national groups of economists—a not nnimportant piece of the sociology of 
science. 
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mind j;cts a glimpse of them only by observation and abstraction (in 
which sense they arc post res). 

1 his contro\CTsy was purely epistemological in nature and has no bear¬ 
ing whate\er upon the ])racticc of economic or any other anah sis. But it 
had to he mentioned heeausc, in our own time, the Realism and Nomi¬ 
nalism of the scholastic doctors have been linked with two other con¬ 
cepts, Universalisni and Individualism, which arc held by some writers 
to be relc\aiit to analytic practice. Tljcse writers went so far as to repre¬ 
sent Uni\ersalism and Individiialisin as two fundamentally different 
\icws of social j^roccsscs, the conflict between which runs through the 
whole history of sociological and economic analysis and is indeed the 
essential fact behind all tlic other clashes of opinion that occurred 
throughout tlie ages.* NN'halever argument it may be possible to adduce 
for this d(»ctrinc from the standpoint of economic thought or, conceiv¬ 
ably, also from the standpoint of a philosophical interpretation of analytic 
procedures, there is nothing in it that concerns these analytic procedures 
themselves; the rest of the book will establish this point. Just r\ovv we vatc 
interested merely in showing that Uiiivcrsalism and Individualism have 
nothing to do with scholastic Realism and Nominalism. Uiiivcrsalism 
as ()p])oscd to Individualism iiieans that 'social colleetiACS,' such as so¬ 
ciety, nation, clnireh, and the like, arc conceptually prior to their indi¬ 
vidual incinbcis; tliat the former are the really relevant entities with 
which the social sciences have to deal; that the latter arc but the products 
of the former; lic:nce that analysis must work from the collectives and 
not from individual lieliavior. If, then, W'c choose to call these collectives 
sociological univcrsals, then the doctrine in cjiicstion may indeed be said 
to op])ose univcrsals to individuals. But scholastic Realism opposed iiiii- 
veisals to individuals in quite a different sense. If 1 were to adopt scho¬ 
lastic Realism, then my idea of, sa\, socieh would claim logical pre¬ 
cedence over any individual empirical society that I observe but not over 
individnal wen; the idea of these men w(juld be another universal in the 
scholastic sense, claiming logical precedence over the empirical indi- 

■’ Tlu* doc trine of Universalisni is usually associated with O. Spann, who is in fact 
rcsjionsildc for its snce css in Gennany (for liis and his group's publications, see Kncyclo- 
ptiedui of the Social Sciences, ‘F-cononiics. Romantic and Uiiivcrsalist Econonhes’). But 
it is really dne to K. Piibrain le g. Uie rintstchiing dcr individualistischcn Sozialpliiloso- 
]ihic, 1912), who also linked Univcisalisiii with scholastic Realism, and Individualism 
witli scliolastic Noininalisiii. I do not hold that the categories Universalisl-Individiialisr 
arc useless for ])iirposes other than ours. Important asiiccts of economic thought, par 
tieularly in its ethieo religions aspects, can perhaps be described by means of them. 
And the ham Universalist is better than the term Socialist, which has acquired a more 
restricted meaning. Objection is raised only to the improper extension of the field of 
application of tliese conccjits. which is inccisely dne to failure to distingni.sh between 
economic thought and economic analysis. It is this faihiie to recognize the einstemolog 
ieal l>anicr between these two which is to be blamed for tlie talk about univcrsalist 
methods and even a universal science that can only produce confusion. 
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viduals. Manifestly, this would imply nothing about either the relation 
between the two seholastic universals or the relation between any em¬ 
pirical societ\- (a universal in the sense of uni\cTsalist doetrine) and the 
empirical individuals comprising it. In pailieular, 1 could in this case still 
be as strong an indi\ idualist, politically or in am other sense, as I please. 
'I'he opposite opinion is thus seen to rest on nothing but an error induced 
by the double meaning attached to ‘universaV and ‘individual.* 

II. Ill sur\e\ ing the history of civilizations, we sometimes speak of ob¬ 
jective and subjccti\e cases. By an objecti\e civilization we mean the civ¬ 
ilization of a socieh in \>hieh every indi\ idual stands in liis apjMiinted 
niche and is subject, without reference to his tastes, to superindividiial 
rules; a societ> that recognizes as universally binding a given ethical and 
religious code; a society in which art is standardized and all ereati\e activ¬ 
ity both expresses and serves siiperindhidual ideals. By a subjective civili¬ 
zation we mean a ci\ ilization that dis])la\s the oj^posite chaiaetcristics; in 
which society serves the individual and not the other way round; in short, 
a society that turns upon, and implements, subjectixe tastes and allows 
exeiyonc to build his own system of cultural values. We need not enter 
into the general question of the analytic standing of such schemes. But 
we are concerned with the sweeping assertion so often met with that, in 
the sense explained, medieval ci\ ilization was objective and modern 
civilization is (or until recently was) subjeeti\e or indixidualist, because 
this touches, or may be supposed to touch, upon the ‘spirit’ in which 
people conducted or conduct their economic analysis, '[’here cannot be 
any doubt that some of the characteristics fit—religious life in the age of 
‘One God, One Church,’ as coinjiared to religious life in the age of 
hundreds of denominations, is the standard examjde. But neither can 
there be any doubt that as a whole those abstract pictures are ludicrously 
inadequate. Is it possible to imagine a fiercer indix idualist than a knight? 
Did not the xxhole trouble that mediexa) cixilization exj)crienced xvith 
military and political management (and xxhich largely accounts for its 
failures) arise ])reeisely from this fact? And is the member of a modern 
labor union or the mechanized farmer of today really so much more of an 
individualist than xxas the mediexal member of a craft guild or the 
inediexal peasant? Therefore, the reader should not be shocked to learn 
that the indix idualist streak in medieval thought also xvas much stronger 
than is commonly suppo.sed. This is true, both in the sense that opinion 
was much more differentiated individually and in the sense that the indi¬ 
vidual phenomenon and (in si)eculations about societyj the individual man 
were much more carefully attended to than xxe arc apt to think. Scholastic 
.sociology and economies, in i)articnlar, are strictly individualist, if w'c 
understand this to mean that the doctors, so far as they aimed at descrip¬ 
tion and explanation of economic facts, started invariably from the indi- 

^ By the same token, we imist not label Abelard as individualist on the ground that 
he seems to have coined the irhrase: nihil est praeter individuum. 
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vidiiaVs tastes and behavior, lliat they applied superindividual eanons of 
justice to these facts is not relevant to tlic logical nature of their analysis; 
but even these canons were derived from a moral schema in which the 
individual ^^'as an end in himself and the central idea of which was the 
salvation of individual souls. 

[(b) The Thirteenth Century.] Our second period, speaking roughly, covers 
the thirteenth century, 'i'licrc is justification for calling it the classic period of 
scholasticism so far as theology and philosophy are concerned. I’heologieal 
and philosophical thought was indeed not only re^ollltioni/ed but also con¬ 
solidated into a new system that was all that the term Classic implies. Chiefly, 
this revolution was the work of Crosseteste, Alexander of Hales, St. Bonaven- 
tura, and Duns Scotus (I'lanciscan school) on the one hand, and of Albertiis 
Magnus and his disciple, St. I’lionias (Dominican school), on the other. 71 ic 
con.solidation, that is, the creation of the classic system, was the towering 
achievement of St. Thomas alone. But in other respeets, there was only 
rc\c)lution and no consolidation. That century, indeed, gave birth to scholastic 
science as distinguished from theology and philosophy; it produced work that 
initiated and laid the foundations for further work, but it did not establish 
an\ thing bc>'ond starting ]i()inls. 7 his holds for the .social as well as for the 
idnsical .sciences. It should be particularly noticed that, as the example of 
C^ros.sctcste shows, interest in mathematical and physical research was wide¬ 
spread e\cn among men ^^llo did no such rescaich themselves. Roger Bacon 
was a peak, but not a solitary peak; and plenh of men, without and within ihe 
Franciscan order, stood ready to go on in his line of advance. The reason why 
this docs not stand out as it .should is that the scliolastie physicists and mathe¬ 
maticians of the .siibseciuent four centuries tended to become specialists in 
their particular fields and their scholastic background is easily lost from sight. 
For instance, we look upon j'‘rarieeseo Cavalieri (1 :;c;S-if)47) sim|)l\ as a great 
mathematician. It does not occur to us to as.scK-iate the origins of the integral 
calculus with seholastieism in general or with the lesuit order in particular, 
though as a matter of fact Caxalicri was the product of l)oth.*‘ 

In itself, that thcologico philosophical revolution is no concern of ours. But 
one asj>ect of it is of considerable importance for the history of .sociological 
and economic analysis, nanieb, the re.surrcction of Aristotelian thought. Dur¬ 
ing the twelfth century more complete kuo\\ledgc of Aristotle's writings 
filtered slowly into the intellectual world of western Christianit\-, partly through 
Semite mediation, Arab and Jewish." To the scholastic doctors this meant two 

” Roger Bacon (1214? 9: ), the doctor mirahilis of .scholastic tradition, affords an¬ 
other ca.se that illustrates the nature and the can.ses of the troubles that were experi¬ 
enced by some eniinent phy.sicists. I Ic was still more aggrc.ssi\e than was Galileo 400 
years later. In all ages people react unfavorably to being called fools. In rough ages 
the)' react roughly. 

‘Avicenna (Ibii Sina, 980-10^7), the Arab physician philosopher, and Averroes (Ibn 
Rushd, 11269S), the lawyer phiiosopher of Cordoba, and Mo.scs Maimonidcs (113 5- 
1204) the Hebrew theologian philosopher (especially his Guide of the Perplexed, Eng- 
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tilings. First, Arab mediation meant Arab interj^retation, \\’hicli was unaceept- 
able to them in some matters of epistemology as well as of theology. Sccoiul, 
aceess to Aristotle’s thought immensely faeilitated the gigantic task before 
tlicm not only in metaphysics, where they had to break new paths, but also in 
the plnsical and social sciences, where thc\' had to start from little or nothing. 

'Fhe reader will obscr\c that I do not assign to the recovery of Aris¬ 
totle's writings the role of cliief cause of thirteenth-century dcNclopinents. 
Such developments are never induced solely by an influence from out¬ 
side. Aristotle came in, as a ijowcrful ally, to help and to ])rovide iniple- 
nients. But perception of the task and the will to rush forward were, of 
course, there independently of him. An analogy will clear up this point. 

c have had occasion to refer to the i)artial adoption or ‘reception’ of the 
Corpus juris cirilis in the later Middle Ages and the Renaissance. 'Fhis 
phenoinenon cannot be causalh- explained by a lucky disco\ery of a few 
old volumes coupled with the naive belief of uncritical minds that these 
volumes contained legal material tliat was still in force. ’I’he economic 
process was evohing patterns of life that called for legal forms, (\specially 
for a system of contracts, of the hpe that the Roman jurists had worked 
out. Tliere can be no doubt but that the lawxers of the Middle Ages 
would have eventually worked out similar forms for themselves. 'Mic 
Roman law came in usefully, not because it bionght something that was 
foreign to the si)irit and needs of the age—so far as it did this, its recep¬ 
tion was in fact an unmitigated nuisance—but jrreciselv because it pre- 
.sented, ready made, what without it would ha\c had to be produced 
laboriously. Similarly, the ‘reception’ of .Aristotle’s teaching was prin¬ 
cipally a most important time- and labor saving de\ ice, particularly in 
those fields that were as yet waste lands. It is in this light—and not in 
the light of the theory that there was jjassive acceptance of a luck} dis¬ 
covery—that we iniist see the relation between Aristotclisin and scho¬ 
lasticism. 

But so soon as the scholastic doctors realized that in Aristotle's writ¬ 
ings thev’ had all, or nearlv- all. they could ho]x* for at the moment and 
that with the hclj) of his doctrines they might accomidish what it would 
have cost them a century’s work to do bs thernselvcs, thev naturally 
made the most of tliis opportunity. Aristotle became for them the phi¬ 
losopher, the imivcrsal teacher, and most of tiicir work took the form 
of cxpoiiiiding him to students and to the public at large, and of com¬ 
menting upon him. Moreover, In's writings served admirably for didactic 
purposes since they w'cre in fact summarizing and svstematizing text¬ 
books. In conseciucncc, it was in the role of expounders of, and com¬ 
mentators on, Aristotelian doctrine that Grosseteste, Albcrtus Magnus, 

lisli trails, by Fricclliincler, 1SS1-5) should be niciitioncd in this conneetiou. I'hc prob¬ 
lem of reconciling Aristotle's teaching with Hebrew theology presented itself to Mai- 
inonidcs in niucJi the same manner as the analogous problem presented itself to the 
Christian doctors. 
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and the other leaders mentioned above appeared to the public of their 
own and of later times. Si. 'Fhoinas himself became, for many people, 
simply the man who had siiceceded in harnessing Aristotle for the service 
of the Church. This misconeei)tion of the revolution of the thirteenth 
century and, in particular, of St. T’honias’ performance was not corrected 
but, on the contrary, was fostered by the scientific practice of the next 
^00 years, lor Aristotle’s work continued to provide the systematic frame 
for the growing scientific material and to sii]D])ly tlic need for nicely pedes¬ 
trian texts; e\'cr\'thing, therefore, continued to be cast in the Aristotelian 
T 7 iold—nothing so complctch- as scholastic economics, which also illus¬ 
trates the way in which, b\' this convenient practice, the scholastic doc¬ 
tors were likeh' to lose the credit for their original contributions. 

Tin's explains not only the otherwise quite incoinprehensible success of 
Aristotelian teaching through these :^oo years but also the ])enalty the ancient 
sage was eventually to pay for this success. W'e may fust as well complete the 
story which is so full of interest to the student of the tortuous ways of the 
human mind. W’c have seen that there was nothing in the scholastic system 
to bar new de\elopnK:nts within it or even de\cloimicnts aw^ay from the 
ground taken by its classic works. Descartes’ philosojdiy ma\- exemplify such 
a dexelopment.'' He displayed no hostilih' to the old scholastic philosophy 
and, among other things, accci^tcd St. Anselm’s ])roof of the existence of 
God—rejected Iw St. Thomas—as the basis of his own theory of the cogito. 
There is plenty of room for doubt as to how much this amounts to. But it 
certainly suffices for sjK'aking of ])eaceful evolution from scholastic back¬ 
grounds. ha\c also seen, howc\cr, that scholasticism became a bugbear, 
as the influence of laical intellectuals asserted itself. And wherever hostility 
to scholasticism asserted itself, hostility to Aristotle asserted itself also: be¬ 
cause Aristotelism was the \’esscl of scholastic thought, hostility to Aristotclism 
became the vessel of hostility to the doctors. Tlicie were e\cn anti-scholastic 
and anti-Aristotelian scholastics of whom Gassendi is the outstanding cx- 
am])lc.*' His mathematical and physical work, entirely neutral in itself, ac¬ 
quired a critical connotation b\ the way in which he advocated the cause of 
experimental—‘empiricist’ or ‘inductive*—methods rather than by this ad¬ 
vocacy’ as such. In philoso])hy he replaced the Aristotelian basis (substantially) 
by one essentially Ejneurean. llow'evcr, it was of course among the laical ene¬ 
mies of the Catholic doctors that it became the fashion to represent Aristotle 

Rene Peseartes (1 itisc). I’or the purpose in IkukI, only his Essais philoso- 
pliicfues (1637) is relcvimt. lie was the mediator between medieval and modern philoso- 
lihy, and was the product of Jesuit education. 

^'Pierre Gassendi (i S9-ihs';) was a philosopher, mathematician, and physicist a 
professor in holy orders whom. «)n his actual work, nobody would think of excluding 
from the scholastic circle. Rut he went out of his way to distance himself from it. Of 
Iris works those most important for us arc: Exercitatiories paradoxicae adrersus An> 
toteleos (1624); Syntagim philofiophiae Epicuri, 1649 (works ed. by Montmort 1658); 
sec also G. S. Brett, The Philosophy of Gassendi (1908). 



90 II: BEGINNINGS TO ABOUT 179O 

as tlic incarnation of old dust and of futilih*. Paracelsus had Aristotelian books 
solemnly burned before starting Ins medical lectures; Galileo, in the famous 
dialogue on the heliocentric system that ga\c so niiicli offense, made a comic 
figure of the inept Aristotelian objector; Francis Bacon, in espousing tlic cause 
of ‘indiieti\e’ science, contrasted it with both scholastic and Aristotelian spec¬ 
ulation. All this uas unfair to the seliolastic doctors. But it was still more 
unfair to the old sage. I'or if there is any general message at all that speaks 
to us from his pages, it is surely the message of empirical researcli.^‘* So true 
is it that, in science as elsewhere, we fight for and against not men and things 
as they arc, but for and against the caricatures we make of them.^^ Howxwcr, 
let us return to the classic jjcriod, tlic thirteenth century, in order to scarcli 
for elements of sociological and economic analysis. 

W’c find small beginnings only—^little of sociology, still less of economics. 
In part this was doubtless due to lack of interest. St. "I’homas, in particular, 
was indeed interested in ]rolitical sociology but all the economic ciuestions 
put together mattered less to him than did the smallest point of theological 
or philosophical doctrine, and it is only where economic phenomena raise 
questions of moral theology that he touches upon them at all. Even where 
he does we do not feel, as we do elsewhere, that his ])ow-erful intellect is all 
there, passionately resolved to penetrate into the core of things but rather 
that he is w'riting in obedience to tlie reqnirements of syslematic complete¬ 
ness. More or less, this applies to all his contemporaries. In con.seqiiencc, 
Aristotle’s teaching sufficed for them and they hardly e\er went bc\ond it. 
"riicrc was indeed a diffcience in moral tone and cultural \ision and also a 
shift of emphasis that is accounted for by the different social jratterns the) 
beheld. But neither is so important as we might have expected. Since these 
things are of no great moment in a history of economic analysis, it will suffice 
to note that the scholastic doctors looked upon jffnsical labor as a discipline 
favorable to Christian \irtiic and as a means of keeping men from sinning, 

'riicoplirastns Boiiibiistus vuii I lolicnlidni. who called himself raracclsus (1490?- 
was a pliysiciaii and chemist of ciiiincncc though not without an element of 
charlatanism. I’rancis Bacon (1561-1626; works ed. by Spedding, Klli.s, and Meath, 
1857-62) presumably needs no introduction. 'I'hc treniendons success of hi.s writings— 
not so iiuicli in his day but during the Knlightenment and then during the nineteenth 
centur)'—is amply accounted for by the fact that he extrressed with supreme ability 
what a rapidly increasing niirnbcT of people actually came to believe. Me was the very 
type of a ‘repre.sentative man.’ But prcci.sely bccaii.sc he was and becaii.se in conse¬ 
quence liis figure stands out so clearly, hi.s ideas now .seem miicli more novel and nmeh 
less in keeping with previous developments than they were, 'riierefore, his writings in¬ 
culcated into the public mind the iinrcnl contraposition of inductive re.scareh and 
scholasticism in which, along with his eontcniporarie.s, lie hiin.sclf was so fond of be¬ 
lieving, the more so bccan.se he iirohahly knew wry little about the work of the .scholas 
tics. More than any otlicr individual, he helped to foster the delusion that to this day 
distorts the liistory of thought. 

Outstanding examples from the hi.story of economies arc A. Smith’s criticism of 
the 'mercantilists’ and Schinoller’s criticism of the English ‘classics.' Both cases will be 
discussed in their idaccs. 
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which implies an attitude entirely unlike that of Aristotle; that with them 
slavery was no longer a normal, let altme fundamental, institution; that they 
gave their blessings to charity and to voluntary po^•crt^'; that their ideal of a 
vita contcmplutiva carried, of course, a meaning that was quite foreign to 
Aristotle’s corrcs])onding ideal of life, though there arc im])ort:ant similarities 
between the two; that they rej^eated but qualified Aristotle’s views on com¬ 
merce and commercial gain. 

While all the other points iipi>ly to scholastic doctrine of all ages, the one mentioned 
last holds fully only for the classic ])criod. After the thirteenth century a significant 
change occurred in the attitude of the scholastic doctors to comrncrciai activity. But 
the thirteenth centurv- scholastics iindouhtedly held the oiiinion expressed by St. 
Thomas, namely, that there is ‘something base’ about commerce in itself (negotiatio 
sectmduiu se comideraia quandani tiirfutudincm hahel^ Siirnma 11, 2, quaest. i.xxvii, 
art. 4), though commercial gain might be justified la) by the necessity of making one’s 
living; or (b) by a wish to acquire means for charitable jmriMises; or (c) by a wish to 
serve publicam utiUtatvm, j)rovided that the lucre be moderate and can Ire considered 
as a reward of work (stipendium tuboris]; or (cl) by an improvement of the thing 
traded; or (e) by intertein])oral or interlocal diiTerences in its value; or (f) by risk 
(propter periculum). St. riiomas’ wording leaves some rf)om for doubt about the eon 
ditions in which lie was jirepared to admit considerations (cl) (f), and it may be true 
that others, es])ccially Duns Scotiis (1266-1308) and a doctor whom I have not men¬ 
tioned so far, Richard of .Middleton (12491306). went somewhat further, especially as 
regards justifying the social usefulness of the practice of buying in a cheaper market 
and selling in a dearer oiur. However, even qualifications (hi and fc) go hcyoiid Aris 
totle’s teaching. 'I’lie cm]ihasis all these aiitliois jilace u]K)n the element of remuner¬ 
ation of some socially useful activity has given rise, on the one hand, to the opinion, 
which may be correct, that the source of the (moral) 'riglil to the produce cf one’s 
labor’ may be found in the scholastic literature, and, on the other hand, to the error 
that the scholastic doctors held a (analytic) labor thcoiy of value, that is, that they 
explained the phenomenon of value by the fact that (most) coinnioditics cost labor. 
For the moment, the reader slionkl only notice that Iherc is no logical relation be 
tween mere emphasis upon the necessity, moral or c-cononiic, of rcnmncratiiig labor 
(no matter whether we translate the I.atiii word by the Knglish ‘labor’ or by 'activity’ 
or ‘effort* or ‘trouble*) and what is technically known as the labor theorv* of value. 

St. Tliomas’ sociology of institutions,^- political and otlicr, is not what 
readers will expect who arc in tlic liabil of tracing the political and social 
doctrines of the nineteenth century to Locke or to the writers of the French 
Enlightenment or to tlic Englisli utilitarians. Considering that, in this respect, 
the teaching of St. Tlioinas not only was representative of that of his con¬ 
temporaries but al.so was accepted ]>> all the scliolastic doctors of later times, 
its main ])oints should Ik* briefly indicated. There was the sacred precinct 
of the Ckitlndic Cburcli. Hut for the rest, soeiely was trealed as a thoroughly 
human affair, and moreover, as a mere agglomeration of individuals brought 

>iJ()nr main .source for St. 'riiomas’ political .sociology is a tract entitled De regimine 
principnni, w'idcly used thronghont the Mitldlc Ages, and a letter to a Duche.ss of 
Brabant. But only jxirt of the former is certainly b\ St. I hoinas himself; the rest may 
be the work of another Dominican, Ptolemy of Lneea ul. i 3 - 7 l- 
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together by their mundane needs. Govcrnincnt, too, was thought of as arising 
from and existing for nothing but those utilitarian purposes that the individuals 
cannot realize without such an organization. Its raison iVetre was the Public 
CA>od. 'I'hc ruler's power was derived from the jKople, as we may say, by 
delegation. The people are the sovereign and an unworthy ruler may be de¬ 
posed. Duns Scotiis came still nearer to adopting a social-conlraet theoiy of 
the state.This mixture of sociological anal>'sis and normative argument is 
remarkably individualist, utilitarian, and (in a sense) rationalist, a fact that 
it is important to remeniber in \iew of the atterui)t we are going to make to 
link this body of ideas with the laical and anti Catholic political pliilosojdiics 
of the eighteenth eenhir\. There is nothing inetaidn sical about this part of 
scholastic doctrine. Nor did the Catholic doctors countenance ])olitical au¬ 
thoritarianism. The divine right of nionarchs, in particular, and the concept 
of the omnipotent state are creations of the Protestant sponsors of the abso 
lutist tendencies that were to assert themselves in the national states. 

'Ihc individualist and utilitarian streak and the emjdiasis upon a rationally 
perceived Public Good run through the whole sociology of St. Thomas. Gne 
example will suffice: the most important one. the theoiy of proj)crty. Having 
disposed of the theological as]Kcts of the matter, St. Thomas sim]rl\' argue.s 
that properh is not against natural law but an invention of the human rea 
son,’* which is justifiable because people will take better care of what they 
possess for themsehes than of what belongs to manv cir all; because they will 
exert themsehes more streniionsh on their own account than on account of 
others; because the social order will be better preser\ed if possessions are dis¬ 
tinct. so that there is no occasion for quarreling about the use of things pos¬ 
sessed in common—considerations that attemjit to define the social ^function' 
of pri\ate property much as Aristotle had defined them before and much as 
the ninctccnth-centur>’ textbook was to define them afterward. And since he 

Tills theory was not, of tonrsc, applied to the governincrit of the Catholic Church. 
W'hcn this was done by M.irsiliiis of Padii.i (c. 12701^42; DefemoT ptic/.v, 1^26). it 
spelled heresy. From our standpoint two observations sugeest themselves: first, fhe ease 
illustrates how implicit aeccptancc of supeiimnuiaiie authority in some Tesi)ects may in 
practice be eoniplciiiciited by e.xtrcme freedom of thought and atfioii in other resiieets; 
.second, the case also shows why the qiie.stion of the influence of snperiiumdane an 
thority upon analysis cannot he answered once for all, hut must be an.swered separately 
for every individual arguiiiciit. Since too imich care cannot he expended on clearing iij) 
this point, let us. by wav of su])plemcnting previous argument, introduce the following 
tripartite distinction which ajiidies to all authorities that ever did or tio attcmjrt to di 
rect opinion. Inrst, as the case in hand show's, there were matters in which the Catholic: 
Church prescribed opinion and barred analysis that led to any other results. Second, 
there were many matters in which, being indifferent to both opinion and analysis, it did 
not interfere in any wav, 'Fliird, tlierc were matters (such as inteiest) in which it pre 
scribed opinion in the sense of moral judgment but did not bar analysis of fads. 

Summa ir, 2, qiiaest. i.xvi, art. 2: proprictas possessinnum non cst contra jus natu- 
rale, sed juri naturali superadditur per adinxentionem rationis humanae. On the Tnean- 
ing to be attached to jus naturale^ see next section. 
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found in Aristotle all he wished to say, he referred to him and accepted his 
formula t ions. 

I his holds with added force for St. 'I honias* ‘pure economics^ (oeconomia 
with him means, however, simply household management). It was embryonic 
and really consists of only part of his argument on Just Price (Siimma ii, 2, 
qnacst. Lxxvn, art. 1) and on Interest (Sunimci 11, 2, qivaest. i.xxvm). The 
relc\ant part of the aigunicnt on just ])ricc—the price that assures the ‘equiva' 
lence’ of eoinmntative justice—is strictly Aristotelian and should be inter¬ 
preted exactly as we ha\e interpreted Aristotle’s. St. 'I’hoinas was as far as 
was Aristotle from postulating the existence of a irietajjhysical or immutable 
'objecti\e value.’ Mis qiumlitaa valoris is not something different from price 
but is simply normal competitiNc price. The distinction he seems to make 
between priec and \alue is not a distinction between price and some \'aluc 
that is not a price, but a distinction between the price paid in an indivklual 
transaction and the jiricc that ‘consists’ in the public’s evaluation of the com¬ 
modity {justinn pretium . . . in qiiadam aestirnatione consistit), which can 
only mean normal coin])etitivc price, or value in the sense of normal coin- 
petitixe juice, where such a price exists.’li] eases where no such jjrice exists, 
St. Thomas rccogni/.cd, as coming within his concc])t of just j^rice, the element 
of the subjective value of an object to the seller, though not the element of 
the snl^jective value of the olqect for the buyer—a point that is important for 
scholastic treatment of interest. Beyond this he did not go in the article re¬ 
ferred to. But other jxissagcs, perhaps, sn]:>jrort the oj^inion that, by imj:>lication 
at least, he did take a step beyond Aristotle wliich was more explicitly taken 
by J^uns Scotus, Richard of Middleton, and jjossihly others. Duns Scotus, at 
all events, may be credited with having related just price to cost, that is, the 
im)ducers’ or traders’ cxjKnditurc of money and effort (expcnsac et labores). 
Though he jucsnmablv tliought of nothing beyond providing a more precise 
criterion of scholastic ‘coininiitative justice*—which was rightly rejected by 
the later scholastics—wc must nevertheless credit him with having discovered 
the condition of conipeiitivc cquilibrimn which came to be known in the 
nineteenth centurv as the Paw of Cost. This is not imputing too much: for 
if we identifv the just |uicc of a good with its competitive common value, 
as Duns Scotus ccrtainlv did. and if we further equate that just i:»rice to the 
cost of the gocKl (taking account of risk, as he did not fail to observe), then 
wc have ipso facto, at least bv iniplicati<m, stated the law of cost not only 
as a normative but also as an analytic j^roposition. 

Following Alexander of Males and Albertus Magnus, St. Thomas condemned 

’•‘This int(Tjuetati«)n is siijiportcd by the fact that the qucicstio, in which tlic theory 
of just price is presented (c|n:iest. i.xxvii of 11. z) is entitled De fraiiduleutia and, in 
fact, mainly deals with frauds iKTi)etriited by sellers. If the just price were something 
else than the normal comjxtiiivc inice, jnactices cither th.in fraud would be more im 
jiortant. But if St. Thom.is was thinking of what we call normal conijietitive juice, 
fraud becomes the chief phenomenon to be dealt with, l-’or if there exists a comjK-titive 
market price, individual deviations from it are hardly possible except through fraudu¬ 
lent rejiresentations about the quantity and quality of the goods. 
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interest as contrary to coininiitati\e justice on a ground that proved a conun¬ 
drum for almost all his scholastic successors: interest is a price paid for the 
use of money; but viewed from the standpoint of the indi\ idual holder, money 
is consumed in the act of being used; therefore, like wine, it has no use that 
could be separated from its substance as has, for example, a house; therefore 
charging for its use is charging for somctliiiig that docs not exist, which is 
illegitimate (usurious). \\’hatever may be thought of this argument, which 
among other things neglects the possibility that *i)me’ interest might be an 
element of the price of monc> itself—instead of being a charge for a separable 
use —one thing is clear: exactly like the somewhat different Aristotelian 
argument, it does not bear at all upon the question why interest is actually 
paid. Since this question, the only one that is relevant to economic analysis, 
was actually raised liy the later scholastics, we defer the consideration of the 
clues foi an answer, which St. 1 homas’ reasoning ne\erlheless suggests. 

fic) I'roTn the Fourteenth Century to the Seven tee nth.] 'J’hc last of the 
three ])eriods into which we have decided to di\ ide the history of scholastieism 
extends from the begimiing of the fourteenth century to the first decades of 
the seventeenth. It comprises practically the whole of the history of scholastic 
economics. But, having already fully explained the setting and the nature of 
scholastic work, we can now afford to be brief. In ])articular, no further ex- 
])lanation seems to be needed for the ease with which the economics of the 
doctors absorbed all the phenomena of nascent capitalism and. in consequence, 
for the fact that it served so well as a basis of the anahtic work of their suc¬ 
cessors, not excluding A. Smith. 

In order to achieve the maximum of economy. I shall mention onl\- a very 
few representative names and then attempt to draw a systematic sketch of 
what I conceive the state of scholastic economics to have been about 1600. 
Other names, of course, would have to be mentioned for other purposes; wc 
are artificiallv narrowing down what was a verv broad and deep stream. 

h’or the fourteenth century we choose Bnridaniis and Oresmius as repre¬ 
sentatives.^ • 'Ihe latter’s trcati.se on nioiiey is nsuallv described as tlic first 

reason why St. ’I honias did not consider this jjossibility was obviously that 
he* placed implicit eonfldcncc in the proposition that the price of any eonunodity that 
is chosen for the standard of value is unity l)y definition. Koasouiiiy 011 from this, we 
may easily arrive at the conclusion that any ‘pine’ preiniuin cannot be anything else 
but a fraudulent charge for a nonexistent use, since the price of tJie sub.stance or 
‘capital’ must necessarily be equal to the ca])ita] itself. 

^“Joannes Buridaiiiis (Jean Buridan, fl. 132S 5.S), jnofessor in the University of Paris. 
Of bis many works, all drawn up on the .\ristolelian frame, the most important for 
us arc: Quacstiones in dcceui lihros Ethiconim Aristotclis (ed. used, 1637) and Quaes- 
tiones fnifyer octo libras Paliiocoruvi Aristotelis fed. ii.sed with notes by G. Baterel, 
1313). llis theory of volition {Simumila de dialectica. 14^7, and Camfyendium lafiicae, 
14S7) led up to the familiar paradox of the logic choice that is illnstrated by the 
perfectly rational ass that starves between two equally attractive bundles of hay owing 
to his inability to make up his mind whicli to consume first. Nicole Oresme (i32o?-82). 
Bishop of I.isieux, was a man of polyhistoric interests who also v^Tote on theology, 
mathematics, and astronomy. 'I'lie work in (|uestioii, Tractatus de aricine et jure nec nor 
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treatise entirely devoted to an economic problem. But it is mainly legal and 
political in nature and really does not contain much strictly economic ma¬ 
terial—in particular, nothing that was not current doctrine among the scho¬ 
lastics of the time—its chief pnr])ose being to combat the jnevalent practice 
of debasing inone\, a topic that was treated later on in a copious literature 
to be briefl\ noticed ]nesenll\. ()ni fiftccntli-centiiry representatives will be 
St. Antonine of Morence, ])erliaps the first man to whom it is possible to 
ascribe a com])rehensi\e vision of the economic process in all its major as¬ 
pects, and Biel.*'* I'or the sixteenth century we select Mercado and, as repre- 
sentati\cs of the literature on Justice and Law (De justitia et jure) that in the 
sixteenth century became the main scholastic repository of economic material, 
the three great Jesuits whose works have been recently analy/ed by Professor 
l)em])sey—Lessius, Molina, and dc Lugo.^'* 

et de nnitatioiiihus inouctiinini, was written between and 1560 fed. used ifio!;). 

An extract is incliideil in Monroe’s Early E.commiic Thought, pp. 79-102. After having 
met with great success in its own time, it seems to have falllcii into oblivion from 
w liitli it was rescued b\ I’, \tcnnier, Essai siir la vie et les niirra^es dc Nicole Oresme 
and esjiecially by W’. Kosclier fisin grosser Nationaliikonoin des vierzchnten 
Jaliilimiderts’ in Zeiischrift fiir die uesanite Staatswissenscliaft, 1863)^ "ho extolled its 
merits. ])articiilarly its originality, beyond all leason, as disc'overers of forgotten worthies 
are apt t(» do—which natiiially induced a reaction. There is quite a literature on Oresme. 
Let us single out C. A. Conigliani, Le dottrhic manetarie in Erancia durante il medio 
evo ( 1890). 

St. Antonine (Antonio Piero/zi, also called roreiglioni; 1389-14^0), Archbishop of 
Florence. Siimiua theoloma fed. used; for the first and second parts, Lyons, i-;i6; for 
the third, \Tuice, also Sununa moralis (\'erona, 1740). Sec B. Jarrett, S. Anto¬ 

nina and Mediaexal Ecoiumiics (1Q14I. C'.abriel Biel (1.42s? 95k profes.sor in the Uiii- 
\crsit> of T iibingen, another disc overy of Roscher’s (Gescliichtc der Nationalokonomik 
in Deutschlaiul, 1874). llis Tractatus de potestate ct utilitale monetarum (1541; Eng- 
li.sh trails.. 193; ) docs not. Imwcvcr, contain anything that cannot be found in earlier 
writers. \\ h> lu should havi' hccn called the last of the scholastics I am unable to 
understand. But I Inne chosen him for reference becau.se iierusal of his w'ork is par 
ticularly elTectivc iii destroMiig iirejudices concerning the sjiirit of .scholasticism. Really 
more imiiortant .seems to be I’anoriuitaniis (Nicolaus dei 'redesehi or 'I'udeschi, Arch¬ 
bishop of Palermo, 1:486 14451 to judge from ciuotations in the later scholastic 
literature. 

i-'The choice was a ilifllcult one and may give ri.se to valid objection particularly 
again.st the exclusion of such men as John Major (d. 3549; cf. the comments of Ashley 
in Economic History i. Part in. Navarriis (Martinus de .\zpilcueta. d. i5<86), Domingo 
de Soto {He iusticia et jure, and Caetaniis (Caidiiial Cajetan, Tommaso dc V'io, 

146815^4) all of whom we shall have to mention, and others. 'Ponias de Mercado, 
author of De Ins trains de India y trataiiies en ellas (1569; enlarged cd. of 1571, the 
only one known to me. under the title Snnima de tratos y contratos), has been included 
only because of his ‘quantity tlicoiy of money’ and cannot be put on the same level 
witii Le.ssius, Molina, and de l.ugo in any other resix’ct. But I am positive that the 
latter three must be included in any histoiy of economics, though there was a further 
motive for selecting them: Profe.s.sor Dempsey’s book (B. W. Dempsey. Interest and 
Usury, i94?i, chs. vi viiil contains a full exposition of their economics; this book com- 



96 II: BEGINNINGS TO ABOUT 179O 

All that need be said about the sociology of the later scholastics is that they 
developed, in greater detail and with a fuller perception of implications, the 
ideas tliat had crystallized in the works of iheir thirteenth ecutury picdeeessors. 
I’heii political sociologN in particular retained the same method of approach 
to the phenomena of state and government and also the same 'radical’ spirit."^* 
'Iheir economic sociolog>. especially their theor\ of property, continued to 
treat temporal institutions as utilitarian devices that were to be explained— 
or ‘justified’—^1)\ considerations of social expedience centering in the concept 
of the Public Chiod. And this social expedience might, according to historical 
circumstances, sometimes tell in favor, and sometimes tell against, priNatc 
property. The\ no donl)t be]ie\cd that in ei\ ilized societies, tliat is, in societies 
that were past tlic early or natural state in which all possessions were conmion 
to all [niniiui oiujiihus sunt cornmuuia), these considerations told in favor of 
pri\ate pr()i)eit>' (t/zv/s/o rcri/zzz); bul there was neither a theoretical nor a moral 
principle to ])re\ent them from arriving at the opposite result whenever new 
facts should suggest it.-’ Some methodological aspects of this w'ill be dealt 
with in the next section. But another point should l)e briefly mentioned. 

'J lic scholastics were not priznarily concerned with the problems of the 
national states and their power polities, 'lliis is precisely one of the most im¬ 
portant links between them and the ‘liberals’ of the eighteenth and even the 
nineteenth centuries. But some of the phenomena that accompanied the lisc 
of these states were, nevertheless, bound to attract their critical attention, and 
among them was fiscal policy. I mention this here, and not in connection 
with their economics, because they hardly went at all into the specifically eco¬ 
nomic problems of ])ul)lic finance, such as incidence of taxation, economic 
effects of go\ eminent exjx'nditure, and the like: even when they did discuss 
government borrowing (which, following the lead of St. 'riiomas, they mostb' 
condemned) or the question of the relati\e merits of taxes on wealth and taxes 
on consumption (Molina, Lcssiiis, and de Lugo, among otliers, touched upon 

bines to a dcgiec that is quite cxteptioual, tboifHigh faiuiUaiily with seliolastic thought 
and with ccoiioinie theory, so that the interested reader may be referred to it w'ith con¬ 
fidence. Lcssius (Leonard dc Leys. 1554 16231, Luis Xfolina (iS3S 1600), and dc laieo 
(Juan de Lugo, 15S3 1660) all urote treatises de justiiia el jure. Our chief guide will be 
Molina. Ilis treatise apiieaied in instalments in 1593, 1597, i*nd in and after 1600; 
fed. used Dc just if ia ct jure, 1639!. 

-'J Any doubt about this may be dispersed by a .single reference: Juan de Mariana, De 
re^c et re^is inslilutionCy 1 599. Rut c\cn scliolastics who did not go so far never wor 
shijiecl at the shrines of either absolute nionarelis or omiij])utcnt bureaucracies, sec e.g., 
Molina, Tructatiis sccwidus^ disp. 22 and 26. 'I he scliolastic doctors, following tlieir 
own earlier tradition, must tlierefore be eoiisiclcrcd as the most important of the ‘mon 
arehomaeh.s’ of the sixteenth ecaitury. On tlie.se, see especially f. \V. Allen, A History 
of Politicid Thouiiht in the Sixteenth Century, 1928. 

Ihe reader will find a very characteristic: quotation from Lcssius in l')eiiipsey‘s 
Interest and Usury, j). 132. It does not follow, of course, that Lcssius, were he alive 
today, w'oiild embrace political coninuinisiii. 'I'lie point is that in good logic he would 
he free to arrive at the conc:lusiori that private property no longer fulfils the recpiirc- 
ments of social expedience and that economic coinnmnisin does. 
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this question), they produced nothing that qualifies as economic analysis. What 
they were most interested in was the ‘justice' of taxation in the widest accept¬ 
ance of the term—sucii questions as whether and when taxes might be right¬ 
fully imposed, by whom and on whom, for what purposes, and to what extent. 
And l)e]ow their normati\'e propositions there w'as some sociological analysis 
of the nature of taxation and of the relation between state and citizen. Both 
these norms and this analysis, along with the rest of their political and eco¬ 
nomic sociology, went intfj tlie work of their laical successors though the later 
science of public finance grew mainly from other roots. 

But while the economic sociology of the scholastic doctors of this period 
was, in substance, not more than thirteenth-century doctrine worked out more 
fully, the ‘pure’ economies ^^llich the\ also handed down to those laical suc¬ 
cessors was, practically in its entirety, their own creation. It is within their 
systems of moral theology and law that economics gained definite if not sep¬ 
arate existence, and it is they uho come nearer than does any other group 
to having been the ‘founders' of scientific economies. And not onb' that: it 
will aj^pear, e\en, that the bases they laid for a serviceable and well-integrated 
bod> of analytic tools and propositions were sounder than uas inneh subsecjnent 
woik, in the sense that a considerable part of the economics of the later nine¬ 
teenth century might lia\e been developed from those bases more ciuickly 
and with less trouble than it actually cost to develop it, and that some of 
that subsequent work was therefore in the nature of a time- and labor-con¬ 
suming detour. 

In what may be described as the a])plied economics of the scholastic doc¬ 
tors, the ])i\otal conee])t was the same rublie Good that also dominated their 
eecmoinic sociology. 'I his rublie Good was conceived, in a distinclb utilitarian 
S])irit, with reference to the satisfaction of the eeouoniie wants of indi\iduals 
as discerned b\- the observer’s reason or ratio recta (see, below, next section)— 
and is therefore, barring technicjiie, exactly the same thing as the welfare con¬ 
cept of modern W elfare l icoiioniics. Professor Pigou’s for instance. I'hc most 
important link between the latter and .scholastic welfare economies is the 
welfare economics of the Italian economists of the eighteenth century (sec 
beknv, eh. ■^). So far as a])]naisal of economic policy and business practice is 
concerned, the scholastics’ idea of what is ‘unjust’ was associated—though never 
identified—with their idea of what is contrary* to public welfare in that sense, 
'lb gi\c at least one exanqde: Molina declared that monopoly was in general 
irv^uhiritcr) unjust amt liarmful to the public welfare {tract, ii, dkp. ■^4;); 
though he did not identify the two, their juxtaposition is nevertheless sig¬ 
nificant. 

'llie welfare economics of the scholastic doctors linked up with their ‘pure’ 
economies through the ]^i\otal concept of the latter. Value, which also was 

fact should, howc*\cr. he recorded, that Nicolaus Cusaiius (already men 
tinned in eoiineetion with the heliocentric theoryl framed a coinijrehensivc plan for the 
reform of the finances of the German hhiiiJirc. based upon a general income tax (at- 
tiially introduced, for the Kiiipire as distinguished from the eompoiient states, in 1920'^. 
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based upon 'wants and their satisfaction/ Of course, there was nothing new 
in this starting point itself. But the Aristotelian distinction l^ctwccn value in 
use and value in exchange was deepened and de\ciopcd into a fragmentary 
but genuine subjective or utility theory of cxehangc value or priec in a manner 
for which there was no analogue in either Aristotle or St. Thomas, though 
there was in both wliat we may describe as a pointer. First, liy wa>' of criticiz¬ 
ing Duns Scotus and liis followers, the late scholastics, particularly Molina, 
made it quite clear that cost, tlioiigh a factor in the determination of cxehangc 
value (or price), was not its logical source or ‘cause.' Second, they adumbrated 
with unmistakable clearness the theory of the utilit\ which they considered 
as the source or cause of value. Molina and Lugo, for instance, were as careful 
as C. Menger was to be to point out that this utility was not a properh- of 
the goods theinsclvcs or identical with an>' of their inherent qualities, but 
was the reflex of the uses the individuals under observation proiK)sed to make 
of these goods and of the importance the>' attached to these uses. But a cen¬ 
tury before that, St. Antonine, evidently motivated by the w'isli to divest the 
relevant concept of undesirable ‘objective’ meanings, had employed the nn- 
classical but excellent term comfilacibilitm —the exact equivalent of Professor 
Irving Fisher’s ‘desiredness,’ which also is used to express the fact that a thing 
is actually being desired and nothing else. 'I'hird, the late scholastics, though 
they did not e\i)licitly rcsobc the ‘paradox of xaliie’—that water tliough useful 
has normally no exchange value—obviated the difFiculty by making their utilit}’ 
concept, from the first, rclati\e to abundance or scarcih'; their utility was not 
utility of goods in the abstract, but utility t)f the c/iicmtitics of goods a^ailablc 
or producible in the individual’s particular situations. Finally, fourth, they 
listed all the price-determining factors,-' though they failed to integrate them 
into a full fledged theory of demand and supply. But the elements for such 
a theory were all there and the technical apparatus of schedules and of marginal 
concepts that developed during the nineteenth century is really all that had 
to be added to them. 

There arc two more aspects of this theorv of exchange value that deserve 
to be noticed. On the one hand, the late scholastics identified their just price 
not, as Aristotle and also Duns Scotus seem to have done, witlj normal com¬ 
petitive price but with any competitive price (comninnis estimatio fori or 
pretium currens). W herever such a price existed, it w'as ‘just' to pay and to 
accept it, whatever the consequences might be for the trading parties: if iner¬ 
ts This statement, I think, renders fairly the nieaning of Molina’s arginnent in tract. 
II, (lisp. 34S, if projxT attention is paid to the analytic kernel in the word ‘just.’ Still 
less than a cost thcorv' of value can a labor theory of value be inipnled to them, though 
this has been done. W e shall see later that the emotional appeal of the latter has in 
duced some historians to interpret as many authors as possible in this sense. It should 
be borne in mind, therefore, that mere emphasis on the ini])ort;in( e in the economic 
process of the element of labor or effort or tnniblc df»es not amount to S])onsorship 
of the proiiosition that expenditure of labor explains, or is causal to, value—which is 
what is meant by labor theory of value in this book. 

Cf. especially a passage in Lessius, quoted by Demp.sey, op. cit. p. 151. 
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chants, paying and accc]3ting market prices, made gains, tliis was all right, 
and if they suffered losses, this was bad luck or else a penalty for incompetence 
so long as gain or loss resulted from the unhampered working of the market 
mechanism though not if it resulted^ for example^ from price fixing by public 
authority or monopolistic concernsr-' Molina’s disapproval of price fixing, 
thoiigii qualified, and liis approval of gains arising from high competitive 
prices in times of scareit\- are no tloiibt ethical judgments. But they reveal a 
percejition of the organic functions of commercial gains and of the price fluc¬ 
tuations tliat are responsible for them, a fact that marks a considerable step in 
analysis, '^riiis should be borne in mind, for we are not as a rule in the habit 
of looking to the scholastics for the origin of the theories that arc associated 
with nineteenth-century laisse/ faire liberalism. 

On the other hand, the late scholastics analyzed economic activity itself— 
St. Antonine’s iuduslria —and particularly commercial and speculative activity, 
from a standpoint that was diametrically opposed to Aristotle's. The Economic 
Man of later times i^ut in an a])peaianee in the conception of 'prudent eco¬ 
nomic reason*—a 'I’homistic jdirasc which acquired an entirely un-Thomistic 
connotation by dc laigo’s interpretation, which was to the effect that this 
prudence implies the intention of gaining in every legitimate way. This did 
not spell moral ai)pi{)val of profit hunting. As far as that goes, it is safe to 
assume that neither dc Lugo’s nor any other scholastic doctor's feelings dif¬ 
fered from Aristotle's; St. Antonine, for example, was very exjdicit on this 
])oint. But it spelled an im]:)roved analysis of business facts that was, of course, 
partly induced by obser\ation of the phenomena of rising cai)italism This 
realistic chiractcr of the work of the late scholastics should be particularly 
emphasized. They did not sinqdy speculate. 'I'hcy did all the fact-finding that 
it was possible for them to do in an age without statistical services. Their 
generalizations invariabb' grew out of discussions of factual patterns and were 
copiously illustrated b\- ]^raetical examples. Lessius described the practice of 
the Antwer]) exchange {bursu). Molina sallied forth from his study to interview 
businessmen about their methods. Some of his investigations into the economic 
conditions of his time and country, such as his study of the Spanish wool trade, 
amount to little monographs. 

As regards money, it \>ill suffice to record the four following points. First, 
reasoning on Aristotelian lines, the doctors presented, practically to a man, 
a strictly metallist theor\ of money which, in fundamentals, did not differ 
from that of A. Smith; we find the same genetic or pseudo-historical deduction 
from the necessih' of aNoiding the inconveniences of direct barter, the same 
conception of money as the most saleable commodity, and so on. Second, they 
were not only theoretical but also ]>ractical metallists, disapproving, with vary¬ 
ing degrees of se\erity, of deb;i.senicnt and of any gain that accrued from it 
to princes. As mentioned before, the outstanding authorih' on this matter, 
Oresmiiis, only formulated the doctors’ common opinion, which in this case 

See, e.g., Molina, tract, ii, disp. 348 and 364. 
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was evidently shared by most people.-'* Tlie modern student of monetary 
theor>\ who may possibly s>nipathiyx with those priiiees and feel inclined to 
regard them as worthy jiredecessors of the governments of his own day, slioiild 
obscr\e that the doctors went but a very short way into tlie economic effects 
of devaluation, "riiey saw the effect on prices and felt that creditors and holders 
of money were being defrauded hut that was aljout all. Even in these matters 
their anahsis did not go beyond the obvious, and the idea that devaluation— 
and other methods of increasing the amount of circulating monetary units— 
might stimulate trade and employment was quite foreign to them; it first oc¬ 
curred to those businessmen wlu) wrote on monetary policy in tlie se\entecnth 
century (see below, eh. 6). Since this idea \mis almost entireb' lost on the 

Orcsnie, oji. eit. eh. x^•: Quod lucrum quod l^rorcnit Prhicipi cx mutatiojw movctac 
sit injustiim. C'f. |eaii budiu's prceept in the sixth book of his Dc re publica (Lcs six 
lixrcs dc la Rc]^iihliqiic): fmneeps a nummorum corruptcla dehei abstincre. 'I'his adajjc 
and similar ones resound frenn a Inrt^c chorus of voices that were raised in protest 
against governmental malpractices during those centuries of almost incessant monetary 
disorders, but some writers who joined that chorus were lUit theoretical metallists. To 
quote an example, Fran^'ois C^rimaudet {Des Monttoves. 1 ^-6). thongli he insists that 
the nominal value of a coin should not surpass the xalue of the material excei)t for the 
‘fraiz cle fa^’ou et quclc[uc ix.tit protFit,’ yet states explicitly that the ‘essence of iiKmcy’ 
is in that nominal value et non en la maticre. On the whole. I think, ralor impositiis 
should be translated by nominal value, ralor intrinsecus by value of material, and ralor 
cxtrinsccus by ])uuhasing power {which is. howevei. also called potestas). Quantitas 
also means nominal value, and not quantify, nevaluation is denoted by nnitatio, cor- 
ruptcla, or aui^mcntum. 'I'he last term eorresixnicls to the English usage of the six 
teenth and .seventeenth centuries {'and even later times) when ‘raising* itioney meant 
debasement or devaluation. 

In that large chorus of protesting voices. 1 cannot hear any note worth recording. 
But I shall mention names of a few authors—not all of tliem scholastics—who seem to 
have gained considerable contemporarv' reputation: C. A. Thesaurus’ 'i'nictdfus novns ct 
utilis de augmento ac rariatiune monctarum (1607), and M. r’rcher’s Dc re monctaria 
(1605), do display some trices of the distinction between devaluation and depreciation, 
and may on this account be assigned a special ])lacc. Also ran (among many others, 
doctors and laics) ; Rene budel, Joannes Aquila, Martinus ( jarratius, rraneiscus Curtins, 
loannes Regnandus, Joachimus Mynsinger, Didacus [Diegoj Covarruvias (the famous 
jurist), Ilcnrieus liormannus. Franciscus dc .\retio, Joannes Cacphalus. 'f'here is some 
difference, partly explained by the fact that they had different .situations in mind, in 
their .solutions of the problem of the repayment of debts contracted in a currency 
that was subsecpicntly debased. This is tlie problem that really interested the public 
and is responsible for the unending stream of publications of this kind. But the answers 
are practical shifts and of no interest for us. One author .should l)e added, liowevcr, 
because his argument on usury secured him one of tlio.se places in the liistory of eco¬ 
nomics that remain occupied indefinitely for no other reason than that nobody bothers 
to revise the occupant’s claims. Charles nunioiilin (Carolus Molinaeus, 1500 1566) 
W'as a French lawyer of reputation whose Tractatus coTiimercionim et nsiirarum redilii- 
umque pecunia coatitutorum d* monetarum (I liave used the ist ed., 1546) was a great 
success and enjoyed international reputation, 'riiere is nothing in it, liowevcr, that 
could be described as a new contribution to economic analysis. 
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English 'classics’ of the nineteenth ccntiin’, we have here another of those 
curious doctrinal affinities that exist between J. S. Mill and bather Molina. 
'I'hird, we note for future reference that sonic of the doctors, among whom 
Mercado is the most important instance, adumbrated more or less clearly 
what came to be called the quantih' theory of money, at least in the sense 
in which Rodin can be said to have held it. And, fourth, they dealt with a 
number of problems in coinage,-' foreign exchange, international gold and 
silver in()\enients, bimetallism, and credit in a manner that would merit more 
attention and that compares favorably in some points with much later per- 
formance. 

Contrary to an opinion that has some adherents, the scholastic doctors did 
not work out any tlurorv of the physical aspect of )>rodnction (‘real capitaV), 
though they did e\(‘ntualK—since St. Antonine—block out a theory of the 
role in production and commerce of monetary caintal. Nor did tlie\' possess 
an\- integrated theory of distribution, that is to sa\, the\' failed to apply their 
embryonic demand-sii]3pl\- ajiparatus to the i)ioccss of income formation as 
a whole. Moieorer, the rent of land and the wages of labor had not as >et 
become anal\tic ])roblcms to Ihem. In the case of rent, this was perhaps due 
to the facts that, with farmers who tilled their own soil, the element of rent 
does not readily displa\ its distinctive character, and that rents paid to land¬ 
lords were in the times of the doctors so mixed with dues of a different na¬ 
ture that the economic rent, which was moreover traditionally fixed, did not 
show up \ery distinctly even in this ease. In the ease of wages, too, they did 
not ask the theoretical question; presumably they felt that nobody needs to 
be told what it is wages are paid for. They proffered indeed moral considera¬ 
tions and recommendations as to policy. Ilowevei. even St. Antoiiine’s rec- 
onmiendations, noteworthy because of the broad social s\ni])athies that in- 
sihred them, do not rest on an> analytic foundations of the kind w'C are in¬ 
terested in. The same apidics to the considerable literature that developed in 
the sixteenth centuiy on relief of the jroor, unemployment, mendicancy, and 
the like, to which the doctors contributed copioiish Much more important 
were their contributions tir the theories of tire two t\i)cs of income that they 
did feel to be anah tic jnoblems, business profits and interest. The risk effort 
theerry of business profit is undoubtedly due to them. In len ticular, it may be 
mentioned that dc I.ugo—following a suggestion of St. 'rhomas—described 
business profits as ‘a kind of wage’ for a .social service. No less certain is it 
that the>- launched the theor> of interest. 

So far, onr skctcli of seliolastic ceoiuniii(\s lia.s Ik’cii drawn without nuicli attention 
to its nietliodohigical jdiilosoidiy. wliich will be discussed in the next section, and also 
without much attention to the logical processes involved in unwrapping the analytic 

The eininenee of (".operniens in other fields suggests special notice of his Monetae 
cudemlae ratio (1526). 

De Sfito’s Deliberacion ett la causa de los pohres (i«i;4‘>). a«d Juan dc Medina’s 
De la nrden que . . . ac ha piicsta cn la Ihnosna . . . (i545)» arc examples of those 
scholastic contributions. ’Flic subject will be briefly mentioned again (see below, ch. 5J. 
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dement in the reasoning of the doctors from the normative considerations in which it 
was embedded. In order to exhibit thc.se pioces.ses and to show precisely how it was 
that they came to ask the question which they were the first to ask—namely, the qiics 
tion why interest is nctnully pau/—we sluilL in the case of interest, he more cnicful in 
doing the unwrapping. 

The motive of .scholastic analy.sis was nianife.stly not pure scientific curiosity but the 
desire to understaiid what they were called upon to judge iroin a moral staudpt>inl .“•* 
W hen the modern economist siKMks of ‘value indginents.' he refers to moral or cul¬ 
tural apprai.sal of institutions. As we have .seen, the .scholastic doctors also pas.sed value 
judgments of this kind. Primarily, however, and so far as tlieir practical ta.sk was con 
cerned, it was not the merits or dements of in.stitutions tl\at mattered to them, but the 
merits or demerits of individual beliavior within the frame of given institutions and 
conditions. More than anything else, they were tliicctors of individual consciences or, 
rather, teachers of directors of indi\idual coiisi'ienccs. 'I'hey wrote for many purposes 
but principally for the instruction of confessors. In the fust instance, therefore, they 
had to ex]H)und moral prcccjits that were immutable on luinciple. Secondly, they had 
to teach tVie application of these precepts to mdividvval cases avisirrg in air alni(»sl in¬ 
finite variety of circumstances."'' Hut this was not enough. In order to secure .some 
thing airproaching uniformity of practice among the numeious confessors, it was ncces 
sary to work out concrete dcci.sions for the more important t>pes of cases that occui in 
practice. Morcewer, one of the considerations that art most hcljrfiil in deciding whether, 
from the standiroint of a given individual, a gixen act is a sin, and if so, lunv serious 
a .sin it is, is whether or not it is common ])iactice in the indixidual’s cm iioiiinent. 
For both thc.se reasons it was ncces.sary for the doctors to investigate typical forms of 
economic behavior and also the actual ])iactices jucvailing in the environments under 
their observation—a task that was often so simple as not to call for special effort, but 
was exceedingly difficiilt when it came to the coinjdex )dicnomenon of interest. 

'Phus the normative motive, so often the enemy of ]iaticnt analytic work, in this in 
stance both .set the task and supidicd the inetlioil for the scholastic anahsts. Once set, 
the task was strictly .scientific and logically inclciiendent of the moral theology whose 
purposes were to be .served. /\nd the method was also .strictly .scientific; in i)ariicular. 

For our purpose, the history of legislation on interest, whether ])rocecding from 
temi)oral or sinritual authority, is not of any great importance. Moreover, the reader 
will find in the I'.ncydopaeilia of the Social Sciences or in Pularaves Dictionary all he 
may wi.sh to have in the way of general orientation. Nevertheless, a few' facts about the 
pcjlicy of the Catholic Church may be welcome at this point. In the times of the 
Roman F.mpire the Catholic ('hurili dealt very eaiitioush with interest, Aristotle and 
St. Luke notwithstanding. I'lic Council of Nicaea (>251 did not go beyond a prohibition 
addressed to the clergy, though more general di.sai.ii)roval was exjnessed. 'I'lie decisive 
step, which also included the declaration that .secular legislation to the contrary' was 
invalid (St. 'i'horn.is had not thought .so), was not taken until i^n. Prohibition was 
then reaffirmed many times and is still in force. Hut its jnactical imjKirtance decreased 
along with the decrease in importance of the cases that came under it. as will be ex 
plained in the text. Some notice of this was eventually taken in the encyclic:al \''/x 
perveiiity 1745. In 1S5S a circular instructed confessors not to di.sturb penitenls w'ho 
accept interest at current rates. 

3 ^>The theory' of this was given, c.g., by St. 'I'honias {Snjuma 11. i, qnaest. vii). 'Ihc 
chief reference, so far as moral theology is concerned, for what follows in the text is to 
St. Alphon.so de’Liguori (1696 17S7; 7 ’hco/ogid tnoraliSy .sec Works, Jiinglisli ed., 

1887-95) 
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it \\as cniiiKiilly rc.ilistic, since it involvecl nothing beyond observation of facts and 
icir in ^-rp^e ,i ion. il \\as a method of working out general principles from ‘cases’ 
Mmiewhat akin to tlic inctlmd of laiglish inrisprudence. Moral tUcology came in only 
after tlic aiiabtic- work was clone in each case, to siibsiinie llic result under one of 
its rules. 

It is not sniprisiiig. how'cver. Iliat to iinsyiiipathetie critics of scholastic work, scho 
lastic reseaicli into inleiest appeared in the liglit not only of ‘c.*asnistry’ in a derogatory 
seii.se of the term but even of a series of attciii]jts to cover the retreat of the Catholic 
C.hiirch from an nntenable position by logical tricks or subterfuges, and to jn.stify ex post 
each fait accompli. 1 he reader may judge for himself. But it is as well to i^oint out a 
fact that will seem to su])port that opinion. On the one hand, moral precept, however 
iminntable, will yield different results if applied to different circumstances; and capi¬ 
talist evolution did create cirenmstaiiccs in w'hieh the cases that came under the pro 
liibition of usury rairidly decreased in ini]H)itance. On the other hand, such an evulu 
tion will be inevitably paralleled by sublerfugcs of interested iiarties, who will try to 
avail thcm.sclves of all the possibilities offered by a .sy.stem of rules and exceptions that 
grew incieasiiiely complex; yjeihaps the most famous of these subterfuges was the abuse 
(ff the clement of niora iirescaitly to be nientionc'd in the text, but there were many of 
them. This j)arallclism cannot fail to impress the superficial ob.server, particularly if he 
is not very well vcr.sed in either .schola.stic literature or economic theory. Moreover, we 
are S]Haking of schola.stic* doctrine at its highest. It is of course not denied that the 
ordinaiy clerical practitioners, like any bureaucracy, committed a great many mistakes 
and fostered resort to subterfugc^s both by iinintelligently restrictive inteniretation of 
the rules they weic diieelcd to apply and by wellmeaning eoniiivance at cva.sions. 

Usnn’, then, was sinful. But wliat is ii.siiry? On the one hand, it docs not 
ncccs.sarily iinohc the exploitation of the needy: this element is morally rele¬ 
vant in other res]K*cts but was not a constituent of the scholastic concept of 
usury. On the other hand, usury is not always present when more than re- 
paMiicnt of the sum lent is stipulated: simple exegesis of St. 'Ihomas' teaching 
siifficecl to justify compensation for the lender's risk or tronlrle—particiilarh' 
evident in the purcha.se below par of notes—or compensation in cases where 
tlie lender was deprixed of his monex' against his will, as in cases of forced 
loans, or of the delator’s failure to repay at the stipulated time (more clebitoris). 
Thomistic teaching even suggested hfolina's proposition that, since the lender 
of any commodity is in any ease entitled to receive back its full value at the 
time of lending, more units might have to be repaid than xx^erc gixen (esto 
plus in quantitate sit accipiendum), though no application was made of this, 
so far as I knoxv, to money loans. From all those cases emerged the principle 
tliat a charge xvas to be considered as normal or nnohjcctionablc xxhenexer 
the lender incurred any loss (damnum emergens). Some doctors argued that 
tlic lender iii temporarily giving away his money alxxaxs and inevitably suffers 
siieli loss. But most of them refused to accept this viexv. Nor did the majority 
admit lliat the gain the lender foregoes by lending (lucrum cessans) is in it¬ 
self a jnstifieation for making a charge, 'lliey did admit, hoxvcvcr, that, as xve 
may ])ut it, gain foregone turns into actual loss xxhen the opportunity for 
such gain is ])art of a man’s normal environment. This meant txxo things. 
iMrst, merchants tliemselves xxho hold money for business purposes, evaluating 
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this money with reference to expected gains, were considered justified in 
charging interest liotli on outright loans and in cases of deferred payment for 
commodities. Second, if the o]iportunity of gain contingent on tlic possession 
of money is (jiiite general or, in other words, if there is a money market, then 
e\cT}onc, c\eri if not in business himself, may accept the interest determined 
by the market meehaiiisin. 'ITiis proposition had to be handled with care, for 
it evidently opened the door to all sorts of evasions. But it is no more than 
a special case of tlic principle that e\eryone ina> , in justice, pay and ask the 
current price for e\er\ thing, and was not invented ad hoe: if it is not in evi¬ 
dence in the thirteenth century and inucli in evidence in the sixteenth, this 
is mcrcl\' due to the fact that money markets had been uncommon in the 
former century and became (juite common in the latter.Obscr\e that when¬ 
ever alternatixc op]M)rtunities of gain arc iiorrnally available to everyone, the 
argument from gain foregone will coincide with the argument from 'privation': 
foregoing gain is in this case preciseb what the privation consists in. Observe 
further that in dll tlie cases mentioned justification rests on circumstances 
tliat, however frequently or even generally they iiiav' prevail in a given en¬ 
vironment. are logically accidental to the pure loan contract {Tmituum), which 
in itself was never held to justify interest. And observe finally tliat justification 
was never, or hardly ever, based upon the advantages that the borrower might 
reap from the loan; it was exclusively based on the disadvantages that lending 
brought to the lender. 

J')ropping now the norinative garb of scholastic interest analysis and tlic 
moral doctrines that motivated their research, vve may restate as follovv'S the 
causal theories their research unearthed, on the* understanding that the picture 
cannot be quite satisfactory because the scholastic doctors did not much more 
agree on the theory of interest than do we. 

1. Tntcrest, though coustiued on the more general model of loans of ‘con- 

I’liis is no doubt .1 very iinijcrfect account of a rich doctrinal development. Con 
siderations of space, lioue\tT, make it impossible to prersent a more satisfactory one 
which the interested reader will find in F’rofessor DcTni)sey’s hook. Also see A. M. 
Knoll. Der '/Am in dcr Schohistik (iQ'?'?). But a miuh discussed construction, associated 
wiMi the name of the famous I'lr. Eck (14S6-1543) and also favored by Navarrns and 
Major, should he noticed, the triple contract, contractus trinns. It is, of eoiuse, licit 
to enter into a partiicrshiii and to dr.aw an income from it. Nothing prevents the part 
ncr in a business from insuring Iiis capital against loss; licnce he may also do so with 
his other partners in which case the price of tlic insurance will amount to a reduction 
of his share in the profits. I''inally, lie may legally convert tliis rediited share in variable 
profits into a constant annuity that will reprc.seiit pure interest, 'f'his construction is in 
teresting from an analytic: point of view becait.se it exhibits the connection between 
interest and business profits in a very instructive way. As a defense of usur>' it was, 
however, rightly coinlcnmcd. For cither we accept the argimient that the partner in 
question has alternative business opportunities of the kind tli.it justify the charging of 
interest; then the const ruction is supcrfliions. Or vve do not aeeei)t that argument; then 
the failure of the second contract to reduce that partner’s share to zero (ajxirt front n 
remuneration of his work) would si>ell usury. The logical slip involved in Eck’s argil’ 
ment is worthy of tlie reader’s attention. 



SCHOLASTIC DOCTORS AND NATURAL LAW PHILOSOPHERS IO5 

snmptiblcs/ is essentially a monetary jjhcnomenon. There was no analytic merit 
in this, "^nic scholastie doctors simply accepted a surface fact exactly as had 
Aristotle. They did sometimes relate interest on money to the returns of in¬ 
come-bearing goods, land, mining rights, and the like that may be bought for 
money. But this point—though used in some interest theories of the seven¬ 
teenth and eighteenth centuries—was without analytical value because the 
price of income-bearing goods and therefore the net return from them already 
presiii^poses the existence of interest. 

II. Interest is an element of the price of money. Calling it a price for the 
use of niouey does not exjdain anything and at best restates the problem in 
an unenlightening wa\. In itself, it is an empty phrase. Nor is the analogy of 
interest with interlocal ])remia or discounts on money more than a restate¬ 
ment of the problem, hbr these interlocal premia and discounts are explained 
b\' risks and costs of transfers whereas pure interest, as distinguished from 
compensation for risks and costs, is an intertemporal premium which the 
analogy docs not lielj) to explain. 'Ilic uncritical appeal to mere lapse of time 
per se is valueless—circumstances arc easily conceivable in \^hich it would 
fail to produce a deviation from zero interest. Though negative only, these 
])ro])ositions are of great analytical value. They clear the ground and prove 
that the scholastic doctors—in this respect much superior to nine-tenths cvf 
the interest analysts of the nineteenth century—saw the real logical problem 
involved. In fact, these propositions define it. This is why they should be 
credited with having launched the theory of interest. 

III. ITenee deviation of interest from zero is a problem the solution of which 
can be found only by analysis of the particular circumstances that account 
for the cmeigenec of a ])ositive rate of interest. Such analysis reveals that the 
fundamental factor that raises interest above zero is the prevalence of business 
profit—all the other facts that may produce the same results arc not neces¬ 
sarily inherent in the capitalist process. 'Ibis proposition constitutes the main 
positive contribution of scholastic interest anahsis. Adumbrated before, it 
was first clearly stated by St. Antoninc, who explained that though the cir¬ 
culating coin might be sterile, money capital is not so because comniaud of 
it is a condition for embarking upon bu.sinc.ss.'"* Molina and his contempo¬ 
raries, while rightly insisting that money was ‘in itself not productive and no 
factor of production, yet accepted a similar view: they coined the significant 
plirase that money was the Merehanfs Tool. Moreover, they quite understood 

This, of course, was a frontal attack on Aristotle’s ‘sterility of money.’ It is inter¬ 
esting to note that St. 'Mioinas’ art;ninent proffered a cliiv for this. After having taught 
that there was no reason why money .should ordinarily carry a premium, he went on to 
say that there were secondary cm]doyinents of money in which something might he 
charged for it. ’Hiis would be the case, for instance, if s()me])()dy lent money for the 
purpose of enabling the borrower to deposit it .as a pledge or guarantee {loco pigunris). 
St. 'fliomas certainly did not mean to include business loans in thc.se ‘sceondary uses,’ 
of inoiicy. But this was done in )acobus Ferrarius’ Dioircssio resnluloria . . . (162;?), 
where the author went so far as to include all loans made for any legitimate purposes 
whatsoever. 
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the mechanism by wliich tliis premium, if capitalist business be sufficiently 
active and—relative to the rest of the environment—sufficiently important, 
will tend to become an all-per\acling normal phenomenon. And their ideas 
on lucrum cessans and damnum emergens complement their analysis as re¬ 
gards the supply side of the money market. 

iMirlher than this they did not go. 'Vheir tlieory of business profits in par¬ 
ticular was not sufficiently de\cloped to allow them to reap the full benefit 
from the insight that led them to trace interest to profit as its source. Also, 
being the first in this field. the>' groped for their generalizations rather than 
stated them. In this iirolonged process of groiiing the\ sli|)ped up freciucntb 
and used many inadeciuate and even faulty arguments. Ibit if we are to treat 
them as we treat other groups of analytic workers, merits ])revail greatb' o\ei 
shortcomings, espccialK if we give them credit, as \\v ought to, for much of 
what successors and even opponents learned from their anabsis. 

Hut what, if that be so. becomes of the great battle on interest between 
scholastic and anti scholastic writers that is suj^posed to ha\c raged in the six¬ 
teenth and se\cnteenth centuries? So far as the history of economic analysis 
is concerned, the only answer is that there was no battle. No analy tic progress 
was made and no new anal\ tic ideas on interest were i)rofTcrcd for a long time 
to come. Even the most famous leaders on the anti-scholastic side such as 
Molinacus or Salmasius had nothing new to say: Molinacus and Navarrus— 
contemporaries roughb speaking—were about on a par in tlie<irctical grasp 
of the interest problem. Salmasius only reformulated the scholastic theory 
about lucrum cessans from available business opportunities that we find in 
Molina. So far as the moral issue was concerned, the Protestant theologians 
and the laic lawyers differed among thcinschcs on the subject of interest, but 
were also content to repeat arguments forged by the scholastics, whichever 
side they espoused."* But, in addition there was a legislative or administrative 
issue, and it is this that accounts for the controversy in question. As we have 

Molinacus (Charles Diiiiioiilin) has been di.scussed above. Salmasius (Claude de 
SiUiiiKiise. 1588 165;^) wrote a number of tracts on interest, of wliich it is sufficient to 
mention two; De iisuris (1638; but tliere seems to have !)eeii a previous ed., 1630) and 
De foenore trapezitico (1640). 

'»• \Vc may as well dispose of this matter once for all. Scholastic doctrine was taught 
by Richard Baxter (1615-91; sec, e.g.. his Christian Directory). On a lower level, the 
same holds for the considerable literature on interest that, representing the poinilar re- 
action to the financial aspects of rising capitalism, denounced usury on purely moral 
grounds. Here are a few I’.iiglish samples which, 1 think, are fairly representative; 
'Ihomas Wilson, Discourse upon Vstirie (15S4, but there was an earlier ed., in 1572, 
according to the Kress Library Catalogue; new cd., with introduction by K. M. 'i'awney, 
1925). IMiilippus C’aesar, General I^iscourse against the Damnable Sect of Usurers 
(1578), purely moral invective; Anon., Death of Usury or the Disgrace of Usurers . . . 
(1594); Anon., Usiirie Arraigned and Condemned (1625). 'I’licre were, of course, plenty 
of sermons that I have not investigated. Roger Kenton {'Ireatise of Usuries 1612) may 
stand for tlie defense of interest on a ground that was known to the scholastics but not 
accepted by them as relevant to the moral issue, viz. the advantage that accrues to the 
borrower. 
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seen, tlie scliolastics held that interest had to he justified on grounds not in¬ 
herent in the loan contract (mutuum) as such. But this amounted to saying 
that each case, or at least cacli type of case, was on trial and not to be ap¬ 
proved without iincstigation. Ihongh they did not always oljject to secular 
legislation that pennitted interest,”' it is easy to imagine what inconvenience 
this principle must have caused after interest had become a normal phenom¬ 
enon. f he question naturally arose, that was in the end answered affirmatively 
by Popes Pius VITI and (Gregory XVI, whether in such eireumstances an over¬ 
complicated set of rules, Iioue\er correct logically, should not be replaced by 
admitting a sweeping presumption that the acceptance of a market rate of 
interest was all right. 'I his is really all that a steadily increasing number of 
laical and even clerical writers demanded. But they did not put it this way, 
partly because they were not able to understand the finely spun logic of the 
scholastics and thciefore set it down as mere sophistry, and partly because, 
most of them being enemies of the Catholic Church or the scholastic doctors 
for political and religions reasons, they could not bring themselves to argue 
the question of polie> without sneers or invective. 'Phis created the impression 
that there was a battle l)ct\\ecn old and new theoretical principles which, 
since it distorts the pietuie of a phase in the history of economic analysis, 
it seemed worth while to dispel. 

5. 'I’m: Concept of Natural Law ^ 

We must now attend to a subject the consideration of which we have twice 
deferred. It is beset with difficulties and an inexhaustible source of misunder¬ 
standings which cannot be straightened out entirely in the available space. An 
appeal for the patient co operation of the reader is, however, justified by its 
fundamental imiwrtancc for the origins and early history of all social sciences. 
r‘or the first discovery of every science is the discovery of itself. Awareness of 
the ])rescnce of a set of interrelated phenomena that give rise to ‘problems’ 
is evidcntlv' the prerequisite of all analv tic effort. And in the case of the social 
sciences, this awareness shaped itself in the concci^t of natural law. We shall 
try to disentangle its various meanings and to catch their subtle changes and 
associations. 

St. 'Miomas even went so far ns to sny (loc. cit. ad tertium) that, in the condition 
of inii^crfect man. many useful things would be iiiii)cdcd (miiltae utilitatcs impediren- 
tur) if all sins were strietlv forbickkn by hiinian law. 

1 I''r()in the large literature on the subject, I select for the reader’s general informal 
tion Sir h’rcdcriek Tollock’s ‘History of the Law of Nature* (in his Essays in the Law, 
reinibl. 1922). .\lso see P. Struve. ‘L’Idec dc loi iiaturclle dans la science econoinique,* 
Revue d!economic politique, July 19=1- 'l’h<^ only study I can connnend for correct ap- 
l^raisal of the work done uiulcr the auspices of the natural-law idea (though of the 
work of the successors of the scholastics rather than of the scholastics themselves) is 
C). H. 'Paylor’s ‘Ikoiioniics and the Idea of Natural T.aws,* Quarterly Journal of Eco¬ 
nomics, Nov'cinber 1929. Vinogradoff’s well-known Outlines of Historical Jurisprudence 
(1920-22) may prove helpful. 
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(a) The Eihico-I^gal Concept. The scholastic doctors themselves traced 
their concej^t of natural law back to Aristotle and the Roman jurists, althougli, 
as we shall presently see, they made of it something totally different. Aristotle, 
speaking of justiee, distinguished the ‘naturally just' (q’nmxov ftixaiov) from the 
‘institutionally just' (voiuxov «Si'xaiov) (Ethics v, 7). But in that passage, the 
term Natural must be understood in a very narrow sense. Aristotle there means 
to refer onh to forms of belunioi that arc enforced by ^■ery general necessities 
of life that man shares nitli other animals. But elsewhere he used the term 
Natural in a much wider sense, in fact in all the senses it ever acquired with¬ 
out distinguishing, let alone defining, them clearly. And the Natural in the 
wider senses, also, he associated Bith the Just, thus setting an example for 
ages to come—e\eii the English ‘classical’ economists sometimes mixed up 
the natural and the just—though he bus not quite consistent about it: he 
sometimes approved of what he did not call natural; but he never disapproved 
of anything to which he affixed this label. 

'The Romans, not much gi\en to pliilosc>phi/ing, simply accepted the Aristo¬ 
telian definition: Gaius {Iiistit. i, 2) said naively that natural law (jus naiunilc) 
‘is what nature has taught all animals' {quod ruitura omnia animalia docuit). 
Ulpian said the same thing. I hey simply accepted this Natural Iauv as a source 
of legal rules that was just as good as, and in fact superior to, any of the 
sources of imsitive law. statutory and other. But there arc two important points 
to be noticed in addition. First, there developed a tendency among Romans of 
literary proirensities. such as Cicero, to affix the term jus naiurale to what was 
officially called jus genlium. 1 he reason was that the latter, embodying as it did 
rules of equity, seemed someliow more ‘natural* than the formalistic civil law. 
'I'hc reader should observe that this sense of natural law, the sense that ulti¬ 
ma teh prevailed (while, as we have seen, the term jus gentium accpiired in the 
seventeenth century the meaning of Law of Nations') is not identical with the 
sense defined by Aristotle in Ethics v, 7, though it has more to do with the 
other senses in which Aristotle actually used the word Natural. Second, the 
Roman jurists also associated different meanings with the words Nature and 
Natural, of which one is important for us: ^ the rei natura or the nature of 
the ease. For instance, when we arc confronted by a legal question arising out 
of a contract, we must first find out what the ‘nature of the business’ was that 
the parties to the contract intended to effect. At first sight, this nature of the 
case seems to have nothing to do with natural law- in any sense—as many legal 
treatises try to explain that are written by jurists who, under the influence of the 
historical school, have come to hate the very phrase Natural Law'. But we 
sliall presenth see that it has a lot to do with it. 

St. Thomas accepted the Aristotelian definition in the legalist formulation 

5* Otlier meanings are embodied in such terms as naturale negotii and naturalis 
obligdtio with which I do not want to bother the reader. All of these and other 
meanings, though distinct, arc of course related. 

•* What may be termed the Thoinistic theory of law, natural and jiositive, is pre¬ 
sented in Sunima 11, 1, quacst. xciv, xcv, and xcvii; 11, 2, quaest. i.vn, art. 2 and 3. 
Interpretation is not easy. My thesis of the mutability of natural law is gleaned from 
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of flic Roinnn jurists but nicrcly as a matter of form. Actually, his attempt to 
put logical order into Aristotle's various uses of it produced something that was 
neither Aristotelian nor Roman.* In the first place, natural law or the 'naturally 
just' (lex naiuralia, iiistum natiirah) may be the set of rules that nature im¬ 
poses upon all animals and also may be, in the sense of Aristotle's definition, 
immutable on principle. Rut since these rules work out differentb- in different 
conditions of time and ]daee and with different people, and since it is possible 
to add to them or to subtract from them, even this natural law became his¬ 
torically variable in practice isce, especially, Summa ii, i, cjnaest. xciv, art. 4 
and t;). In the second place, there was another meaning of natural law that St. 
'Ihomas explains only by examples but which really ecjiiates natural law to the 
set of rules that eonform ihahet qiiandam comincmuralioiicm) to social neces¬ 
sity or cx])edience, the historical relatis ity of which St. 7 'liomas never tired of 
stressing. Natural law in this sense is almost, though not cjuite, identified with 
jus gentium in the Rf)man official sense. In the third place, it is held that 
liunian posithe law necessarily consists either in deductions from this natural 
law or in adjustments of its rules to particular eondilions. An enactment that 
violates any rule of this natural law docs not make valid law at all. 'I'hc reader 
will notice the political implications of this doctrine. 

To make a long story short, we leap from St. Ihomas to Molina. Molina 
cleaily identified natmal law, on the one hand, with the dictates of reason 
(ratio recta), and with \\hat is socially e\]>edient or necessary (exf^ediens et 
necessiiriinn), on the other. These propositions, in themsehes, are nothing but 
Thomisiu formulated more pointedly. But he took a further step {tract, i, disp. 
4): after repeating the Aristotelian definition he added, ajiiwiently by way of 
explaining its meaning: ‘that is to .say,' the naturally just is that which obligates 
us by \irtue of the nature of the ease (cuius obligatio oritur ex natura rei). Rut 
this is not at all what Aristotle meant. Molina does not interpret his meaning 
but adds a new one: he definitely married natural law to our rational diagnosis, 
with reference to the C'onimrju Good, of the eases—whether individual con¬ 
tracts or .social institutions—which we obserxe in research or practice. Molina's 

an armniicnt tliat purports to prove the contrary hut so qualifies and hedges in the 
prineiide that the subsequent statement in the text seein.s warianted. St. Thomas 
also argued that natural law was the same apiid ownes and again the practical upsliol 
is relativity: his emphasis u])ou what is loco temporique conycnieiis suffices to c.stab 
lish this, though diffeicnt inteipietations may very well he appioi)riatc from philo¬ 
sophical or theological standi)oints. 

^ Many crities will disagree. Tluy will point to the references to .-Xristotle and 
Ufifian by which St. 'Ihomas siqjported his exposition. XVry likely, thc.se critics and 
1 will have to agree to dilTer. becau.se no agreement can he expected in matters into 
which the i-iersonal equation of interpreters must inevitably enter. The personal equa¬ 
tion in this case refers to the impr)rtanec we attach to i>assing remarks, obiter dicta, 
hints. I admit that pointers to St 'Ihoma.s* teaching can he found in Aristotle and the 
Roman jurists (also in Cicero). But their weight appears to he so great only bceau.se 
it is preci.scly such passages that St. Thomas brought together. 'I’aken independently 
of what he made of them they amount to very little. 
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view ‘the nature of natural law’ is rncntionecl only as an example of 

\\'|jiit was the general opinion of the doctors in his and e\en an earlier time. 
De Soto’s concept of the Command of Reason {ratiouis ordinatio) amounts to 
the same thing. 

One \\i\\ of jjiitting this result is to say that all .spec'iilative or metaphysical or non 
einpiiical elements had evaporated from Molina’s natural law concept, and that there 
was nothing left but reason applied to particular facts, though, so far. applied from 
the normative standpoint. Ihifortunately, however, the subject is more complicated 
than this. 'The doctrine of the scholastics also contains the sources of two currents of 
thought tliat are the ver>- opposites of sober matter of fac tness. ’f’hesc must be men 
tinned l>ecause they contributed substantially to the prevailing confusion about natural 
law. I’irst, there is the association of natural law with primitive conditions. W e have 
seen that, following Aristotle, the doctors, like A. Smith, treciuently made u.se of a 
pseudo liisUirical method of e.viwsitioii: they liked to start, in exi)laining a .social phe 
nonienon such as property or money, from an iniaginar>- 'early state’ of society. 'I'hey 
did not, so far as I can .sec, make any improper use of this construction. But the 
Natural was the Just and if the Natural is particularly clearly revealed in jnimitivc con 
ditions, as that method of exposition implies, then priniiti\c conditions ])ccome just 
as well as natural, h'rom this standpoint .starts an uninterrupted line that runs right 
into Kou.s.seau’s glorification of the natural, in the .sense of primitive, state of humanity 
—an association that is entirely innnaterial but did not add to the .standing of the con 
cept. J'he scholastics themsehes, needless to say, di.splayecl no tendency to glorify primi 
tive cemditions. 

Second, there is a relation between the scholastic natural law and the Rights of Man, 
droits dc VhommCy and .similar eighteenth eentuiy constrncts including the laborer’s 
natural right to hi.s product. I'he existence of this relation cannot be doubted. I'or tlie 
natural law of the doctors was coihsidered as a source of valid legal rules about rights 
and duties, and all the framers of the droits dc Vhomme preiended to do was to draw 
on this source for the Conimancl of Rea.sfin or ratiouis oidiuatio with re.spect to the 
political rights of civilized man. Moreover, some items in the list of these riglits are 
clearly recognized by scholastic writers. And yet, the si)ccidative character of Ihesc and 
similarly conceived rights is a commonplace. It is precisely this sort of thing, more 
than anything else, which accounts for the distaste many of the best economists have 
felt for the concept of natural law. and which has matle it a byword for mdiisloric 
and unscientific melaphysics. So much is this the case that, with some of us. a pro]K> 
sition need only be linked up with natural law in order to be ])nt out of court; in 
fact, one of the most common reasons for wholesale rejection of economic theory to 
this day is that it is nothing but an offshoot of nnscientific natural-law philosophies. 
W'e have, therefore, every motive for looking more closely at the indictment. 'This will 
be done under the ne.xt heading. 

( 1 )) The Analytic Concept. So fur we have been inquiring into tlie develop- 
nient of the natural-law eoncept in its role w'ithin the ethical and legal sphere 
or, what amounts to the same thing, of natural law considered as a source of 
morally and legally \alid imperatives. After what has been said in preceding 
.sections of this chapter, it is easy to find the bridge to the natural law concept 
in its analytic role. In fact, w^e need only generalize our findings in the special 
case of the theory of interest. For this purpose, let us ask the question: w'hy 
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should Aristotle liiive Ciilled certain forms of behavior ‘naturally just’ in the 
narrow sense of his definition? Evidently because these forms of behavior were 
necessary eonditioiis of the sn^^i^rll of (as he tliought) aiiiiiial life in general. 
A similar answer will hold true for the ‘naturalls just’ in the wider sense that 
covers the necessities of social life in the actual historical eireuinsianccs of any 
given huinau society. ’I'hcieforc, in order to find out what is naturally just in 
any ixirtieular ease, it is fust necessary to analyze these eircumshinees. ’I’he gen- 
eiali/ations that we may derive by so doing can be called natural law in the 
analytic sense: the nornialire nalural law presufylmscs an explanalory nalural 
law. I he former is nothing hut a particular kind of value judgment passed 
u]ion the facts and the relations between facts unearthed by the latter. 'J'he 
two arc logically as distinct and practically as distinguishable as are the \alue 
judgments and anal\ tic ])ropositions of an\ economist, b’or instance, A. Smith 
had a theory of w'agcs that consists of statements of fact and of generali/ations 
derived from them. But he alsi) said (Wcallli, Bk. i, eh. Si that ‘the produee 
of labour constitutes the nalural rectanpence <»r wages of laljoiir.’ Since b) 
]U()duce of labor he there meant the whole product, and since, on his own 
sluAving, the wagc:s do not normalb amount to that, we have here clearly a 
natural-law proposition in the philosophical or \aluc-judgincnt sense. But 
when we are interested in seientific analysis only, we ha\e no diffieulh m dis¬ 
carding this sentence. Or, a modern economist may both anabzc the ])he- 
nomenon of j^rice discrimination and ]3:iss a value judgment u])on it. If he does 
the latter by calling it iiiijnsl, he is adopting a natnral-kuv rule that does not 
differ, in this ease, from that of the scholastics. If he a])])i<>ves of the Robinson- 
Patman Act, which forbids discrimination, he does what the scholastics would 
hase done in their das by saying that this act is valid law because it conforms 
to an imperatue of natural law. \N c may indeed c:ill this, or any value judg¬ 
ment of any kind, unscientifie or cxtra.scicntific. But there is no point in throw ¬ 
ing out the analytic bah\ with tlic ]rhilo.sophic balh-watei. And this is precisely 
what is being done by tliose who dispose of the economies of the scholastic 
doctors or their laical successors merely b\ jrointing to its associations w'itli a 
SNstem of moral and legal iinperative.s—-of natural laws in the analytic sense 
because of its association with a .sxstcin of natural laws in the normati\c sense. 

'I'lie main objection raised against natnral-knv jiirisprndcncc and eco¬ 
nomies 1>\‘ the liisloiical sehool was, however, not this but a different 
though related one: natural law* w'as sujijrosed to be entirely diNorccd 
from historic realit>’. W'e Iia\e seen that this objection is inihuinded so 
far as the scholastic doctors, who alwaxs stressed the historical relativity 
of social phenomena, arc coneemccl. It is better founded in tlic ease of 
some of their siiceessors. But it should be obscrvc’d that, whether well or 
ill founded, this objection touches only the use of the concept and not 
the concept it.self. Any concept can be faultily used. Moreover, any 
thcorx' may be inadequate or wrong. In i)articular, it may claim for its 
propositions an undue amount of gciieralih . l lie theoretical views asso- 
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ciatcd with the droits de Vhomme. for instance, certainly did. But an in¬ 
adequate—or e\en wrong—scientific theory is still a scientific theory. On 
the otlier hand, wc shall understand that the absolute claims made in 
the eighteenth century on behalf of certain legislative ])rograms, without 
due reference to conditions of time and place, fostered all sorts of mis¬ 
understandings of the true character of natural law analysis. 

I ]ia\c said tliat social science discovered itself in the concept of natural 
law. 1'his will be particularly clear if we visuali/c it in the form of 
Molina’s definition—as distilled from the ‘natinc of the case/ the rei 
iiatura. Taken in this sense, the ideal of natural law embodies the dis- 
coverv that the data of a social situation detennine—in tlic most favor¬ 
able case, nniquely—a certain sequence of events, a logically coherent 
process or state, or would do so if they were allowed to work themselves 
out without further disturbance. 'This is putting it in modern terms. But 
the reason why wc may attiibutc this idea, in however rudimentary a 
form, to the scholastic doctors is in their concept of juslice. This 
(Aristotelian) eonce]T of justice St. 'riiomas ex])lained by relating the 
word ‘justice’ to adjushnent and the word ‘just’ to adjusted. Just is 
what is adjusted, or conforms, to—what? 'I he only answer we can give 
if we take the clue proffered by Molina’s rei uaiuru is: to the social 
pattern involved, as viewed from a utilitarian Common Good or social 
e\]K’diency. Hence the equations between just and natural, natural and 
normal.' Mcncc also the ease with which they passed fiorn normative 
doctrine to the analv tic theorem and vice ver.sa, and vvitli which we can 
pass, for example, from their just |)rice to the ])riee of (short- or long- 
niri) competitive equilibrium. Hence, finally, the relation—not, of 
course, amounting to identification—that subsists with them between 
justification and explanation. Therefore, while it is true, as a matter of 

'This relation between natural in the sense uf iKJrnial and natural in the sense 
of just explains why the teirn Natural survived so loim^-alinost until Marshall—in 
the foruKT sense and also why some authors, who had certaiu philoso])hiral ideas 
about 'natural liberty.’ continued to link it with the just. But this is not all of it. 
'I'he proviso about alrsence of disturbanec that occurs in our text a few' sentences 
earlier indicates a .somewhat different but related incanini]; of such phrases as natural 
])rice.s. natural wages, and so on: in these phra.ses Natural .simply means that disturb 
ames other than such as may liavc been inciuded in the data are assumed to be 
absent, or that we intend to investigate a process or .state as it would be if left to 
itself. .Mso, it is, of emirse, absurd to look for natural law philosophies wherever the 
word Natural occurs: ‘naturally’ in particular simply means the same as ‘obviously.’ 
Wc d(; not commit ourselves h) any phi 1 os()i>tiy when we state that a man is ‘naturally’ 
offcncled after having been called a fool. It seems worth while adtling that the term 
Normal must not be understood in the statistical .sense but rather in the .sen.se in 
which wc speak of normal eyesight: a physiologist, from his gra.sj) of the rei natiiray 
in this case of the struclure of the human e\T, may arrive at a concept of normality 
that may be far removed from any statistical measure of the actual eyesights okscrvablc 
in any given population. 
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history, tliat modern economics stems from the scholastic writers, as its 

critics hold, it is also true that this fact docs not constitute an objection/' 

(c) Natural Law and Sociological Rationalism, i. A comment on philosophi 
cal rationalism. In order to exhibit a point that is important for us, we select 
the following meaning (jf the protean word Rationalism. We call Philosophi¬ 
cal Rationalism the belief not only that our mind ('natural leasonj is the 
source of truths that arc antecedent to experience, but also that our mind is 
able to produce results about supermundane subjects, such as the existence of 
God." Tn this sense, St. 'I'liomas was a metaphysical rationalist because, unlike 
other ('mainly Scotisti scholastics, he believed that the existence of (h)cl can 
be logically ])ro\ed. Tie was not a metaphysical rationalist in tJic .sense in 
which this ])hrasc came to be used in the seventeenth and eighteenth cen¬ 
turies, namely, that human reason was the only admissible source of knowl¬ 
edge in matters of theology, for he also admitted revelation. Now, if a man 
belie^cs that, als(^ by tlic unaided powers of his tnvn logical apparatus, he can 
pro\e that Cod does not exist, he is indeed, in this particular matter, contra- 
dietorih o])po.scd to St. 'Ihomas. Hut there is a ])oint in which ihey are 
nevertheless brolhers in the spirit: the rationalist deist and the rationalist 
atheist are both rationalists in the sense defined and allies against anyone who 
does not trust his reason to soar as high as that, in particular against any 
logical positivist of today. Of course, there is nothing surprising in this. It is a 
most common occurrence that jieople who Iiold different views, nevertheless 
recogni/e, and a])peal to, the same authority. But it was necessary tc advert 
to this fact because it will help us to .see continuity in doctrinal develoimient 
where, witlunit its heljr, we should sec nothing but break and antagonism. 

II. Sociological rationalism. Scientific activity is often looked upon as the 
standard instance of rational nctiKily in the sense that the worker, whatever 
his ultimate aim, allows himself to be guided by the rules of logical inference. 
This is indeed not quite accurate: piecisely the strongest achie\cment.s in 
science proceed not from observation or experimentation and ordcrl)- logic- 

** Some liistonan.s of cconowics have believed that tlu: normative element acquired 
added significaiKT owing to its ihcoloqieal nature (observe, by the w'ay, the meaning 
of 'nature’ in this sentence!. This luis bec'ii held to he relevant even foi an appraisal 
of tlie jihysioerat system (see below, eh. 4, see. 3)- This, however, is another error. 
For the scholastic order of tl^in^s. ]diysieal and socaal. is entirely autonomous within 
the scholastic theology, tlie only influence of which—beyond ethical imperatives— 
concerns the problems of miracles and of creation. Apart from miracles and creation, 
this order is to be uiuleistood entirely by the li^ht of lumian reason. No doubt, in 
analyzing it, reason is analyzing iiart of God’s works. Hut since God’s plan in any 
case includes anv amount of ‘evil,’ not even evaluation is seriously restricted by asso 
ciation with theology, and analysis is left entirely free. For discussion of an exactly 
opposite error i^f interpretation, see the next s<*c!ion. 

^ I have to apologize for the innnmcrablc sliortcomings of this definition. It is. 
however, brief and it is sufTicient for the purpose of making the one point that is 
relevant to our subject. 
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chopping but from somctliiiig thut is best allied Msion and is akin to artistic 
creatit)!!. Still, results liaxe to be ‘proved’ by tlic logical or rational procedure 
dictated by professional standards and this siifhees to impress rationality in 
this sense—wliieli has nothing to do with tlie sense discussed above—iijM)!! 
the slock (»f scientitic knowkrilge that we possess at any time. But this con 
ee]3t of scientific rationalilx’ refers only to the attitude of the analysts and not 
to the behasior of the object analxzed. 'J’hc alienist may ‘rationally’ investi¬ 
gate the reactions of madmen, the sociologist may rationally investigate war 
psychologies or the ]>eha\ior of maddeiK*d crowds, without inipbing that the 
xx’orcls and actions observed ‘make sense.’ So far as this goes, we are all of ns, 
incliuling the scholastic doctors no less than their worst enemies, of necessity 
Methodological Rationalists, that is, wc all believe that some rational methods 
arc applicable to the description of social jjhcnoniena. (k'ncrali/ations result¬ 
ing from the application of such methods may be called uatural laws, and this 
is the onb imlislxmsiiblc relation that exists between the natural-law concept 
and the ‘right reason’ or ratio recta. 

But Sociological or Eccnionhc Rationalism means something else. Just as wc 
may look upon the physical unixerse—in the way fust made fashionable by the 
Stoics—as a logically consistent xxholc thal is modeled u])on an orderly plan 
—so xx'c may look ujxm society as a cosmos that is possessed of inherent logical 
ccaisistciicy. For us, it luatteis little xxhethcr this oidcr is imposed ujH)n it by 
divine xxill—directed to some definite ends by an invisible hand—or is in¬ 
herent merely in the sense that the observer discovers in it plan and purpose 
that are independent of his analy tic rationality , because in either case noth¬ 
ing is alloxxcd to enter that ‘rational’ cosmos but what comes within the 
grasp of the light of reason. W’e must, howexer, further distinguish Objective 
Sociological or hiconomic Rationalism xxhich does not, and Subjeetixe Socio¬ 
logical Rationalism xxhich doc's, jxrstulate tliat this order or plan is or can be 
realized by the rational action of the individuals or groups that compose so¬ 
ciety. Both must c\ idently be attributed to the scholastic doctors as xxell as to 
most of their successors down to our own time. And this lends additional color 
to their concept of Natural Law and establishes another relation between it 
and their ratio recta that is (|uite distinct from the one established in the pre¬ 
ceding paragraph—tlic relation formulated for all times by St. 1 ’homas: njfiom’s 
autcni prima regula est lex naturae {Surnma, ii, i, quacst. xcv, art. 2). 

'I'liis. of course, is inrKcei»t.il)lc fioiii the standpoint of modem positixisin. It c'onsti 
tutes in fad the one justifuatitm f(»T finding ‘speewlation’ not only in the normative 
but also in the analytic concei)t of natural law. All the more important is it to repeat 
that sociological or economic rationalism bears only nj)t)n tlie interpretation of natural 
law ixojwsitions and not necessarily upon their content. W e may drop the former and 
retain the latter. It is true, however, that the postulate of subjective rationalism em¬ 
bodies an exaggeiatcd opinion of the explanatory value of rational adion and tempts 
us info placing undue confidenee in teleological arguments and into similar errors. This 
is especially serious if associated xvith a habit ec«)nomists have of setting themselves 
np as judges of the rationality not only (jf means but of ends (motives), that is to say, 
if tliey approve, as rational, of ends (motives) tliat seem ‘reasonable’ to themselves and 
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dispose of :dl oflicrs as irrational. 'I’hc scliolastic doctors are cjnilty on all these counts, 
lint it is intcrcstiii^ to note tijat so arc \vc; in this respect, too, as in so many others, 
we arc their heirs. No belter example can be found to illustrate this point than Alfred 
Marshall. 

III. Ratio recta and la raison. Ob.scr\c’ that sociological or economic ration¬ 
alism need not lead to ‘conservative’ atlilndcs in ])ractice. Like metapliysical 
rationalism it cuts botli \va\s. \W may indeed infer from our belief in the 
existence of an economic order or cosmos that all is always for the best in the 
world as it actually is-'-the \ic;w’ that \^o 1 tairc ridiculed in the figure of Dr. 
Pangloss (in Candide). lint we need not a.ssiimc that the rational order of 
things aehially exists in tlie things as they arc. It is sufficient to believe in a 
rational order that exists on]\ in the realm of reason and tliat reason itself calls 
upon ns to assert as against a deviating reality. 'Jhis is the meaning sociological 
or economic rationalism carries with all reforming groups \\lio ])ro])ose ‘to 
apidy reason to social ]>benomcna’—with the men of the Enligldcnmcnt 
whose cult of la raison was of this t>pe, with the Benthamites, and with most 
liberals, radicals, and socialists of today. And all of them descend from the 
scholastics. I'or the political sociolog^• of the doctors is by itself sufficient to 
prove tlnit they held the second and not the first view' concerning the social 
cosmos or the natural law. All the differences in the results of the application 
of the ‘light of reason’—amply accounted for as they arc by differences of 
standpoints and circmnstances—-are immaterial so far as tlic point under dis¬ 
cussion is concerned. It is the same methodrdogical principle that ])crvades all 
sociological and ])(>litical thought that is not anti intellectnahst. 'Ihe Greeks 
were the first to give it articulate expression. But tiie scholastics were the first 
to do so in the Germanic world. Whatever la raison revolted against in the 
eighteenth century, it was not a mode of thought. I'lpistemologicalh', there is 
perfect continuih',, and ratio recta (ecpial to naturalis ratio) is the mother of 
la raison. 

'Ihis need not surprise or .shock anvbody. The swoid that was forged by 
angels might easily fall into the hand of devils. And the sword that was 
forged by devils might be wrenched from them by angels- -only that, in this 
case, the devils are entitled to the kind of recognition that every civili/cd 
.socialist extends to the acliievemcnts of capitalism. 

6 . I’liL PiiiLosoriii.Rs OF N.vruRAL Law-': N.v'mtral-Law' Analysis 
IN rnr. SLVLN'JF.KNTn Cf.ntury 

\Vc now part companv- with the scholastic doctors in order to consider the 
work of their immeiliate successors. 1’hc eternal ciucstions about the govern¬ 
ment of mankind continued to be a.skcd, of course, and others arose during tlic 
seventeenth eenturv from the welter of new political patterns and problems, 
h’.spccially in I'mgland, these produced a torrent of pamphlets of all types that 
ranged ail ihe way from closely reasoned argument --1 .suppose that the WTit- 
ings of (George Savile, Marquess of) Halifax, the ‘tiiinmcr,’ will always stand 
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out as the peak achievements of this literature—to ran tings nourished on apoc- 
nhptic quotations. Ihit the cra^ing for answers was also satisfied^ on the level 
of general principle, by a group of writers whom we shall call Philosophers of 
Natural Law.^ 

(a) I'he Protcsiaiit or Laical Scholastics. ’J’hough sei)aratcd from tlic .scho¬ 
lastics by the religious .si)Iit and by the cliange in (he political scene, they 
were of the same professional type as the .scholastics and they went about 
the same task, b\ the same method, in much the same spirit—so much .so, 
in fact, that the l>est way of characteri/.ing them is to call them Protestant 
(or laical) scholastics. 'Ihey would not, of course, have agreed with this diag¬ 
nosis. Nor is the charaeteri/ation likely to api)eal to modern students of either 
Catholic or I’rotcslant or ‘liberar .sxinpathie.s. 'I'hc)' all enqdiasi/.c the differ¬ 
ences in religious and political beliefs or doctrines and, from their standpoints, 
arc quite right in seeing contrast where we .see similarity. It cannot be too often 
repeated that in this book we arc concerned onl\' \Aith the methods and re¬ 
sults of aiiabsis and that c\er\ tiling else comes in only so lai as it sheds light 
on them, .^nd these methods and results do not ditfer substantially from those 
of the late scholastics. This docs not mean that the philosopliers of natural 
law copied the .seliolastics without saying .so. '1 hough in many ca.scs .scholastic 
influence is clear beyond reasonable doubt, there presninablv was also redis- 
co\er\ or de\elopnieiit from the same sources—the Roman jurists in particular. 

The cuirent of thought tliat tlic philo.sopheis sponsored was mucli loo im¬ 
portant to leave any educated person untonehed. Moreover, as will become 
clear presently, they were but a link in a .sequence that runs far into the 
nineteenth century. For both reasons it is imixissihlc to .sjicak of tlu ni as a 
dcfinitel) delimited group. Just now we shall exclude not onl\ ail tliose 
authors whom it is usual to appraise as mere economists but also all tho.se 
contributions that do not bear any relation to (he jduiosophv of natural law, 
even though the men who wnjte them belonged to the group. On this under¬ 
standing, it will sufEce to mention a very few representatiAe .seAcnteenth-ccn- 
tury names: Grotiirs, Hobbes, Locke, Pufendorf. 

Mii£j:o Crotins or Hiiigh de Groot i()4S, De jure belli ac pacis, ist ed., 1625; 

2nd rev. ed., 1631) was fust lUAd last a great jurist avIjosc fame rests upon his out 
standing i)crf(jrnuincc in inicrnationnl law'. I Ic dealt hut briefly Avith eeonoinit: snl)jeet.s, 
such as phcc.s, monopolies, money, interest, and usury in Hook ii, eh. 12— very .sensibly 
no doubt but without adding an\ thing of note to the teaching of the late scholastics. 

Thomas Hobbes (i^SS 1670; bc.sides the LcYiaUum (1631), /)<' civc 11642) and De 
eorporc palitico (165 ;) should he nicntioiucl; Sir Leslie Steiihen’s biography may be 
recommended as one of tlic best .sketches of tlie cultural bnckgioiiiids of that time) Avas 
an Oxford man of the ]uivate tutor type and, first and last, a political .sociologist. He 
wa.s not more intCTcsfed in ccoiioniics than was Cuotius, though he also toiuhed upon 
economic subjects, especially money. His importance for us is due not .so much to the 
poA^'Crfiil originality of liis political ])hilosophy (Avliich really fits in better with the sub 
jeet of the next eliaptcr; but rather to the fact that, more than any other ijhilo.sopher 
of natural laAV, he Avas open to the incipient mechanistic materialism of his time and 

1 This term I have adopted on the advice of Professor A. P. Usher. 
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that he transmitted its influence, particularly tlirou^di his ethical and ])sychological (sen¬ 
sationalist) teaching, to tlie social sciences. It is relevant to note that though he was 
not a good, let alone ciealive, iiiatheinaticiaii and i)liysic:isl, he took a more than dilet- 
taiitic inteiesl in both these fields; and that all this did not jirevent him from making 
several excursions into s])eeulativc theology besides using theological arguments and 
biblical c|iiotations nithin his sociological analvsis. 

John I.ockc, tlic i)lii]osopii('r (1632-1704: a first and incomplete collection of his 
works appeared in 1-14, ;i nine volume one in iS33: there are many lives), was also a 
lirodiict of Oxford. lie started his career by tutoring and lecturing and then entered 
the civil service, in which, under the wings of W big protectors (whom he fnrni.shed 
with achicc and ideologies*, lie cvciitnally rose to a .seat in the Board of I’rade. Ilis 
work is of first rate inijxirtance for iis on a mimbcT of counts, first, as a philosopher 
in the narrow .sense of the woid. he led the empiricist tendency to victory first in Eng¬ 
land and then on the Continent, especially in I rance, as against Cartesian lationalisin 
(tlie (^ecisixe work was his I '.ssay concerning Hiinian Understanding, publ. i6oo). This 
was indeed a break with the scholastic tradition |Aristotle) and a cjuitc deeisix'e one. 
The reader should leflect, liowever, that tin’s does not /m/j/y that there was a similar 
break in political or economic theory: it is essential to keep these things distinct. Sec¬ 
ond, as an advocate of kjualiticdi tolerance, of the liberty of the press, and of ex 
tended education, Locke was instniinental in building nj) the general scheme of later 
political liberalism, which fac t must he mentioned in passing because of its relation 
to economic: lilicialisiii. Lliiid. as a ijolilical theorist (see csjiccially his Two Treatises of 
Government, puhl. I.ockc may claim a front rank place among the pliiiosophers 

of natural law, though he added little to Grotiiis and Pnfendorf. h'ourlh, as an ec:ono- 
luist isec: below, ch. 6/ he made significant coiiiiihutions which will, however, be dealt 
with in another coiiiicition hccaii.se they .stand in no relation to either his philo.sophy 
or hi.s political tlieoiy. 1 inally. we iiinsl again note his theological interests (see e.spe- 
cially Ilis Reasonableness of Christiauify, i6r)3'!. 

Sanuiel \on I’lifcaidorf {i6^2o.f! was a jurist of the academic type and .successively 
professor at the Universities of Ileidclhcrg. Lund (Sweden), and Berlin, lie was nert 
much iiioie than a follower of (hotius. But he wrote a treatise that became a textbook 
of internali<nial ic|)iitation and sums up and represents the whole structure of the .social 
science of the ]diilos()i>lieis of natural law much better than do tlie works of the greater 
men mentioned before: Pc /nre naturae et gentium, libri oclo (ist cd. [the one used], 
16-2); more imiroitant tlian his e:irlier Elcmenta iurisprudentiac uniycrsalis (i66o). It 
is tlic work to consult to ect a general idea of the range and level of that type of 
.social science. Morccnci, I'nfciicloif went niucli further into economics than did Grotins 
(Book V, chs. ] S). thongli lie .still docs not seem to me to have added rniich to thc^ 
stock of knowledge and to the analytic apparatus of the late schola.sties. But he pre 
■sented the nrafevial in a systematic: form. Gliaractcristieally enough, he also wrote a 
theological tract; Pc hahilu christianae reli'^ionis ad vitam ciyilem. 

Other names might he nicnlioncd, among them some the reader is likely to miss. 
Rill the great name* of Lcibni/. and that of hi.s faithful lienchman, Ghri.stiaii ^^■olf^, are 
left out advisedh-; thev were ]H)lyliistOTS, of coiirse. and greatly interested, among nthei 
things, ill the* economic c'sents and policies of their day; but they made no contribu¬ 
tion to onr .subject, llowcvci. peihaps 1 should have iiienticmcd 'rhomasiiis (165S-17-H) 
becaiLsc liis uiiling.s shed inteicsting light on the* concei^t of natural law as used by 
tlic group. 

Exactly like the scholastics, the philosoplicrs of natural law aimed at a 
coiuprclicnsivc social science—a comprclicnsivc theory of socictx' in all its 
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aspects and activities—in whicli ccDiioniics was neither a very important nor 
an independent element. 'J'his social science of the philosophers first appeared 
in the form of systems of jmisjiiiidence that were similar to the scholastic 
treatises Dc jiistitia ct jure: Giotins and Piifendorf were ]nimarily lawyers and 
their treatises are luimaiily treatises on law. 1’he> dealt with legal and jiolitical 
principles for ^^h^ch ver\ general validity was claimed on the ground that they 
were natural in the sense that they deiived from general jiropeities of human 
nature and not, like ])tjsiti\e law, from tlie ixirtieiilar conditions of individual 
countries.- And all the rest of what has been said in the preceding section 
about the methodological character and the various meanings of natural law 
of the late scholastics, jjarticularly on the relation between its normative and 
its analytic aspect, would now have to be re]Kated h)r the natural law of the 
laical ])liiloso])liers. but though it is giossK inacemale either to ascribe to the 
latter the concc])tion itself ami its exidoitation for purely analytic pm])(»PK\s, or 
to stN le them as innovators who rose against st holastic methods of thought, 
there aic several contributions of theirs to record, some of them more felicitous 
than others. 

(b) Mathematics and Physics. 'I lie philoso])hers of natural law li\cd in the 
heroic age of inathcmatics and physics. Spectacular discoveries in what for the 
general public—though not for us—was the ‘new cxixrimental philosojdiN ’ 
were attended by no less sjjcclacular ])oi)ulaiit\ of physics, c\en with mere 
men of letters and great ladies. I'irst in It.ily, then e\eiywheie else, exiieii- 
menters and mathematicians gathered in order to discuss results and fight out 
differences; but their meetings drew the curious who wished to liave things 
explained and were welcomed liecaiise of the assistance they weie able to 
render finanei:dl\ and otherwise.-- 'Ihose successes and this fashiriu were not 
lost upon the jihiloso])hers of natural law. 'I he\—or some of them-dooked 
at their toiils and wondered whether the\ did not after all bear some similarity 

“Hobbes, Lcriiitlum, 1. clis. 14 and 15, eiimiu.Tjted 19 sneli principles which he 
called natural laws, 'i’hc ‘science’ of these laws he called Moral I’hilosophy, a term 
that will presently be inliodiKcd in a ditTcrciit sense. 

=‘l or our inir])ose, it will suffice to inintion the example of the I'.ngli.sh Royal 
Society, chartered, after having existed iiiforinally for about twenty years, in ibOz— 
King C’harles II took a dilettantic but intelligent interest in it. For a century to come, 
it was j)recisely such a gatbeiing of f)rofes.si()iial pljysiii.sts and interested laymen. Sir 
Isaac Newton (1^42 172-i was ])resi(lent from 1703 to his death and published hi.s 
1*Jii!o'>ijf)hitw Jmlinalis pxincipia nnjlhennitiai HC'S-) wnder its awspiees. Its oigan, the 
Philosophiccil Transactians, began to appear shortly after tire granting of the chaitei. 
'1 he tenn .Natural Philosophy was used to denote what wc call the |)hysical fas dis¬ 
tinguished from .srKjial; scieuees luitil the first decades of the uiueteeiith century. Thi.s 
use of the word ‘natural' fiiithei contributed to confusion. 

It was, I believe, tire curiosity awakened by the achievements of the physical sci¬ 
ences which, .spreading beyond its original liabitat, created a demand for a type of 
work that was substantially new, the encyclopaedia. 'I’lie first at liieveiiients in Ibis field 
were Pierre Baykr’s (i647i~obi DicLitmnairc liistorique ct critique (1^97)—the fore¬ 
runner of the miK h more comprehensive work of the ciwycldficdistcs of the eighteeiitli 
century whom we .shall mention later 011—and John Harris’ Lexicon icchiiicnm (1704). 
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to tliosc of tlie \ ictorioiis pliysicists; Pufciiclorf professed to use a methodus 
matheiiiatica, tlion^li actually lie did not do so. Hobbes declared that ‘civil 
jdiilosophy’—a term clearly used for the sake of tlie parallelism to natural 
philoso]diy in the sense of jdnsieal science—dated from the ])ublication of his 
own book, 1 )c cnc (i6_|2), and that he was the first to apply to this civil 
l)hil()soi)]iy the methods of Copernicus and Galileo (which he, however, con- 
cciNcd of as deduction from an abstract and universal ‘law of motion'). 'J’his 
sort of thing, mere talk thougli it was, had a most unfortunate coiLsequence. 

have seen tliat later erilics, mainly tliose in sympathy with tlic historical school, 
attacked Ihc iiatiiial law concept 011 the ground that it was nietai)hysical and specu¬ 
lative. Other nineteenth century writers who took that talk at its face value, as critics 
are apt to do, eoiidciimed it as too ‘iiatnrali.st,’ that is to say, as imi)lying an attempt 
tf) copy physical methods cd analysis. It even haf)peiied that the same eritie raised 
both objections, which, in addition to being unfounded, are rnutnally exclusive. So the 
imfortnnatc c:onccpt t)f natural law eventiiallv met disaster under fire from two oppo 
site (juarters. Or rathei, the phra.se did; for the idea lived on. 

It cannot e\en be asseited that the laical ])liilosophcrs were less theology minded 
than the late scholastics, though theirs was, of course, a different theology. 'Ihey wrote 
books on theological questions. I’hey quoted scripture in siii)port of their arguments, 
'the fourth Part of Jlol)l)es's Lwiathan (ihsil is entitled ‘Of the Kingdom of Dark 
iiesse’ and (‘ontains a cliapter 011 Daeinmifjlogy, though tlie dcinon.s arc no doubt re¬ 
duced to a .symbolic cxislciiec as are angels in the third I’art. 

(c) Kcoiioinic and Political Sociology. Into thi.s eoiiception of human nature 
the philosoplieis of natural law introduced elciiieuts wliicli, tbougli uot en¬ 
tirely new, iccciNcd an emphasis that was. The more important of these arc 
due to Hobbes. 'I’lic scholastic doctors had implied that private properW owes 
its origin, in part, to the necessity of avoiding a chaotic struggle for goods, 
and gownmient its origin to the iieeessily of eiiforeing peace and order. But 
they did not go as far as to speak of an original war of all against all (helium 
omnium contra omnes) f.»r of every mans being a wolf to c\er\ other niiiii 
(homo homini lulnts). This .sort of thing did not become general doctrine and 
can hardly l)e called an analvtic improvement. Similarly, the social contract, 
more delicately adnmbiated by the doctors and by Grotiiis, came out with 
brutal naixete in Hobbes s .sxsteiii. In the lucvialhan (ii, chs. 1 . and iS) he lets 
a conmionwealtli or e/v; 7 ^/.v, ‘that great Lc\iathan,' nctuall>' be generated by an 
agreement or eoseivant. which everyone enters into with e\er\oiic el.se for the 
purpose of transferring each one’s riglit to govern him.self to a man or an 
a.s.scmblv of men. 'I bis doctrine, restated in its baldest as well as most influential 
form bv Tocke, did command almost general assent. But the omnipotence with 
wliicli Hobbes iinesled tliis go\ernnient did not; Locke m particular was in no 
mind to argue that the subjects cannot change the form of government, and 
that the power of the goxcnimeiit cannot be forfeited. In any case, the thesis 
of governmental omnipotence has no analytic standing For it is like 

some of the juridical arguments of the doctors and the philosophers, the cloak 
of an analvtic proposition, but just a juridical argument and nothiiig else; 
Hobbes simply deduced it from the imaginary eo\enant by arbitranlv inter- 
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preting it in such a way as to imply unconditional sunender of the citizen. 
Finally, we may note that Locke ‘juslificcr prhatc property from everyone's 
riglit to his own person, whieli inchules the right to one's labor, which ineliules 
the right to the results of one’s labor—again a purely juridical argument and 
an obviously inadequate one at that. It hardly needs to be added tliat this 
argument has nothing whate\cr to do witli a labor theory of \aiuc. 

If this were all, then the contiibution of the philosophers to political and 
economic sociology would be indeed a poor one. Ihit there is something else, 
namely, a contribution to what we may call Mctasoeiolog\ or Philosojihical 
Anthropology: some of the philosopliers probed into that Iminaii nature from 
which their natural laws were to be derived.' Again, Hobbes is the outstanding 
example. 'The first Part of the Lcyidtluni, entitled 'Of Man,’ which leads up to 
the natural-law concept, blocks out a whole pliilosophx- of the human mind 
and deals with the psychology and social psychology t)f thought, imagination, 
speech, religion, and the like. Much of this has Aristotelian and scholastic 
roots, though Hobbes adopted the all but general jiractice of indicating an 
tagonism where there was dewlopnient. But, in a definite direction, he actu- 
alK went much further than cither Aristotle or the scholastics had gone. lie 
defined ‘thought’—an indixidnal thought, the same thing as Locke’s ‘idea’— 
as the ‘rcpre.scntation of an external object’ and let tlie human mind be 
furnished by sen.se inijiression. It may indeed be asserted that he anticipated 
the substance of T.ocke’s empiricism as well as the principle of associationist 
psychology that was to become so closely allied to economics in the times 
of the two Mills, father and son (.see below. Part iii, eh. sec. 5). 

By Philosophical Lnipirieism we mean the doctrine, adumbrated by 
the Greeks (Aristotle, Mpicureans. StoicS; but de\elo|)ecl mainly by Liig- 
lisb thinkers of the seventeenth and eighteenth centuries {es])eeially 
by Mobbes, Locke, and Ilmnc), tliat fa) all knowledge of the individual 
is derixed tbroiigh experience during his oxxti life: (b* that this exjiciiencc 
may be equated to the .sense impre.ssions to xxbicli bis mind is ex])osed; 

(c) that prior to this ex])erience his mind is not only a eonqiletc blank 
but cxeii witbont ‘conatixe’ activity of its own and also witboiit innate 
ideas in the sense of categories by wliieb the .sense impressions are 
marshalled—so that it would perhaps be logical to say that, as sneli, 
‘mind’ does not exist at all; (d) that the impressions are the ultimate elc- 
ments into which all mental phenomena may be resolved, not only re¬ 
membrance, attention, reasoning—including the eonstrnction of causal 
sequences—but also the affective ones, the ‘passions’: all these are but 

•* Mctasociology, tlicii, denotes invc.stigatioiis into human nature or human behavior 
or, more generally, into the wide realm of all the facts that, though relevant for 
.sociology', do not belong to it in a professional sense but lie beyond or beliind it, 
such as inx’csligations into the formation of habits or into the jiropCTtics of physical 
environments. Analogously, W'c may .speak of Metncecjiioniics. 'Phe term Philosophical 
Anthropology' denotes the same thing as Metasociology, the adjective distinguishing it 
from Anthropology in the usual .sense (study of physical characteristics). 
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Rggloiucriitious of elemental impressions and produced by their random 
‘associations/ 'Ihis resolution of the human ‘mind’ or ‘soul’ into atomic 
impressions may be likened to the reduction of all pliysical phenomena 
to atomistic mechanics, a much employed analogy that made empiricism 
popular to some and hateful to other people. The reader will please ob¬ 
serve that the teim Lhnpiricism is here used in what is only one of its 
many meanings, which is wh\ the adjective Philosophical is added. It has, 
in particular, nothing whatever to do with Scientific Emjiiricism, a term 
that merely denotes the attitude that extols the roles of experiment and 
ohser\ation at tlie expense of that of ‘theory.’ More specific labels are 
Sensualism or Sensationalism. 

As a |)hilf)sophy, l anpiricism or Sensualism or Sensationalism, although 
brilliantly defended by nume in the eighteenth century and by J. S. 
Mill in the nineteenth, and although it always had a considerable vogue 
among English nonphiloso])hers, did not wear well. Leibniz raised the 
ob\ious though not dicisixe objection—what is it?—at the beginning 
of the eighteenth century. Hisho]> Berkeley, a little later, produced a 
different arguinent that anioiinted to rejection {Principles of Human 
Knowledge, lyio), and even in England, let alone Scotland or Germany, 
the battle among j^rofessional ])hilosophers went niosth- against it. But 
Assoeiationist Esvehology fared much better and in fact commanded the 
c.xplieit or implicit allegiance of English economists and their conti¬ 
nental allies until about 1900 and beyond. A distinguished economist, 
James Mill, is even responsible for its most uneoinpromising nineteenth- 
century exposition. By Psvchological Assoeiatiouism we mean exactly 
the same doctrine that we called Philosophical iLinpirieism before. The 
difference that calls for a separate term is this. Whereas the latter is, 
or pretends \o be, a yvhiloso])liy in the strict sense of the term and also 
an e])isteniol()g\' or theorv of knowledge, the former denotes the same 
doctrine, but considered as a fundamental hy pothesis in the study of the 
\arious ]-)roblems tliat come within the professional field of psychology, 
such as the theory ('f imagination, or attention, or language, and so on. 
The reader is recjne.sted to keep all this in mind for future reference. 

Another point cannot l)e too strongly impressed upon the reader. The 
scliolastic doctors had taught the doctrines of natural liberty and natural 
cciuality of men. W’itli them, however, this natural ecpiality was not an as¬ 
sertion about facts of Imman nature but a moral ideal or postulate: it rested 
on Christian beliefs such as that the Saviour died for the salvation of all. But 
Iloldxs, when explaining the conditions that produce his original state of 
war of all against all, asserted as a fact {Leviatham eh. 13) that man’s faculties 
of mind and body arc about ecpial in the sense that the range of tlicir varia¬ 
tions is so narrowh- limited as to make complete equality a permissible work¬ 
ing hypothesis. And this was the general opinion of the philosophers. Hence¬ 
forth we denote this inoiwisilion by the phrase Analytic Eqiialitarianism in 
order to distinguish it from the Christian ideal, which wc shall call Normative 
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Mqnalitnriaiiisni. Now, first, it slioiikl be obvious that analytic ccjiialitarianism 
is of iiiiineiisc importance, not only for economic sc)ciolo^> and not only for 
the wider implications of economics proper, bnt also for many problems of 
economic theory itself. \\\' need onI\- replace it by the opposite assertion of 
fact in order to reali/.e that this would change the whole ])ietiire of the eco¬ 
nomic process. Second, with few exceptions and with little ([iialifieation, most 
economists ha\c accejited, and are accepting to this clax, analytic eqnalitarian- 
isin. But they never made any serious attempt to verifv it, though one would 
think that they Jiad e\er\ reason for making sure of the reliabilitx of sueli a 
pillar of their analxtic structures. \\"e shall return to this most curious fact 
in our survey of the Wealth of Xc/tions. 

(d) Contribution to Ecnnoniics. The economies of the ]dn‘losopheis could 
have been taken from Molina. It will sufhte to adxert t(» the well-rounded 
presentation in Pufeixdorf's treatise. Distinguishing value in use and value in 
c.xcliangc (or Inctiiun erninens)^ lie lets the latter be deteiniined by the lela- 
tixe scareitv or abundance of goods and money. Market price then gravitates 
toward the costs that must iiormallv be incurred in juoduetion. Ilis aiKilvsis 
of interest i in which he ]n()ves himself not averse to bildieal c|uotationsl is 
distinctly inferior to that of the late scliolastics. lie goes on to disenss xaiions 
problems of public poliex, such as the repression of ln\nry by sumptuary laws, 
the regulation of monopolies, craft guilds, inheiitaiice, entails, ])o]mlation. 
Good sense and moderation are invariablv in evidence as is also a sense of 
the historic flux of tilings. I’hc welfare aspect is alxvaxs kejit in view. Again, 
we behold an cmbrvonic Wealth of Sations. 

". Ttif. Piiii.osornrRS oi- Nmukai. I. aw: 

Naturai.-T.avv Anai.ysis in I hi: F.igii imm ii Ci.mi ry and Ar i iar 

By 1700, devclojimcnts that arc to be survex cd in the next chajitcr had 
already outdistanced the economics of the philosojilreis of natur:il law. It will 
prove lielpful, howexer, to stay for a moment in ordt r to follow the subse(|nent 
fortunes of that little body of economic truth until it loses its individuality 
and, merging with a broader stream, vanishes from our sight f.sec below, sub- 
scc. g). 

'I he sixty or seventy years that preceded the I 'rench Rexohition are coni' 
inonly referred to as the I'inlightenmcnt. 'Fliis phrase is meant to indicate 
quickened advance on many fronts, or rather a quickened sense of advance— 
general enthusiasm f(jr progress and reforms. A]3plx ing reason to what appeared 
to be the heap of nonsense inherited from the past was the program of the 
epoch. A wave of religious, political, and economic criticism that was pathetic 
ally uncritical of its own dogmatic standards swejit over the intelleetiial centers 
of Europe. French .society in particular was rapidly disintegrating, bnt as vet 
felt perfectly .safe. Like all disintegrating societies that do not want to face 
their danger, it delighted in protecting its enemies and thus prox ided a milieu 
of unique charm for a literature that will attract even those of ns who sense 
a flavor of decay—and sometimes, what is worse, also a flavor of mediocrity— 
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when they turn to these old volumes that harbor so much complacency, 'rhe 
best antidote to the com])liments that the men of that sclf'Styled Age of Rea¬ 
son were in the habit of paying to themselves is to read them. Fortunately, 
there arc better perfonnances to record than those of Voltaire and Rousseau. 
It is, howe\er, impossible to convey, in the space available, a picture of cither 
that intellectual situation or its social background.^ We can only touch upon 
the irreducible miniiinmi of essential ]W)ints. 

[(a) 'ilie Science of lluttian Nature: Psychologism.] 'Hie only fact that need 
be noticed in matters of theology is that a Natural 'I’heologv as distinguished 
from the sacra cloctriiia —remember that this distinction goes back to the 
thiiteenth century—definitely established itself as a separate field of laical 
social seienee. Its ])ro]Kily theological eontents tended to shrink to an insipid 
neism.- Ibit more interesting \N‘as the development of a sociology of religion— 
a theory of the origin and so( ial practice of religions ideas—the first substantial 
beginnings of which we located with Hobbes. 7 ’he most important fact about 
philosophical thought is tlie ^ietoIious progress of English empiricism or sen- 
s;itionalism—of Hobbes’s and I.ocke’s teaching—which is all the more re- 
maikable because, mcthodologicalb, it does not agree as well as d(»es philo- 
so))bical rationalism with all the claims that were being made, in theo1og\ and 

’ both have been desciihed innunierahle times. It is very dilficnlt, however, to 
present a heljjfii! seletti<»n. I’ediajA the lust .idvice to give is that the reader turn to 
Ibpi'ol\tt la.iK's f.ininiis IxK'k. / (hiuhw^ dc la I r,nice coiitcviporaine 
or to Henri See*s /,cs hires- politic/ues en I'raiiee att WUV siccle (19201. But the 
poitrait not onlv an indivitlna! hut of a civili/ation is so execllently cirawii by 
l.ytton Stiachev in a Inlet ess.i\ {»n Morellet tPortraits in \tiniaturc. lO'^i'i that halt 
an lioni iinested in leadiiia it ]ilus anoflier halt hour of iioiRlering o\ei it will do 
more for the reader than would many horns spent on lieavier works. For England, 
Sir I-eslie Steiihen’s old sfaiulaid work. History’ of V.Ui^Usfi Thought in the Eighteenth 
Century i i S-ti . o! his I ndish l iterature and Society in the Eighteenth Century 
fi<;:.4!, and II. [. l.askis Pi<htnal Ihought in England from Locke to Bcntharn 
(loz-r] may he rceomiiKiuIed. |. Boiiar's rhilnsophy and Political Ecoinnny i^rd cd., 
192 2' is always a .st.nidln, of course. 

“'Ibis statement illn.stiatt s well the diffirnltics inheient in the drawing of any 
sketehes such as this, l! had to he made in order not to miss an important haek- 
gmimd fact, and it is of eonise tine. Neveithcless, it is quite misleading in its effects. 
On the one liand. it misses the affinity of mere Deism with frink philosophical ina 
terialism and henee its tnu’ nature. Tlicrefoie, let us note the fact that iihilosophical 
materialism also deielopeil in a form in uhieh it was not known in the Middle Ages, 
llolbaeh s .SVsteme de hi nature (1—0) may stand as an cxaiiqile. On the other hand, 
the statement in om text neglects the fact that in the eighteenth eentmy* tliere were 
a mnnher of religions revivals wliieli are the symptoms of ciiiients that perhaps sum 
n]i !(» moie than the Deism and materiali.sm combined, 'fhis holds even for France: 
the intellectual .letnitv witliiu the I'reiieh Chureli is. of eonrsc. not wholly repre 
sented hy infulel ahhes whose doth was important to them thiefly as a title to ]ire 
IhmkIs. Ill this connection, the activities of the Soeiete de I'abbaye de Saint C'.ermaiii 
dis Pres, of which Jean Mabillon was the center, should be mentioned. M'c must 
huny oil. however. 
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elsewhere, on behalf of la raison. This, of course, greatly faxored the success 
of associationist psNchology. Let us call a halt in order to glance at three 
figures who are not only of outstanding importance for us but also represent¬ 
ative of the spirit of the age at its highest, Condillac, Miiine, and Hartley, 
llic first two we shall meet again in the role of simple economists. 'The third 
points directly to James Mill’s pcrforniaiiee of iSzg.-’ All three did not phi- 
losophi/.c simply for the sake of philosojdiizing but in order to develop the 
Science of Man or of IJimian Nature that was to he the basis of the science 
—or the sciences—of society: mf)re than anything else, they were mctasoci- 
ologists or philoso])hieal anthropologists. No doubt. Ibex were convinced that 
both in aim and method—the ‘experimental’ method, for which they invoked 

f'.ticiiiic boiiiiot de Cioiitlilhic c1S21 sir. fur m'li 

oral inforiiKitioii. K. Lenoir's Condillac, 1924;. worked out Locke's sensatioiwilisin intc 
an elalx)Yate system (Lssdi stir /’originc des corniijiNsauccs buniaincs, i-4(k I'ruitc dcs 
sensations, i"54}, which constitutes the most iiuiiortaut (.oiitiiKiital resjionsc to the 
Liiglish lead, both in its philosophical and in it** irs>Lholi>gical aspects, but the achieve- 
incut does not consist in systematic elahoiatioii only, fur the wuik ])icscnts many 
original elements, and some of them, such un the tlicoiy of the lule of language and 
other symbolisms /.dugiic Jc calciih. . pumt far mtu tlu. futuic. in Njiite of 

the introsiiectixc metliud used, even to the W atsunian behaviorism uf our time. 

David Ilumc 1-11 -(>■'-■who. ainoni; uthcr thmgs, cwitcj fuimative iiiHuence on 
\. Smith — claims our attcntii 11 in three quite: vlifTcrcnt and almost uneiuincc ted in 
carnations: as an economist, in which incarnation he swam uiitside of the natuial law 
current now under disuissi(»n; as a liist<»riaii, in which inc;irnatiou he will be nuticed 
presently; and as a philuso])her and metasuciulugist. whii.h is the iiuain.ition that 
matters just now. '1‘lie work of his youth—strikmc;lv ilhistiatise butli of the truth of 
Ostwald’s thesis that cuiginal crLation is the privilciie of men uiulci tliiity ant! of the 
other truth that part of this subjective oriizinality is tine to tlie young authors blissful 
ignorance of the previous development of liis suhjei t- -tlie ’Ireatisc of Human Satme: 
bcin^ an Attempt to introduce the I'.xpcrimcntal Method of Rea^oniiu s/c. /. A. .S'.‘ 
into \JoraI Siihiects i ist tv\o \oIs.. 1-^9. -^id voi., i"4 , reinudeh’il ■ mft h>. itonsly ■ 

into the Philosophical Essays of 174S (republished as Enquiry coneernina Human 
Understandim;, i"5S) is the most important stepping stone between laieke and Kant, 
far above the former and almost on the intelKetu.al level of the latter. The mu.st im 
portant eontribution was Hume’s theory of eaiis;!jity . This also was Hume’s opinion, 
for it is this topic he singled out for relatively full tuatment in the Abstract of a 
Treatise of Human Saturc which he published in 174'' aiul which was lelrieved and 
rejiublislied in 193S with an intioduction by ). M. Keyius :md I*. Siaff.i. Works 
'inriclern ccl. by Green and Cirose, witli intioduction and l>ihhogiai>hy 1; Life and 
Correspondence by J. H. burton (iS46); Letters to Sfralian, cd. by J. biikbcck Hill 
(I'SS.Si. Further Letters of great intere.st, ed. by }. V. 'I'. Greig 

David Hartley (1705 57:1 was not, any more than was Condillac, the father of asso 
ciationist psychology, but his Obserxafiom on Man . . . ( i''49! did for it what, to 
use an economic analogy that the reader will appreciate later, Malthiis’ Essay on 
Population was to do for the theory ctmtaiiied in it. .\lso he iinpaiteil to it a slant 
that was new, so far as I know: he linked sense iiiipiessions and their associations with 
‘nerve vibration.s’ and thus psychology witli i.ihvsiology. I’inally, he worked out a 
theory of ethics and even of natural theology on this basis. 
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tlic aiitliorify of J^’iaiicis Rmcoii —tlicir work meant a new clcjxirture. All the 
more important is it to icali/c that tliis was not tlie case. In aim as well as 
in method tliey liad l)een clearly anticipated by Hobbes. Jhit we know tliat 
Hobbes, tliour;li original in a nnnibcr of im])ortant individual points, was a 
l)hi!osopher of natural law like Chotins or Piifendorf and tliat in fundamental 
aim and method he did not differ from them, (.'ondillac, Hmue, and Hartley 
were eerlainlv more articulate; with cleaver purpose, they developed this sci¬ 
ence of human nature more fully. "Ihc idea of this science itself, however, 
and the ])ioi;iam of deii\ing from if the basic propositions of the individual 
social seienees are the idea and the program of the philosophers of natural 
law and indirectly of the scholastics. 'I'hc affiiiiK shows in many details: for 
instance, the germs of assoeiationist ]rsychology are to be found in Aristotle's 
concepts of similarity and eoiitiguitN and in the corresponding concepts of 
scholastic ])s\chology. Moreovei, the metliods actiiall\' used by the cighteenth- 
eentniy men were exactly the same as, and in particular uot more ‘experi- 
lueiitar than, those of their ])iedeeessors. 'Ihereforc, just as we expressed an 
important asjxet of the work of the philosophers of natural law ])y calling 
tlu’in laical scholastics, so we may now express an important aspect of the 
work of the Condillacs. Ilnmes, and Hartless b\' calling them eightcenth- 
ceiitiirv jdiilosopluTs of natural law.' 'J wo p(n'nts about this science of man 
are of siK'cial inteiest for ns. 

I'irst, the metas()ci(»log\ of C.ondillae, Hartley, and Hume was cssentialK 
])syc:ht)logical. And tlieii assoeiationist psychology was essentially introspective, 
tliat is to sa\, it admitted the analyst’s observation of his own psychic ])roC' 
esses as a valid source r>f inforniafion. Both these features arc of obvious sig¬ 
nificance for the histiTv of ceononiic anahsis lint we are now particularly 
interesteil in tlie lust. ’] liose autJiors and most of tlieir contemporaries evi- 
(leiitlv believed that jrsvelioltigicai consideraticuis will explain not only the 
]\syehol()gieal meehanisins of individual and group behavior, and the ways in 
whieli S(jcial facts are retleeted in, and interpreted by, individual or group 
minds, but al.so these social facts themselves. They would not have denied, 
of ctuirse, that in ordei to ex]>lain any actual event, institution, or process 
we must also take account of facts other than psyehohrgieal. But they did 
not develo]) anv general theories alnint them or admit them into their meta- 
sociologv: the onlv stock of general knowledge needed in all the branches of 
science that have anv thine to do with human actions or attitudes was ])sy- 
chologv and all these branches of science were nothing but applied psyehologv-. 

* rile affinity I wished to exhibit may be underlined l>y a eonti.ist: modern special 
ists in the vaiirms soeial svienees never think of lookinc to a motlier science of hnimn 
natiiK (mj enidaiKC. Tliey ins! attaek the facts and ’problems of their .special fieki.s 
direct]'. nsini; the methods and making the hyivotheses that seem mo.st lesefnl for 
their nlai imr]>oses. In fact, if there be any partieiilar ‘modernity’ about such 

anfliois as lliiiiie—apart from their hostility to nietaphysies—it would have to be 
found ill I lie f-ic t.s that they failed to carry out their progi.nn and that, as eeonomi.'^ts. 
for instance, tiuy aUnally rea.soneil vvitliont miieli refeienee to their .seienee of human 
natiiie I his is one of the leasons why their ceonomics will be dealt with .separately. 
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Ihis view is, however, not the only possible one. We may think that olhei 
than psyehological data, for instance, j^cograpliical, tccliiiological, biological 
facts, arc much more important in the jJiactical woik of analvsis than aintinng 
a psychological science of human nature has to contiibnlc. lienee metasoci 
ology should be built up from materials other than psNeIi(»logieal: and <\en - 
which was. for instance, the oi)iuion of Kail Marv -that soeial pn'cessts arc 
governed by a super-individual logic of their own, to the nndeistanding of 
whieli the psychology of iiuUvichutls and groups has nothing to conljibnte 
except the knowledge of surface phciiomeiia for the sake of which, moreover, 
it is not neecssarv’ to go very far into psychology. No mat ter which of these 
two views of the nature and method of the social sciences we make our own. 
we must never forget that the one sponsored b> our ie|)iesentati\e authors 
cannot simply lie taken fm granted. In oidii to emphasi/e (his we will give 
it a distinctive label. I’sychologism. 

Seetmd. the soci«»lngv that was based upon that seieiKi of man tended to 
oveistress. just as Aristotle’s had overstressed, the eltnicnt of rationaiitv in 
behavior. It is therefore interesting to note that (lie best brains liegan to react 
against this. I or instance—curious lag phenoimnon!—while the coutrai socuil 
was carried to the high-water mark of its ])opularity bv such writers as Rous¬ 
seau, Hume already denounced it as a completelv imaginarv and. moreover, 
unnecessary eonstnict. In addition, he fned another sliot at a similar taiget 
when he penned the pithv sentence: ‘ 'tis iu>t, theicfore, reason wliich is the 
guide of life but custoiir i Abstract, p. ib). 

[ibi Analytic Aesthetics ami Lthics.: 'I he wav in vvhieli that fundamental 
science of man—c>f human nature, human knowledge, .md liuman beliiivior—- 
produced all sorts of ‘natural laws’ mav be illustrated best In what mav be 
described as the I’aiglish ‘natiiial aesthetics’ and the ‘natural ethics’ of (he 
eigliteentli century. Of course, not all sixenlations fin aestlieties and ethics 
were offshoots of that science, even in Kngland. but we are interested only 
in those that were, because tliese present highlv revealing analysis by methods 
that were fcj serve economic analy sis for more than a century to come. 

Natural aesthetics and ethics were, first, analytic aesthetics and ethics: 
though the normative purpose was never discarded, it was not allowed to 
interfere with the primary task of explaining actual behavior. 'I’his analytic 
point of view had been brought b.) the fore already during the seventeenth 
century, for aesthetics, by a number of Italian writers and, for ethics, by 
Ilobbcs and Spinoza.-' Second, the analytic task was tackled in the siu'rit of 

•"■Baruch Spinoza (16327'"). 'rtic two vv^iiks relevant to the subjci t in hand arc his 
Ethics and his ’Iractatus poUtiens (both of whit.li appeared i)osthumoiisly, 16-7). The 
purely .scientific iHograin in question i.s <»bstiired by the fact th;it Spino/.a’s ethics 
eventually weld into a highly iiietaphy.sif al svsleiii. But he did einidiasize the netessily 
of analyzing human jiassions as they aie instead uf preaching aliout them. .Since (his 
is our only opjMirtunity of saluting that great thinker, let me c|iic>te here a sentence 
of his which, though it refers to polities and ethics, every economist ought to be able 
to rejieat on his deatlibed: ut ea quae ad hauc scientiam speclaut, cadeui auiini liher 
tate, qua res mallieniaticas soiemus, inqinrcrem sedulo citravi (I have sedulously tried 
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xyliMt was defined alH.xc ns psvcli(>1(,sis„,: not onlv wns psvcliologv to provide 
the approach to IIk aesthelual and etlncal jdiciionienn, Iriit it was to explain 
all t icit was to (\pLiin a])ont them. 'I liirel, the psycholoE^v nctuallv used, 
thoiu;h not alwaxs strictly assoc iationist. was alwavs' indixichial psychology, 
iiitiospectixc. and of the most /)riij]iti\e kind, rarely if ever inxolving anything 
bexond some sim])lt Ir poilKsis alxurt the reaetions of the indixiehial psyche 
fiom wliich e\ei\tiling else followed bv deduction. Aesthetical and ethical 
xahu’s were thus explaiiucl in a manner suggestive r»f that in which Italian 
and I reiicli economists in the eighteenth eentnrx, and the inajoiity of ec’ono- 
mists of all C(»iTntries in the nineteenth, explained economic \allies, 'i’his pro- 
eedme was called empirical and in a sense it was, but onK in the sense in 
which, for ex.nnple, the Jexons-Mxnger-W'ahas theorx of marginal utility is. 

'I here was nothing ‘espei init iitaT or iiidiietixe alrout it and it was in fact not 
\ery realistic, notwitlistanding all the jrrograinmatie ntteianees, war cries, and 
ai’)])ea]s to I'Vancis Bacon. 

Aesthetics, then, tended to shrink, so far as tin’s school of thonglit is con- 
eeineil, to an anahsis of ilie plcasiira])]e sensations evoked b\ a work of art. 
the psvchologv of the ercNitive effort of the artist receiving kss attention.*' In 
order to exhibit the analogv that interests us. we shall i()m])arc= the objective 
fact that a work of art is eonsiden-cl as ircantifiil* in a given social group with 
the objective fact of market price. Ihe aestlietie theory in c|iiesti(m will then • 
be seen to exjdain the forinei fact bv snbjeetive valuations of the membcTS 
of the- grou]'), nnieh as the analogous (c-ononiie theorv e\])laiiis tlic* latter fact 
bv- subjective valuations of the individuals partieijiating in a maikct. In both 
eases snhjcetive valuation creates the objective value—we know tint tir’s had 
Ixen taught, in the ease' of commodities. In the scholastic doctors—and not 
the other wav roimd: a thing is bcantifiil because it ])leases, it does not please 
bcoanse it is ‘objeetivcK ’ iH autiful. Of course, we niav go on to ask w hy certain 
things jiliMse certain people and wc may prol)e into the origins of our ideas 
about the heantifiil. But however far we niav get in these and similar piob- 
knis, we alvvav s move within the range of a ]xirticiilar conception of the mean¬ 
ing of things, even if we introdiiec, bv sirecial hvpothesis, a ‘sense' of ihe 
Ireaiitifnl. l')ifFereiit authors went to different lengths in ‘siibjcetivizing' aes¬ 
thetics. Neveitheless. it was this suhjec'tiv i/ation that ct>nstitiitccl the main 
contribution of the school in cjucstioii and which, moreover, its members felt 
to be the particularly realistic or ‘cxperinientar or uonsjreculativc elenicut in 
it. The jrrincipal Mnglish authors to mention are Shaftesbury. Hutcheson, 
Hume, and Alison. 'I’he first three arc much more important for ethics.* 

to deal with the snhieet of tins seienee with the same serene detaelinient to vvhieli wc 
are aeciistoiiieil in niatlieniatics). 

*■’'Hiis is onlv hroadiv tine, and even so only for the k'ndish theory envisaced. I he 
]isvc. ho soeiologieal ineanine of artistic creation was tonehed nj'on by Hobbes and sub 
jeeted ti) searching analvsis bv \’ieo. 

’ .\. .\sbley Cauiper. third Kail of Sbafic.sbnry {i6-i i-i*?). the grandson of the 
politieian of donbtfnl fame. The work that coordinates bis earlier publications, and 
lienee the only one that needs to be mentioned, is Charactcristicks of Men, Manners. 
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The preceding :irgiimeiit fully applies also to ethics but must be supple¬ 
mented, ill this case, by some additional cousidcTatioiis. So far as anaIvtie 
ethics —an:il\ sis of actual conduct—is concerned, the main points of the si«M\ 
are quickly told. Hobbes had described actual conduct, b> means of \Nhat he 
supposed to be its determining factor, individual and hedonist egotism. lhi< 
may ha\e appeared to him as the acme of realism but is. as a matter of fact, 
nothing but a postulate or Inpothcsis and an (»bviously unrealistic one at that. 
Shaftcsl)ur\ countered this theory by another Inpothesis, the Inpothesis ot 
altruism: he explained that for man who habitually Ii\es in soeietv it is just 
as natural to deveh'p felhnv feelings and hence to value the good of othti 
people as it is to dexelop self-interest and to \aliie his own g(»od. On tiiis lu 
superimposed still another lixpothesis, also dciivccl from introspection, ae 
cording to winch the xirtiioiis experience pleasure from doing good frrc.spec tivi* 
of tlieir aj^i^reeiation of its effects. This is wiiat is spcciftcuJh known as 
Shaftes])iir\ s moral-sense theoix, xxhicli. thnngh its e.\i.)lanat(a> xalne is exi- 
dcntly not great, met xxith ecmsideral^le success jsreeiseix' because of the ex 
treme siinplieitx- of the T^>^‘bology‘ inxt)lxed. Sliafteshnrx s position xxas sys¬ 
tematically clahorated by Iliitcliesoii. And llmne, iiiider the influence of all 
three, created the moral t\i)e of the amiable, easx going, humane, s«)beily 
plcasurc'loxing egotist that summed up tlie st)rt of person he xxas himself: 

. no asceticism or any other ‘monkish* xirtiic for him—-no indeed!—and hence. 
of course, not b)r anyone else. 1 hat mii^rejiidiced analysis of these monkish 
virtues might, j)erclianee. unearth the true key tf) llie ethical jihenomeiioii 
was quite hexond his range of xision. Abraham Tucker ' similarly 

posited satisfaction of inclixiciiia) desires as tlic nitimale goal and universal 
niotixe of aeliun. I do lart think I am xvroiig in attributing the Ilmiit; 'Ciieker 
opinion also to Heiitliam. xxho lield that tiie onlx interests an iiulixiclnal eair 
be relied on to c onsult are his oxxu, hut added a <.|ualif\ ing note hx emphasizing 
reasonable or eiilighlcnecl self interest that does take account also of otlier 
people’s interests, feelings, micl reaetirnis. 

’I he Mnglish moralists <jf the eigliteentli century xxcrc, hoxxexer. no more 
prepared to do witlioiit a normatixe standard of conduct and judgment than 
any' otlier moralists cxer haxc been. Some were content to fall back upon a 
mc;ral laxv tliat men know and accept ininitixely, an idea that forcslradoxxed 

Opinions, Times fiTin. Kraucis Hutelicsoii r 1 ti04 1 "4^0. oxving to iiis having been 
the teaclier (and a predetessor in the (Glasgow chair; of A. .Smith, is fur ns a 'key man.' 
A xital and most snecissfiil teacher—perh.ijis all the more siKcessfnl because he seems 
not to liavc despised occasional phrascologital fiiewoiks—lie exeitetl \\idesi)read in 
flnencc. Ilis rliiet work embodies the harvest of years of lec tnring; A System of .Mom/ 
Philosophy ■iMihl. ])osl}iimionsly in see below subsec. e;. l or the snbieet in band, 

as well as for sonic subjects that are to follow, we must: mention his Irufuiry into the 
Original of our Ideas of Beauty and Virtue (171551. See W. K. Seott. Traneis ilutrhc 
son . . . hQooj. Archibald .Mison’s Tssavs on the Saturc and Principles of laste 
(1790), is ])articnlarly characteristic, of the possibilities and limitations of the psy 
chologistic approac h. 

^ Light of Sat lire Pursued (176S 77, repnbl. 1805). 
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the moral impcr^ti^c of Kant. E^c•n Locke appealed to such intuition, though 
tins \uis .1 hjcl lapse from ^micc for aii empiricist. But solutions of this tvpc 
would IK S Cl have done for Jlumc or Bciitham. To their way of tliinking'all 
that \\as empt\ mcta])h\sics. At tlic .^auIe time thev were quite rcadv to turn 
their humane egotism into ;n, ideal, that is to say, to convert their thcorv of 
conduct into a s.iurcc of mirm.s for conduct. We ha\e seen that Tliimc modeled 
the moral world to hi^ oNvn nnagt/' It is plain that, with delightful naivete, 
he thoroiiehh. .i])pro\cd f»f tins nna:",;: the sclicma of his own preferences was 
the le.isonaMc sclKina. On the (dlur hand, reason luul eliminated all super- 
person.d N.nms except the goiul (jf societv. But, in view of tViat philosophy of 
human valnc-., what eisc could tins eot'd of society consist in hut the sum 
total of all the satisfactions acevuinL; to all induidnals from the realization of 
their hedonic schemes of prefeTcnee? If this be Sf). ha\c we not discovered, 
at one stroke, the rationale of soeial values, tlie relation between them and 
indi\idnal values, and also the only norm of morality that can possibly be 
mcaningfnl? .\fTirmative answers to these ciucstions bad bec.ai suggested already 
in the sesenteenth eentnr>-, esiu'eial]> In Bishop Cumberland and, less dis- 
tinetly. b\ (hotins, who did not go far bevond llic common-good concept of 
the seb\jlasties. I be eigldkcnlb ecntmy writeis, es])eeiall\ tluve between Hume 
and Bentiiam, onl\ elal)orated the fnndamental canon of Utilitaiian Ethics: 
good is every action that promotes, bad is everv action tliat impairs, social 
welfare. Before wc consider this canon in its wider aspects, we must glance 
at a woik of ]iartieulin interest to the economist, that t‘f A. Smith." 

W ith the possible exception of Sli;.iftc'‘bur\’s this ]K.ifi^rin:iiKc must, I 
tliink. be ])laced far abo\e all <»tbeis. I iinI. be distingnisbed, like Iliiteheson 
but more elearb than ainone else. l.Ktween ethics as a theory of bclunior and 
etliies as a theory of peo|de's judgments about behavior, and resolutely con¬ 
centrated on tlie latter. Second, this theory of ethical judgment is based upon 
oui ability to place oursehes, as it were, in the other man’s place i\synipathy') 

'* 'This tendency nf the social philosnidiei to exalt liis own selienia of life's vaUies 
into an etliieal norm from wliiili to jndee the lial^its and tastes of all other men 
deserves iitlentiim beeanse it rims thTo\mb tire whole, economic hterature and explains 
a great i)iirt of tlie value iiult:meiit.s of eioiiomi.sts. Marshall. f(u in.slaiue. had a very 
(Icfimte (OtKei^tion of tlu Ndhle I.ife isee below, bait r^ . It does not take much 
tronhle to leali/.c tliat this tonteiition was shajK'd on the mock I of tlie typieal life 
of a Caiiihridne ))iofessoi. I astes. pmsuit.s, levels of emiitort widely different from .t. 
he at best viewed with iiulnh:eiue hnt without ever emhiacini: them with full under 
standing. It hardly need'- to he emphasized how im]K)itant this is for an appreciation 
of eKHiomists’ attitudes to the social worlds they live in. 

Iciiihiis naturae 

The I'hcorv nf Moral Scnthncntu: or, .An Essay towards an Analysis of the Prin- 
aides by which Men natiirallv judec ctaiccrnina the Coridiiet and Character, first of 
their \ciiihh(nirs, and afterwards of themselves. I'c* whiih is added. A l^isscrtation 
<»ri the Oriuiti of Eanaiaiies 1 his is the title of the tMh eil., 1 he i.st aj^peared 

in under the title of I he ihcorr\^ of Moral Seninuents. I'lic differences between 

the two, tliongli considerable, are (apart from the I'ii.ssertation) not of any great im- 
poilanec. 



130 II: BEGINNINGS TO ABOUT 1 79O 

and to understand him, the judgment of onr o\mi acts being then derived 
from our principles of judging others. Third, the natural is conceived of as 
that which is ps>cliologicall> normal—to be anabzed realistically—and not 
identified with, Init distinguished from, the ideal rule of reason (see vol. i. 
]). 128. 6th ed.). Fourth, the influence of utility upon aesthetic and ethical 
approbation is not treated siniph as a postulate but as a problem in the actual 
practice of judging (Part iv). J'ifth, custom and fashion are not only recog 
ni/ed as relevant factors but systematically investigated (Part v). ‘Systems of 
Moral Philosophy.' that is, theories (»thcr than A. Smith's own, come in tor 
criticism that is occasionally trite but on the whole stiikingh’ successful (Part 
vni. Plan and pcrfonnancc arc ejuite similar to the plan and the j)eifoiniancc 
of the Wealth of Sations. 

fic) Self Interest, the Cinnmon Good, and Vtilitarianisni,] We know' that 
both Self-Interest and the Coniinon Good were old stagers. Put around the 
middle of the eighteenth centurv, they asserted themselves with a new energy, 
not only in ethics, but t'ver the whole field of social thought. In ]jarticular, 
they were, or were supposed to be, the ba.sic and unihiiig principles of ail the 
social sciences, practically the only ones ‘reason’ had cs])oused. Ilelvetius*- 
l ) compared the role of the ])rinciple of self interest in the social world 

to the role of the law of graNitatiun in the jdnsical world. F\cn the gie;it 
Beccaria ^ ■ went to the length of asserting that man is wholly egotistic and 
egocentric and dues not trouble at all about any other man's (or the common) 
good. It should be observed once iikuc that this individual self interest was 
oriented on rational expectation of individual pkasiue and ]xiin.'‘ which nmst, 
in turn, be defined in a nairowly hedonist slusc. It is true that the eighteenth 
ccntiirv authors added (]ualifications and lecogni/cd ])!easures that arc not 
usualK classed as hedonist, such as ])leasures from inalevoUnce. from tiic ac¬ 
quisition of power, and even from religious belief and practice. In cmiscquencc. 
defenders of that doctrine have been to some extent sueccssful in their attempt 
to redeem it from the allegalion that has made human behavior turn on beef¬ 
steaks. But this success—apart from the fact that it does not touch all the 
other objections that may be raised against an\ theory that overstresses ration¬ 
ality in behavior—was more apparent than real, h’or if we go very far beyond 

Dc riy<t)rit Disrnnr^ 11. di. 2. I lji- ])f»ok. om- f)f tin- tnntiiuiital hMemniiers 

of Faitjlish iitilitiirianisin, enjoyed a sweeping; siueess. I'ew wrifcis have ever professed 
more nahe and more unconditional belief in ediuatioii and le^isl.ilion—that work, of 
course, upon a perfectly inalleahle liiunan material which reacts niechanically to jiliys 
ical experience. 

'•' The work that is relevant for us at the moinciit is his famous treatise Dei dc/itti 
e dclle pene wliich, a ht-acon licht in the history of the emC’it;eiKc of modern 

criminal law, illustrates the truth that analytic and practical merit do not neeessaiily 
go together, 

^ ‘'1 lie standard reference on this subject is X'em’s essay on tlie nature of pleasure 
and pain puhlisliecl, long after it had circnlafed and influenced minds, in his Disansi 
di ar^omento fiUisofico (1781). .Systematic classification and analysis of the various 
pleasures and pains is due to Bcntham. 
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tlic grossest gratifications of the simplest appetites, we come clangcronsly near 
to identifying expectation of 'pleasure' with all possi])le nioti\cs whatsoever, 
c\en with intentional suffering of |)ain, and then, of course, the doctrine be¬ 
comes an empty tautology. Worse still, if we allow too much seojx; to such 
‘pleasures’ as may be afforded by exertion, victory-, cnielt>, and tlie like, we 
may get a picture of human behavior and of society that differs totally from 
the one those men actually envisaged. "I'hiis, if we arc to dcri\c the conclusion 
they deri\ed from their ideas abcnit pleasure and pain, we have after all no 
choice but to adopt a definition of the latter that may indeed allow some 
freedom for going beyond beefsteaks, but only a limited one; that is to say, 
we have no choice but to adopt a thcMjry of beliavior that is at variance with 
the most obvious facts. W'liy, then, was it so rc-adily ado])ted by many good 
brains? 'I he answer seems to be that these good brains belonged to ])ractical 
reformers who fought a historically given state of things that seemed to them 
‘irrational.’ In such a struggle, simplicity and even triteness are tlie chief virtues 
of an argument, and beefsteak ]dnlosophies the best answer to a system of 
sni)ermnndanely sanctified rights and duties. Not that these authors were in¬ 
sincere: we all of us cjiiiekly convince ourselves of nonsense that we halhtually 
jueacli. 

W’e have seen above how the common good or social expedience (ff the 
scholastic doctors was harnessed into a particular shaix* by the eighteenth- 
century votaries of reason, l et us re]K-at and refonnnlate. Ilic pleasures and 
pains of cacli individual are assumed to be measurable quantities capable of 
being (algebraically) added into a quantity called the individuars hajq^incss 
{fclicitiD: a frequently used C»cnnan term was OliichscJi^kcit. Jlicsc indi' idual 
■ha]i]iincsse.s’ arc again summed up into a .social total, all of them being 
"weighfed ec/ualh: ‘evervonc to count for one, nobody to count for more than 
one.’ h'inallv . tliat social total is substituted for, or identified with, the common 
good or welfare of socieiv. which is thus le.sobed into individual sensations 
of pleasure oi pain, the onlv ultimate lealities. 'This v ields the noiinative prin¬ 
ciple of Ihilitarianism, namelv-, the Greatest Happiness of the C'’.reatest Num¬ 
ber, which is chiefly associated, in recognition of ardent advocacy, careful 
elaboration, and extensive ajiplieation, with the name of Bentham.’-- If the 

fcKiny ih'iithnni (i’'4Si.S^2^. trained ns a lawyer. thoiit;h he early retired to a 
life of rcscarcli and pro]vig;nida. becanic the undisi^nted lender of the utilitarian circle 
and the central figure of a groiq) nsii.ally described ns Philosophical Radicals. His per- 
fonnniicc in the field of econouiics will be noticed elsewlicre. Here he interests us 
as a philos(>])heT, sociidogist. and tlieorist of Icdslatiou. I he only one of his many 
voluminous works (ed. |ohii Howriug, that need be mentioned is An Jjitro- 

dtjcfinn io ihe Principles of Morals and I^cnislation (i-Sgi. which widely influenced 
thought and legislative practice though, on the Continent, similar ideas spread from 
domestic roots particulnilv in Italy and I'rancc. 

'Phe e.sscntials of tlie utilitarian system had. however, been presented before in the 
Principles of Moral and Political Phihm}phy (178!;^ by \\’illinm Paley (174^ 1 So si. 
and .some of them in the Essay on the first Principles of Goyerninent {i"6S) bv 
Joscpli I’ricslley (1733-1804!, the versatile theologian and scientist who, besides being 
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idea was of ancient origin and grew so slowly as to defy dating, the slogan 
itself may be dated more precisely: so far as 1 know, it occurs first in Hutcheson 
(op. cit. 17-5), then in Hcccaria (op. cit. 17^4, hi inassima felicita clirisa nel 
maggior nutnero): after that in Priestley (oj). cit. 176S), to \\’lioin Benthain 
gi\cs the credit for what to him was a ‘sacred truth.’ Hume docs not have the 
slogan, but should be included in this series all the same. Ihe word Utilitarian' 
isin is Benthanrs.^'^ 

The essentia] point to grasp is that utilitarianism was nothing but another 
natural-law s>stein. This holds not only in the sense that the utilitarians were 
the historical successors of the seventeenth century philosojdicTs of natural 
law; nor only in the sense that the utilitarian s\stem developed from the sys¬ 
tem of the philosophers which, though esid(’nt, can be proved in detail from 
the history of ethics, on the one hand, and from the hist(»ry of the conimon- 
good concejit, on the other: but it holds also in the much more significant 
sense, that in aj^proach. in methodology, and in the nature of its results utili¬ 
tarianism actually was another, the l.iNt. natural law sxstein. 'i’he program of 
deriving, by the light (‘f ieaM>n. ‘laws* afiout man in society from a veiy stable 
and biglily simplirKcl human natuie fits the utilitarian^ n(»t less well tlian the 
plhloso]diers or the scholastics; and if we look at this liiimaii nature and the 
W'ay in which it was suppt>std t<^ woik. as we did above, we reali/e tliat the 
affinity goes mueh further than that. 

Like the systems of the ])hilosophers or the seliolastics, utilitarianism 
presents a threefold apjKral. l ust it was a pliilosophv of life, exhibiting 
a sclieinc of ‘ultimate values.' It is hero that we must look for tlie source 
of the iiicradical)le im])ression that utilitarianism, Bentlunn’s especially, 
was something new and fundamentally antagonistic to the older systems. 
But, as the reader should kiunv bv- now, tlie difference was not great so 
far as the philosopliv of the current business of everydav’ life is concerned. 

a church historian of note and a famous controversialist on theological matters, was 
also a recognized leseavch worker in electricity and chemistry. 'J hat essay may be 
called the bridge between Locke's tIieor\- of govermnent and James .Mill’s unfortunate 
exploits in this field. Neitlier I'aley nor Priestlev. howcvci. contributed much tliat 
cannot be found in earlier writings, e.g. in Cumberland’s work already referred to. 
Of continental ‘precursors’ it is sufficient to mention again Hcccaria, Verri, and 
I lelvcitiu.s. With Hcccaria, the relation, to be jjreseiitly discussed, of utilitarianism to 
earlier natiiral-law systems is particularly clear. 

F"rom the large literature on I.nglish utilitarianism and on tlic Philo.snphical Radi 
cal.s, J. S. Mill’s essay on VtiUtariaimm b^uhl. deserves the reader’s first attention. 

Also see: Sir Leslie Stephen’s work. 'Ihc Enulish Utilitarians (1900), H. J. Laski’s 
Political Thought . . . already referred to, \\\ L. Davidson’.s Political 'Ihought in 
England: The Utilitarians front lienlhatn to /. S', Mill (1915), and C^rahain W allas’ 
charming book on Francis Place 11S9S1. 

The interesting note of .skepticism sounded by A. Smith in a famous dictum of 
his should be recorded here; he reinarkcrcl in passing that, so far as eon.seious happiness 
is concerned, there is not much difference between any state that wc accept as per¬ 
manent and any other. 
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For the sphere of stable, barn, slu>p, and market, the scliolastic doctors 
were utilitarian enoni^h. Hie real difference was that the doctors confined 
the utilitarian point of \ievv to purely utilitarian aetivih where it is 
(nearly—not even tliere wholly) adequate, whereas the utilitarians re¬ 
duced the whole world of human values to the same schema, ruling out, 
as contrary to reason, all that really matters to man. Thus they are indeed 
entitled to tlie credit of having created something that was new' in litera¬ 
ture—for it cannot be attributed to Fpicurus—namely, the sliallowest of 
all conceivable philosophies of life that stands indeed in a position of 
irreconcilable antagonism to the rest of tliem. 

Second, utilitarianism was a normative system with a strong legal slant. 

It was, like the seholastic s\steiii, a system of moral imjjciativcs, on the 
one hand, and of legislative princiides. on the other. J 3 enlliam considered 
himself priinarib a moralist and legislator,’' and it was as a criterion of 
‘good’ and ‘bad’ legislation tliat the princi])le of greatest hapjhncss of the 
greatest niiiiiber aecjiiired foi him pariimount iinportanec. Observe once 
more the equalitaiian element in it whieh was as essential as tire element 
of liajJinness. And fhese two togetlier with flic belief not only that any 
individual was very much like an\ (rtber, ln\t alsv» that every individual 
was nondeseri])t and malleable mattrial with lew’ or no innate cbaiac- 
teristies of liis own, llun ])iodueed the fundamental jjolitical ‘plank’ of 
Ihntlianiisiii: educate peojde aud let tliem vole freelv aucl e\cr\ thing 
else will take care of itself.*’" 

Hut. tliird. again like tlie natiual law of the i^liilosopbcrs and the .scho¬ 
lastics. utilifarianisin also was a eom]>ie]iensi\e system of social science 
einb(Kl\iug a uiiifoim method <»f anahsis. And this asjKct of it is sep- 
aral)lc from the two others in the same sense in which the analytic work 
of the scholastics and the philosophers is separable fiom the rest of their 
thouglit. In otlier words, it i.s logically ])Ossiblc to despise utilitarianism, 

Hef<»re bentli.iiii. tlie < .italuL'iie of utilitarian moralists dots iji.it cjuitc coincide 
with the eatalogne of iiiilit.iTian leeislators. and in a moie coneplete exj^osition it 
Illicit he advisable to distinmn.sh the histories of moral .ind i^ilitical ntilitarianimi. 
Most of the iniport.int names, hcmevei. would tietiir in hotli. and in view of rhe 
elose relation we need iu)t insist further on that distinction. 

It should he observed that these politie-d prinei]>ks do iiiit nnit|iiely determine 
a man’s allciiianec to a political ]>artv or the jiosititni he will take on any practical 
ptjlitieal tinestion. Bentham impressed his personal ]?refeieiia.s upon a group of ptr- 
.soiial adlitrents—the rhiloso]>hival Radicals already nuiitioiu’d—and the strong eo- 
heienee of this group aceomits tor a detmife program '.in substaiue laisse/faiic com- 
bmed with universal sutliaize! and the impression that this program hdlowed inexorably 
from .'inalytie j^temisses. But in other tiiiie.s and eonntries. tlie Benthamites might 
have bc-eii conservative.s—Ilnme was. and most of the Italian utilitarians were—or 
else socialists. I’here is nothing snr]>iising in this so soon as it is Teali/ed that incfer- 
ence plays so large a part in arriving at eonchisinns as to jnactical policy that it bends 
almost any analytic structure to its dictate. A man m;i> accept Marx’s analytic work 
entirely and yet be a ctinservalivc in practice. 
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root and branch, both as a philosophy of life and as a political program 
and yet to accept it, as an engine of analysis, in all or some of the de¬ 
partments of the social sciences. But since, on the one hand, utilitarian¬ 
ism may be not much more valuable as an engine of analysis than it is 
in the other two respects and since, on the other hand, many economists 
have not hesitated to declare that it is basic to economic theoiy—Je\ons 
even defined economic theory as ‘a ciilculus of pleasure and pain’—the 
extent of its influence upon analytic work should be cleared up at once. 

It is the coinnion failing of laymen, philosophers, and historians of 
thought to pay exaggerated respect to whate\CT presents itself as a funda¬ 
mental principle. Actually, people do not always make use, in scientific 
work an\- more than in the practical concerns of life, of the fundamental 
principles to which they profess allegiance. Utilitarianism being a set of 
such fimclaincntal principles, we must therefore inquire in e\er\' case 
what role it was allowed to play. So far as economics is concerned, we 
may, however, return broad answers for fijur t\pcs of cases. First, utili¬ 
tarian Inpothcscs are completely valueless in questions of interpretations 
of history or in questions touching the moving forces of economic history. 
Second, utilitarian hypotheses are worse than valueless in all problems 
involving questions of actual schemes of moti\ation, for example, in sueli 
a problem as the economic effects of inheritance. 'I hird, utilitarian hy¬ 
potheses are in fact basic to that part (>f economic theory that is usualiy 
referred to as W elfarc Economics—the heir to Italian eighteenth-century 
theories on fdiciti) piibhlica. W'e adcjpt these h\ potheses habitualK’ wlicn 
discussing such problems as the effects of ‘transfers of wealth from the 
relati\cly rich to the relatively poor.' And this is precisely the reason 
why tlic pro]x)sitions of welfare economics nc\er comince anyone who 
is not already convinced beforehand and irrespcctixe of any argument. 
For tliough there is, of course, an asixet of tlicsc problems to winch the 
utilitarian approach is appropriate—provided wc bcliexc it to be inctliodo- 
logicalU' admissible—this aspect is evidently not the onl> one; we ha\c 
proved xcry little, wlicn wc have proved that transferring a rich man’s 
dollar to a poor man increases welfare in the utilitarian sense. Fourth, 
in the field of economic thcor\ in the narrowest sense of tlie term, utili¬ 
tarian Inpothcscs are unnecessary but barniless. hor instance, v\'c can 
state and discuss the properties of economic equilibrium without intro¬ 
ducing them. But if we do introduce them, results are not materially 
affected, liencc not impaired. 7his makes it possildc for us to salvage 
much of economic analysis that at first sight seems hopelessly vitiated by 
utilitarian preconceptions. 

[fd) Historical Sociology.] The writers of the eightccntli century have often 
been blamed for lack of 'historical .sense,’ a disability that went in fact so far 
with some of them as to make them blind to the values of Ingoiic civilizations.^ 
All the more necessary is it to point out that tlie antidote de\elopcd along 
with the disease. If we find, in some instances, the most foolish contempt for 
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Greek art—Voltaire being put above Homer, for instance—we also find the 
origins of its modern cult. If we sometimes find a perfectly stupendous absence 
of interest in history, we also find a rich crop of serious historical work that 
laid the foundations of nineteenth-century developments. We cannot do more 
than list five essential points: a good beginning was made with systematic 
collection of materials; new methods of interpretation and criticism of docu¬ 
ments were worked out; *•' economic and cultural history began to divert some 
of the attention previously all but monopolized by political and military his¬ 
tory; the frelatixely speaking) detached rejwrt that renders documentary evi¬ 
dence began to ]^revail over epics or preachings (Ilumc, William Robertson, 
Gibl)on): and the awakening of interest of the public is attested by the 

siiecess of ]H)pular unixersal and national histories. Of course, there is such 
a thing as unhistorical history, that is to say, a man may do liistorical work 
without ever getting the specifically historical angle. But Ilumc's Uislory of 
KuiUldtid fS vols., 176^) was not of this kind. Though ho]Klessly out of date 
by now, it will alwaxs be a landmark of historiography—xxhich shoxxs that he, 
at least, xxas not a slaxe to his utilitarianism. 

Still more noteworthy from our standpoint is the emergence of Historical 
Sociologx—sometimes called Philo.sophy of History"’—that is to say, of so¬ 
ciological theories that, on the one hand, used historical material in order to 
arrixe at generalizations and xxerc, on the other hand, intended to explain 
individual historical states and processes. The greater part of this kind of 
xvork xxas dilcttantic and of a nature to disgust serious historians. Some of it 
was, moreover, unhistorical in the sense just defined: historical fact was often 
txvisted to fit the preconceptions of la raison. Nevertheless, there xxc%' also 
considerable and even path-breaking performances. By way of example, I may 
mention Condorcct, Montesquieu, and one who was one of the greatest thinkers 
to be found in any age in the field of the social scicncc.s—X^ico.-^ Condorcct’s 

K. A. •S24') seminal Bro/cgome/id ad llotucriun appeared in 1795, 

but was the result of cailier xvork. 

To this day historians liave not ceased to preach, to bestoxx* ]>raise and blame, 
and t ) air their personal, social, and national prides and hates. What 1 mean to convey 
is that substantial irrogress xvas made toward presentation of facts in something like 
a scientific .spirit and axxay from the epic. 

Sec Robert Mint, History of tin: Philosophy of History (189^). 

-- riie Marquis de Condorcct (1743-94; Oeuvres, ed. 184--9; Engli.sh readers are 
perhaps best referred to Lord Morley’s essiiy on him, rcpubl. in Critical Miscellanies, 
iSSf) IOC'S, x-ol. 11), one of the cncyclopedistvs isce below, sub e), roamed over almost 
all ficlils of science and policy. Among other things, he xvas a trained mathematician; 
his ventures in the application of the calculus of probabilities to legal and political 
indgiiients. though not wlmlly felicitous. g;we an important iminilse; he propagated 
‘natural rights.’ po]mlar .sovereignty, and equal rights for xvonicn, and was a great 
haler of C:hri.stiaiiily—in all of which, ardor completely extinguished his critical faculty. 
His contributions to economics are not worth mentioning. 'I’lie xvork relevant here is 
Esqtiissc d un tableau hisiorique des progres dc Vesprit hurnain (1795; English trans. 
1S02). 

Montesquieu (1689 1755) presumably needs no introduction beyond the remark that 
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Esquisse presents a definite theory of historical evolution or ‘progress*: its goal 
is cqualih' and its motive force is the ever-increasing knowledge that tlie 
indefinitely perfectible human mind keeps on acquiring. 'J'his, of course, is 
very poor sociology. But the work is the outstanding example of an uncom¬ 
promisingly ‘intellcctualist' view of tlic historical jjroccss. In sharp contrast, 
Montesquieu’s Esprit dcs lois, despite inadequate \\()rkmanshii^—c'spccialh 
inadequate as to critical use of material—is serious sociology, 'ihe chief \ irtuc 
of the latter work, both as regards method and ]XTfornumcc, is that it en¬ 
visaged historical states of societies and their changes in the light of a nnni' 
ber of objective factors,-* which yield realistic explanations and in this sense 
analytic theories but no simple, in particular no rationalist, general formula. 
This was indeed a new departure and methodologically sixlled a significant 
break with natural-law ideas: it was .sociology based upon actual observation 
of individual temporal and local patterns, not merely of general j^rojK-rties of 
human nature. For our purposes, this was Montesquieu’s es.sential aehie\e 
ment. foreshadenved in this treatment of the particular case of ancient Ronu'. 
His success, at the time and later, was of course due to the appeal of his 
‘constitutional’ theories —coutrchalance des pouvoirs and the like—whieli are 
of no interest to us. 

he was one of tlie most influential thinkers of all times and tiiat in particular, though 
his economics is in.sigiiificaiit—without originality, force, or schoLiishii^—he greatly 
influenced A. Smith in other respects. The three works to mention are the—also in 
significant —Lettres persanes (i-zi), tlie Considerutium siir Ics causes de la ^raudciir 
des Remains et dc Icur decadence (1734), and of cfnirsc his magmmi De I'llsivit 

des lois 11-4S!. which is so miicli more than mere 'esprit sur Its Uns.' 

Giambattista \'ico (16681-44; Operc, newest cd. \icr)liiii, iQii-31; hil)Iiograi)hv 
by B. Croce. 1904; revised, enlarged ed. 194--S1. Part of the extensive Vico liteiatmc 
is impaired by attempts of authors to claim the great name for tendencies of tlieii 
own. but sec Ciocc's cssav il-.iiglisli trails, by C>>llingw(KKl, J913'. K. I'liiit’s Vice 
(18S4I, and a few bcantifnl pages on X'ico in Taghacf)//o’s V.ceneinisti napelctani 
(1937}; there arc several good Cierman hooks. es]Kcially those by W'criier and Klemm. 
Vico was professor in Naples, professing to teacli *all the knowahlc' itutto In scihilcf. 
The fact that, among other things, he was a lawyer and always stressed legal asireets 
(the history of law was to him the liistoiy^ of the human mind) is important because 
it brings out his relation to the philosoidicrs of natural law. 'I’he influences that con 
tributed to shaping liis thought and the problems raised by the various cases of caihei 
occurrence of ideas similar to his own are much too complex for us. 'The Creeks, the 
Roman jurists, Grotius, the Kiiglish empiricists. Descartes (by way of antagonism’, 
the scholastics, and many other groups would have to be mentioned, among them 
also the Arab historian Abu Said Ihn Klialdim (1332 1406; sec de Slaiic’s French 
trans. of the first introductorv' part of his history, 1S63 8. all I know). The only work 
of Vico’s that need be mentioned specifically is PrincipU di una scienza nuova . . . 
(1725; almost rewritten for the 2 ik 1 ed. of 1730). 

28 The sociologist of thought will, of course, see in tliis a secularized .scheme of 
salvation. 

24 'I he emphasis upon the influence of geographic environments that may have hailed 
from Thucydides and may have inspired later anthropogcograpliical researches such as 
that of V'idal dc la Blache deservc.s to be si>cciallv noticed. 
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Vico’s achievement ^v’as quite diflFereiit and met with little success until late 
in the nineteenth century. His New Science (scienza nuova) is best described * 
by the phrase ‘an evolutionary science of mind and socieh .* But this must 
not be interpreted to mean that the evolution of the human niiiid shapes the 
c\'o]ution of human socieW; nor, though this would be nearer the truth, that 
the historical e\olution of societies shapes the evolution of the human mind; 
but that mind and society arc two aspects of the same evolutionary process. 
Reason, in the sense of the rational or logical operations of the human mind, 
is no causal factor in this process which Vico conceived in a thoroughly anti- 
intellectual spirit. Neither has reason, in the sense of goals or meanings per¬ 
ceived by the observer’s reason, anything to do \^ith it: Vico’s theory of re¬ 
current processes (corsi e ricorsi) emphatically denies any tendency toward, 
and in fact the existence of, an\- such goals and meanings. In this scheme 
philosopln- and sociology had become one—thought and action had become 
one—and this unit was essentially historical in nature.--^ And, after all, though 
the common currents of eighteenth-century waters did not reach up to his 
knees, \’ico too was eighteenth century. 

fi'c) The Encyclopcklisics.] We have had occasion to notice the increase in 
the demand for dictionaries or enc>dopacdias during the se\entecnth century. 
iMiither increasing during the eighteenth, this demand was satisfied by ever 
more ambilious \entures (Chambers’ Cyclopaedia, Zedlcr’s UniyersalLcxicou, 
and others’). All of these were surpassed by the great P'rcnch Encyclopedie 
(from 1731 on),-*' which, among other things, excelled the other works of its 
type and time by the number and qualih* of its articles on economic subjects. 
But it is mentioned here for an entirely different reason: whoever believes at 
all in the concept of the ‘spirit’ of an age will be inclined to look upon the 
Kiicyclopedie as the wry incarnation of the eighteenth-century .spirit. So far 
as this is correct, the work itself is an important part of the cultural back¬ 
ground of which we are trxing to reconstruct some patches. But how far is 
it correct? Like all cnc\clo]iaedias of such range, this one contained articles 
that differed widely not only in qualih* but also in point of view. Tire ecr)- 
nomie articles referred to, for instance, were written by writers as far apart 
from one another as were Quesnay and Forbonnais, while the bulk of the 
articles—physics and tcchnolog)* w'cre particularly attended to—^Icft no scope 
for difference of point of \icw in the philosophical or political sense. Never¬ 
theless, the strong personalih* of the editor-in-chief, Diderot, succeeded in 
imparting some uniformity to what was called the Tower of Babel by hostile 
critics. In order to realize this, it is sufficient to name a few of the leading 

2''This scheme. vcr>' obviously, points forward toward llcgcl and, less obviously, 
toward Husserl. This fact explains both his comparative failure in his own day and his 
success after nearly two centuries. But it .should not be alhwed to obliterate the purely 
analytic aspects of his work which parallel (i.c. anticipate) some feature of the less 
.spacious and j^rofonnd work of Montesquieu, especially as regards emphasis upon en¬ 
vironmental factors. 

2«'rhc rciider will find more than enough infonnation in the Encyclopaidia Britan- 
nicd*s article ‘Fncyclopa?dia.’ 
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members of the circle that gathered round Diderot: d'Alembert, Voltaire, 
'Condorcct, Holbach, HeKetius—all vowed to the service of la raison in the 
particular sense in which it meant cnniit>' to the Christian faith and especially 
to the Catholic Church. \\'ith varjing measures of reserve, the opportunity 
afforded by the articles on history, philosophy, and religion was exploited for 
purposes of propaganda in that respect. But this was all. In other respects 
not much uniformity was either aimed at or achieved. The philosophy is mainly 
empiricist, but not wholly so. The politics reflects the opinions about .state, 
public administration, and policy that were carried far beyond tV»c specifically 
encyclopaedist circle. Be>ond this there was no definite program. In particular, 
there was no revolutionary program: those intellectuals no doubt had their 
dig at the regime of liOuis XV and occasioiuilK- aimed at its special features; 
on the whole, howe\er, the\ felt too comfortable to long for a violent up¬ 
heaval; some of them saw points in the enlightened despots of their time 
who reformed—and paid well; those who lived to witness the realities of revo¬ 
lution were not very happy about it. Thus, though it remains true that the 
great French venture may be taken as a .symbol of an important current of 
thought, its importance for us is not as considerable as it seemed to its con¬ 
temporary enemies, who insured its success by fighting it. 

Tlicrc is one point. howe\er, that should be emphasized or emphasized again (see 
above, sec. 5). namely, the relation of the thouglit of the e/icvc/opeJi.s/cs to that of the 
seventeenth ceiitiir>‘ philosophers of natural law. 'I’he teaching of the latter fared quite 
well at the hands of the former. Ilie encyclapvdiatcs —and all the writers whom this 
term, in a wider sense, may be said to cover—did not always give credit to the philoso 
phers as they should have done. Hut they displayed no hostility to the natural law .system 
and in fact developed its ideas. Nor is this surprising. W as not natural law' derived, by 
reason, from human nature and hence the very embodiment of their own program? 
And the Natural Rights of the philosophers were, of course, thoroughly to their ta.stc. 
'Hie religious barrier hid from them the true origin of these ideas: they could not have 
quoted St. Thomas’ statement that the natural law was rutionis re^ula. Hut no .such 
barrier existed in the ca.se of the philosophers who were, at least, no Catholics. And so 
the encyclopedistes, within and without the volumes of the encyclopaedia, and many 
other men, such as Quesnay, who were not cnevdopedistes in the strict sen.se fe\en if 
they wxTC contributors), continued to use tlie jrhilosophers’ analytic .schema and. some 
times, even their most dubious arguments. Qiic.snay’.s ordre jwturd would be recogniz 
able as an offshoot of the natural-law' stem, even if Qiicsnay had never written his 
article on droit naturel. The Abbe Moiellct, an ardent free trader, was quite content 
to argue that, since man is naturally free and since this implies that he can buy and sell 
where he pleases, protection stands condeiiined for violation of natural law—w'hich ar¬ 
gument occurs also in other writings of the time and must evidently have impressed 
some people,-’ a most interesting comment upon the age of reason. 

2" 7 ’he Abbe Andre Morcllct (1727 1819) was, it is true, a very minf)r light among 
the encydopedistes —not more than an effective painphlcteer. W'c need not mention 
his economic works. But he is interesting as a type, which is why ])erusal of Lytlon 
Strachey's essay on him has been reconimcndcd above. However, he collected materials 
that went into Pcuchct's Dictionnaire universel de la ^d)Hraphie comnwn^diite (1799- 
1800), which is an important link in the long chain of economic or semi-economic 
dictionaries. 
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[(f) The Semi-Socialist Writers.] It has been stated that, as a body, the 
encyclopddistes were not politically revolutionary. Neitlier were they social¬ 
ists. The cqualitarianism of the time—both nonnati\e and analytic—suggested 
the criticisms of inequalities, especially great inequalities, of wealth that we 
find in llcl\'6tiiis and many other writers. And the obvious weaknesses of 
natural-law philosoidiies about the natural right to property that were ex- 
])ounded cither on the lines of Locke or in the special form adopted by the 
physiocrats (see below, ch. 4), invited criticism that sometimes went from 
attack upon particular arguments in defense of properW to attack upon prop- 
erh’ itself. But though the historian of socialist ideas is no doubt able to 
compile a lengthy list of socialist or communist or near-communist publica¬ 
tions that were not without influence on nineteenth-century socialism, the his¬ 
torian of economic analysis has little of interest to record: he can only agree 
with Karl Marx*s ojjinion about that literature. It should be observed, however, 
that socialist or semi-socialist writers, when arguing against conclusions drawn 
from natural law premisses b\' natural-law methods, almost invariably used 
these premisses and methods themselves. 'Tluis, exactly as the Notaries of la 
raison fought seholasticism while remaining its pupils so far as methods and 
results of anahsis arc concerned, so the socialist or semi-socialist writers of 
the eighteenth century remained natural-law philosophers in their way of 
thinking: the concepts of natural law and of natural rights were ejuite capable 
of serving opposite practical aims, and few if any writers thought of attacking 
the method they embodied. Rousseau, Brissot, Morclly, and Mably are illus¬ 
trative examples. For the .sake of convenience, we add here a very different 
figure. Godwin, who.se only contribution to economic analysis will, however, 
ha\e to be considered later. 

J. J. Rousseau (1712-78), in spite of his glorification of the natural 
state of .society and of equality, can hardly be called a socialist—he was 
typically what our term ‘scmi-.socialisf is meant to comey. But neither 
can he be called an economist. His article on jiolitical economy in the 
Encyclopedic contains next to no economics. His essay on the origin of 
inequalih' (175';) is not a serious effort to account for the phenomenon. 

In particular, despite some superficial similarities in phrasing, he was 
not a physiocrat or a forerunner of the physiocrats. Such ideas as he en¬ 
tertained on economic subjects were, however, of considerable influence 
with the public. J. P. Brissot de War\illc (1754-93), a Girondist politician 
executed in 1793, holds a place among reformers of criminal law. Tlie 
work rclcxant for our subject, the Recherches philosophiques sur le droit 
de propriele et stir le rol . . . (17S0), is pure natural-law speculation of 
the kind that made later critics of natural-law sociology and economics 
completely oicrlook its .serious achievements. Tlic nonexistence of the 
right to private properh' is the thema probandum. Brissot seems to have 
been unaware of practically all the realistic and really damaging argu¬ 
ments that may be forged against it. Tlic doctrine that Propertj' is Theft, 
made famous in the nineteenth century by Proudhon is the centerpiece 
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of the book. Morclly’s Code de la nature ( 1755 ) is a program of full- 
fledged state comnuuusni of considerable merit; it presents, in minute 
detail, solutions of the practical problems of the structure and manage- 
ment of a communist society, many of which turn up, mostly without 
acknowledgment, in the ninetccnth-ccntury literature of socialism and 
most of which reflect a sober sense of Svorkabilitx / 'Fhc doctrine, much 
more often implied than frankh’ stated, that all the de\iations from 
normal behavior that are felt to be immoral are caused by the conditions 
of life in capitalist society, was, so far as I know, first stated in this book. 
We cannot go beyond pointing out that this book, too, is pure natural- 
law philosophy: strictly state-controlled connniinism is the form of ex¬ 
istence that corresponds ideally to natural laws discerned by reason. 
Gabriel Bonnot dc Mably (1709-vS^), though he was not a connminist 
from the begiuniug, and though iu the end he resigned himself to prac¬ 
tical programs that did not go beyond rather coimnonplacc reforms, 
must also be classed as a straight coimminist on the strength of the 
implications of the only work that can be mentioned here, Doutes 
proposes aux philosophcs ck'oiiojiiistes sur Vordre uaturel ct esscnliel dcs 
societes politiqucs (i’"6S). 'this work contains an elaborate attack not 
only upon the plnsiocrat tlieor> of pri^atc proper!)- but also upon pri\ate 
property itself, which is held to lie an almost uninixcd e\il. But though 
one-sided and otherwise defecti\e analysis, Mably’s arguinent is still 
analysis of facts and not merely a discussion of ‘rights.* The theory that 
property in land is the ultimate cause of all inecjnalities of wealth— 
rcpcatedl) espoused in tlic nineteenth ccntui*)' and, h)* I*. Oppcnhcinier 
in the twentieth—may be wrong, but is still an anahtic i)roposition or 
theory. I’hc authors nicntioncd as well as many others have received con¬ 
siderable attention from historians of thought, including economists pri¬ 
marily interested in the history of tlioiiglit. Sec, for example, A. Licliteii- 
berger, Le Socialisme an XVIW siecle (1S9:;). 

'Mic French ideas of the Fnlightenmcnt were good sailors (crossing tlic 
Channel easily), the more so because thc)' had important English—cs- 
pcciall)' empiricist and associationist—roots. High above the common 
run of enthusiasm rose the book that is to represent this literature for 
us, William Godwin’s Enquiry concerning Political Justice (179:5). It is 
only semi-socialist and even this only by virtue of its dogma that property 
in the product of other people's labor is ‘unjust.' Pcrhaiis those arc right 
who, on the strength of Godwin's extreme distaste for \iolence and com¬ 
pulsion of any kind, class him as an aiiarcliist. In any case, the view of 
human nature, according to which mairs mind is a blank—but indefi¬ 
nitely perfectible—to be filled in by experience conditioned by social 
institutions has hardly ever, before or after, been made to serve absolute 
cqualitarianisin so uncompromisingly. Godwin was indeed goaded into 
doing a piece of analytic work by the attack of Malthus. But his work 
itself is essentially nonanal) tic and therefore beyond the range of scicn- 
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tific criticism. It expounds a creed that is impervious to argument and 

at tlic present time counts more adlicrcnts than it ever did. 

[(g) Moral Philosophy.] All the facts presented above about eightccnth-cen- 
tur\' thought go to show that the natural-law approach to sociology and eco¬ 
nomics licicl its own to a considerable extent and that the notion that a new 
‘cxpcriinentar spirit rose \ ictoriously against it—or else that the cult of la raison 
was something fundamentally new—is as illusory as is the analogous notion 
that the work of tlic seventeenth-century philosophers of natural law spelled 
a N'iolent break with scholastic analysis. In other words, these facts teach a 
lesson of continuity in development. Nevertheless, the natural-law system of 
thought disintegrated or, at least, underwent a transformation. We know that, 
originalb', it had been a system of jurisprudence and that all nonlcgal ma¬ 
terial had been fitted into the legal framcuork in an ancillary role. But in the 
eighteenth century, the increase of this niaierial and the addition of new 
fields of research burst that framework. From having been in the position of 
a governing holding company that unified and co-ordinated everything, ‘natural 
jurisprudence’ beeainc merclv' a spccialK of a new' comprehensive unit that 
was no longer primarily legal in character.-'^ 7 ’his new unit was called, especially 
in Gernuiuy and Scotland, Moral Philosophy—tlic word philosophy being 
taken in its old sense of the sum total of sciences (St. Thomas’ philosophicae 
(lisciplirwe), so that, roughlv, moral philosophv- means the social sciences (the 
sciences of ‘mind and societv') in contrast to Natural Philosophv that denoted 
the ])hv sieal sciences plus mathematics. It was the subject of a standard course 
offered within the university curricula and consisted, mainly, of natuial the- 
(dogv, natural ethics, natural jurisprudence, and policy (or ‘police’) which in¬ 
cluded economics and also public finance (‘revenue’).2’' Francis Hutcheson, 
the teacher of A. Smith, was profes.sor of moral philosophy in this sense at 
the University of Glasgow, and so was A. Smith. Roth the Moral Senti- 
meuts and the Wealth of Nations arc blocks cut out from a larger sv sterna tic 
whole. 'Ihus the old universal .social science of the scholastic doctors and of 
the jdiilosophcrs of natural law .survived in the new form. But not for very 
long. Though the moral-philo.sophy course figures in university curricula even 

As w'C already know, tlic Historical School of Jiirispnidcncc was verv* hostile to 
this nntur.il juri.s])riKlcncc and saw nothins; in it but entirely unscientific speculation. 
1 ’his view was verv' influential: it wa.s in fact from the lawyers of this school that 
people learned to despise everytliing that was in any way connected with the concept 
of natural law. It should be repeated, however, that this view, while quite under¬ 
standable considering the abuse of the idea of natural rights of all kinds, neglects an 
important nonspeculative core of natural law analysis. 'Ihe natural juri.spriidcnce of 
which I speak in the text was an inadequate but still scientific theorv’—or general 
logic-—of law for which it is possible to make out a case similar to that which can 
be made out for economic theory. 

'Flic contents of the course varied, however. Also, the division of all seicnces into 
moral and natural philo.sophy was neither complete nor invariable. Pure philo.sophy 
in the narrow sense stood outside and so did logic, philology and literature, history, 
and other fields. 
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in the first half of the ninetccntli century—uni\'crsitics arc conservative—it 
was rapidly losing, in most places, its old incaning and position toward the 
end of the eighteenth. 

This was due to the same cause that burst the natural-law system. The 
accession of material in the individual branches of moral pliilosophy tended 
to bring them into the hands of six?cialists, every one of whom had inevitably 
to concentrate on his own branch and to neglect both the other branches and 
the comprehensive principles. I’his applies with particular force to economics 
because in this case the new material came from outside (sec next chapter). 
It is highly significant that A. Smith found it im|)ossible to do what Iluteheson 
had done as a matter of course, namely, to produce a complete s\stcm of 
moral philosophy or social science at one throw. Hie time for doing this had 
pa.ssed: absorption of the new material—both facts and anahses—had become 
a full-time job. 

As long as this absorption was not consummated, the little body of scien¬ 
tific economic knowledge that had been inherited from the scholastics and 
nursed along by the philosophers of natural law retained not only indciiendent 
existence but also a distinctixe character of its own. Owing to the gieater in¬ 
tellectual refinement of the men who had created it, and to their detachment 
from the immediately practical issues of economic policx', their economic anal¬ 
ysis was different from the analysis of other jicoplc. Beholding it we cannot 
fail to notice more correct formulation of fundamentals and a wider xiew' of 
practical problems, both anticipating much later opinions. But so soon as that 
absorption was consummated, wc naturally lose sight of it, though we do not 
lose its contribution. "Ihis happened, roiighh speaking, between and 

1S48: the latest natural-law system, utilitarianism, getting under sail when 
the economic specialists had established tlieir claim to autonomx, was not, as 
were its predecessors, able to exert cffcctixc control oxer them. 



CHAPTER 3 


The Consultant Administrators and the Pamphleteers 


1. More Facts from Social History 143 

[fa) hicidcnial Vactors hi the Knicrgence of the National States] 144 

[(b) Why the National States Were Aggressive] 346 

[(c) Influence of Special Circumstances on the Contemporary Liieratiire] 148 
[2. 'I’m-; I'icoNOMic Liitratcre of riiii Period] 155 

f(a) The Material Excluded] 156 

[(b) The Consultant Administrators] 159 

[(c) The Pamphleteers] 360 

3. SlXTEENTll'CbCN I I’RY SYSTEMS 361 

[(a) The Work of Carafa] 162 

[(bj Representative Performances: Bodin and Botero] 164 

[(c) Spain and England] 36s 

4. 'I’m; Systems, iboo it-O 167 

[fa) Representatives of the Earlier 167 

[(b) Justi: the V^'elfare Sidfe] 170 

[(c) Prance and Enghnid] 174 

(fcl) High Level of the Italian Contribution] 

[(cl Adam Smith and the Wealth of Nations] 181 

5. QrASi Systems 394 

6. Public Finance Once More 199 

7. Note on U coj’ias 206 


1. More Facts from Social History 

W'!-: KNOW Ai.RF.ADV that, as the eighteenth century wore on, economics 
settled down into wliat we liave decided to call a Classical Situation, and 
that, inainh- in consccincncc of this, it then acquired the status of a recognized 
field of tooled knowledge. Jiut the sifting and co-ordinating works of that 
period, among which the W\*alth of Nations was the outstanding success, did 
not simply broaden and deepen the rivulet that flowed from the studies of 
tlic schoolmen and of the ]diilosophcrs of natural law. They also absorbed 
the waters of another and more lioisteroiis stream that sprang from the forum 
where men of affairs, pamphleteers, and, later on, teachers debated the policies 
of their day. In tliis ehai>tcr we shall take a bird’s eye view of the various 
types of economic literature produced by these debates, reserving for subse¬ 
quent chapters fuller treatment of works and topics that seem to require it. 

T’his literature is not a logical or historical unit. The men who wrote it, un¬ 
like the philosophers of natural Unv, form no homogeneous group. Neverthe¬ 
less there is a link between them all which it is necessary to emphasize: they 
discussed immediately practical problems of economic policy, and these prob¬ 
lems were the proI)lcms of the rising National State. Therefore, if we are to 
understand the spirit that animates those writers, their lines of reasoning, the 

143 
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data they took for granted, wc must for a moment digress into the sociology 
of those states \^•hose structure, behavior, and \’icissitudcs shaped I'liiropcan 
history—thought as well as action—from the fifteenth century on. 'I’hc im¬ 
portant point to grasp is that neither the emergence nor the behavior (*poli- 
eics’) of those states were simply manifestations of capitalist exoliition. Whether 
we like it or not, wc ha\c to face the fact that they were the products of a 
combination of circumstances that, viewed from the standpoint of the capi¬ 
talist process as such, must be considered as accidental.^ 

[(a) Incidental Factors in the Emergence of the National States.] h’irst. it 
was an accident that the rise of capitalism iinpinged upon a social framework 
of quite unusual strength. ‘Feudalism’ no doubt gave way, but the warrior 
classes that had ruled the feudal organism did not. On the contrary, they con¬ 
tinued to rule for centuries and the rising bourgeoisie had to submit. They 
e\cn succeeded in absorbing a great part of the new wealth for their own pur¬ 
poses. The result was a political structure that fostered but also exploited the 
bourgeois interest and was not bourgeois in nature and spirit: it was feudalism 
run on a capitalist basis; an aristocratic and military society that fed on capital¬ 
ism; an amphibial case very far remoxed from bourgeois control. 'Fliis pattern 
produced problems and—‘militarist’—angles from which to look at them, 
which were completely different from what the mere logic of the basic 
process would lead us to expect.- 'riius, for the majority of economists, moii- 
archs that were primarily wailords and the class of aristocratic landowners, re¬ 
mained the phots of the social system as late as the middle of the eighteenth 
ccntim*, at least on the continent of Eurojx*. 'The reader should therefore ap¬ 
ply the requisite qualification to what he has read in the preceding chapter 
on the increasing social weight of the bourgeoisie. 

Also, it was an accident that the conquest of South America produced a 
torrent of precious metals. Tlie growth of capitalist enterprise might pre¬ 
sumably ha\c been exi)ccted to produce inflationary situations in any case, but 
this torrent made a lot of difference to the eourse of exents. In a way that is 
too obxious to need elaboration, it speeded up capitalist dexelopment, but 
much more important arc two other facts about it that point in the opposite 
direction. On the one hand, this access of lic|uid means greatly strengthened 

' Like all theorists, theorists of social liistory arc reluctant to aclniit not only the 
importance of causal factors other than the ones cmi)hasizecl by their oxvii theories 
but also the importance of chance in the evolution of actual patterns. But tlic his 
torical processes that produced the situations, created the problems, and shaped the 
attitudes reflected in that literature cannot be inten)rctcd as many observers, Marxi.sts 
especially, would like to interpret them, viz., as effects of the rise of c.ipitali.sin. Kven 
so far as they are traceable to capitalist evolution, they xxorked out in a way that 
differed radically from that prescribed b>' either capitalist interests or the capitalist 
mind. Let us note in passing how important this is not only for our oxvn limited 
purpose but also for our diagnosis of the nature and modus oj^erandi of the capitalist 
system in general—and even for our philosophy of history in general. 

2 I tried to illustrate this by a short analysis of an outstanding instance, the state 
of Louis XIV, in Capitalism, Socialism, and Democracy, ch. xii. 
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the position of those rulers who were able to get hold of them. Under the cir¬ 
cumstances of the times, this conferred a decisive advantage in the planning 
of militar>' ventures on lines that often, as for instance in the case of the 
Spanish Hapsburgs, were quite unconnected with bourgeois interests in the 
component parts of their farflung empire or with the logic of the capitalist 
process. On the other hand, the price revolution that ensued ^ spelled social 
disorganization, and hence was not only a propelling but also a distorting 
factor. Much that might ha\e been gradual change, if nothing but the basic 
process had been at work, became explosive in the feverish atmosphere of in¬ 
flation. Particular notice must be taken of the eflEcct on the agrarian w'orld. 
By the time that inflation set in, the greater part of the dues that continental 
]K*asants owed to their lords had been comerted into terms of money. With 
the purchasing power of money rapidly falling, the lords attempted in many 
countries to raise the monetary values of those dues, llic peasants resisted. 
Agrarian re\'ohitions were the consequence, and the rc\()lutionary temper thus 
engendered was an important factor in the political and religious upheavals of 
that cpcK-li. Rut, owing to the strength of the top feudal stratum, these revolu¬ 
tions did not, as we might ha\'c expected, accelerate social developments in 
accordance with the basic process. 71 ic risings of the peasants and of the other 
groups that had rc\'olted in sympathy were put down with ruthless energy. 
'Phe religious movements met with success only so far as they were sponsored 
by the aristocracies and in the most important eases quickly lost such social 
or political radicalism as had been originally associated with some of them. 
Princes and barons, armies and clergies, emerged from the trial with enhanced 
prestige and ix)\\er uliereas the prestige and the political power of the bour¬ 
geoisie declined, especially in Germany, France, and Spain. The great excep¬ 
tion, on the Continent, was the Netherlands. 

A third historic event of prime—^and lasting—importance was tlic break¬ 
down of tlie onl>- cfreeti\e international authority the world has ever seen. As 
has been pointed out, the medieval world was a cultural unit and, in principle 
at least, professed allegiance both to the Empire and to the Catholic Church. 
Although widely differeut views were held as to their true relation to one 
another, these two together formed a supernational power that was not only 
ideologically acknowledged but also politically invincible so long as they w^ere 
united. According to the traditional view, this power w'as bound to wane as 
soon as the acids of capitalism began to dissohe the basis of medieval society 
and its beliefs. 'Ibis is not so. Whatever those acids might have eventually 
done to that dual power, they had nothing to do w'ith the actual breakdown 
tliat occurred long before those beliefs were impaired, simply because of the 
fact—which, from the standpoint of the basic process, was again accidental— 
that, for rca.sons which cannot be analyzed here, the empire was unable either 

® This price revolution set in before the impact of the new' gold and silver had 
made itself felt, and was at no time a function of their inflow alone. For our pur- 
po.ses, however, the popular opinion that it was may be allowed to stand as an 
approximation. 
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to accept the supremacy of the Popes or to conquer them. A prolonged struggle 
that shook the Christian world to its foundations ended in a Pyrrhic victory 
of the Popes in the time of Frederick II (iig4-i2«;o). But in this struggle 
both parties had so thoroughly exhausted their political resources that it is 
more correct to speak of a common defeat of both: the Popes lost authority, 
the empire disintegrated. In consequence, medieval internationalism was at an 
end and the national states began to assert their iiidcjjcndcncc from that super¬ 
national authority which had been formidable only so long as the Roman 
church co-operated \^'ith the ‘temporal sword’ of German} .-* 

[(b) Why the National States Were Aggressive.] It must be left to the 
reader to develop the implications of all this. But it should be clear that it 
was the persistence of aristocratic rule, the access of ideally disposable wealth, 
and the breakdown of the supcrnational power of the Middle Ages—rather 
than anything deri\able from the capitalist process itself—that explain not 
only the emergence but also the political plusiognomy of the modern state. 
In particular, those facts explain why the modern state was ‘natioiuir from the 
first, and refractory to any supcrnational consideration; why it insisted and 
\\as compelled to insist on absolute sovereignt}’; why it fostered national 
churches c\cn in Catholic countries—as instanced by Gallicanism in France; 
and above all wh}- it was so aggressive. 'Ihe new sovereign powers were warlike 
by virtue of their social structures. Tliey had emerged in a haphazard way. 
None of them had all it wanted; each of them had what others wanted. And 
they were soon surrounded b\' new worlds inviting competitive conquest. Be¬ 
cause both of this situation and the social structure of the epoch, aggression 
—or, what is the same thing, ‘defense’—became the pivot of policy. In this 
fermenting world, peace was but armistice, war the normal remedy for political 
disequilibrium, the foreigner ipso facto the enemy—as he had been in primitive 
times. All this made for strong governnients; and strong governments, chroni¬ 
cally suffering from political ambitions that went beyond their economic 
means, were driven to increasingly successful attempts to make themselves 
still stronger by developing the resources of their territories and harnessing 
them into their service. This in turn explains, among other things, why taxation 

* Perhaps it is misleading to stress the national element in this change. Though it 
shows well enough in the most im]x>rtant cases, those of France, Spain, and, earlier 
than anywhere else, in England, tlie true nature of the phenomenon will be more 
clearly visualized if we take account of the fact that in Germany and Italy, the coun¬ 
tries that had been immediately subordinated to the imi)crial i)ower, such states or 
‘principalities’ emerged on a nonnational ba.sis: it was not. at first, national feeling that 
welded those units but rather the interest of feudal princes who were strong enough 
to organize, to defend, and to rule a territor}'. Frederick IPs own kingdom of Naples 
and Sicily is the earliest example, the Prussian state of another Frederick II the most 
telling. Popular support that might be linked up with capitalist interests and national 
sentiment came later and was as much the consequence of habit-forming conditions 
as it was a causal factor in subsequent developments. Nevertheless we shall, for con¬ 
venience, go on speaking of the National State. 
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assumed not only a much greater but a new significance (see sec. 6 of this 
chapter). 

These facts, though fundamentally the same all over Western and Central 
Euroixr, produced somewhat different results according to the circumstances 
of different nations. Neglecting smaller countries, we find the main differ¬ 
ence was between England and the Continent. In Germany, economic and 
political trends were broken by the course of events centering in the Thirty 
Years* War (1618-48), which created an entirely new situation and changed 
the political and cultural pattern of Germany for good. On the ra\agcd soil 
and in a population that had in places been reduced to less than 10 per cent, 
the princes, their soldiers, and their bureaucracies were, in the greater part 
of the national territory, practically all that was left of the political forces 
of the past. In Italy, alien rule and also devastation were responsible for a 
situation that differed from the German one only in degree. France and 
Spain did not have to go through experiences like these, but religious troubles 
and unending war efforts produced similar impoverishment in Spain and similar 
political and adininistratixc conditions in both France and Spain. 

In most of these countries—one exception is instanced by Switzerland and 
another by IIungar>'—the prince came to personify the state and the nation 
from the sixteenth century on. He succeeded in subjecting all classes to his 
authority—the nobility and the clergy not less than the bourgeoisie and peas- 
antr>', though the \\\o former on the understanding that they should continue 
to hold a position of social and economic privilege. I’he wealth and power of 
this state was the unquestioned object of policy: maximum public revenue— 
for the court and the army to consume—was the purpose of economic policy, 
conquest the purpose of foreign polic>. There should be no need for showing 
how concern for the welfare of the classes on which that social s>stem fed 
entered into tlial i)()liey: this welfare was not looked upon simply as a means 
to an end; it was an cud in itself for many a great monarch or administrator, 
exactly as the welfare of his workmen was and is an end in itself for many a 
great industrialist; but it had to fit in with the given political pattern and with 
the given social system. All this—precisely where concern for the welfare of 
manufacturers, farmers, and laborers was most real—meant management of 
everything which in turn meant the rise of modern bureaucracy, a fact that is 
no less important than is the rise of the business class. Tlic resulting economy 
was a Planned Economy; and it was planned, primarily, with a view to war.'’ 

'• I'his iiii{;ht l>c illustrated by the careers and policies of many great administrators 
of international and historical rej^utation. Comparative study of these men and their 
measures also brings out interesting differences and, above all. the fact that jncciscly 
the greatest of them cannot lx‘ said to have followed any con.sistcnt system of prin- 
cijiles at all. One aspect of thi.s \\'ill be mentioned presently in our text. We must 
confine ourselves to a brief comment upon Colbert, who has been and still is con¬ 
sidered by many historians as the typical representative of that imaginary entity, the 
*mcTcantilist .system’—so imich .so that CollK-rtisin is often used, especially in Italian, 
as a synonym of incrcantili.sn). Jean Bapti.ste Colbert (1619-83). of bourgeois origin, 
was a civil servant who rose to be minister of finance (this, although various other 
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In England u'e observe the same tendencies. But there they were weaker 
and resistance to them was stronger because she was saved from the experi¬ 
ences that elsewhere broke the backbone of aristocracies and bourgeoisies alike. 
This was perhaps not merely a matter of a few miles of channel; but we may 
for brevih’s sake adopt a theory which is only inadequate not untrue, namely, 
that it was the absence of actual foreign invasions and the rarih of serious 
threats of in\'asion that reduced the ncccssih- for a military establishment— 
a na\’y of course carries much less political w'cight—and, in consequence of 
this, the power and prestige of the crowm and of all the administrative agencies 
dependent upon the crown. The most obvious symptom of the difference this 
made, the survival in England alone of the old semifeudal constitution, is not 
in itself important for us. But all the more so is the fact that, throughout, the 
English state did not succeed in taking hold of national life as did the states 
elsewhere and that in particular the economic sector of national life, colonial 
venture included, remained relatively autonomous. Planning, if not absent, was 
more limited in scope—concerned principally w’ith the relations of the Eng¬ 
lish economy to Ireland and the colonies, and with foreign trade—and, what 
is still more to the point, was less strictly enforced than it w^as in most conti¬ 
nental countries. But for the writers on economic topics this made less differ¬ 
ence than w'C might expect. Some of them ne\crtlieless reveled in visions of 
planning. And while some voiced the businessman's views, others voiced 
those of the bureaucrat. Also, we must never forget, if we wish to imdeistand 
them, that practically all of these writers, in spite of what lias just been said, 
consistently wrote with war and conquest in their minds. After all, notwith¬ 
standing her own relatively sheltered position, England was tlien going through 
the buccaneering stage of her imperialism. 

ffc) Influence of Special Circumsianccs on the Contemporary Literature.] 
Unfortunately, the literature to be surveyed cannot be understood from the 

ofTces were added from time to time, is the best w-ay in which to describe his main 
function, which must, however, be understood to cover tlic affairs of iiulustry. com¬ 
merce, and aericulture as well) in the first period of Louis XlV's reign. lie was an 
honest, able, and energetic administrator who knew how to raise money, intimidate 
creditors, improve administrative and accounting methods, stimulate indu.stry, build 
palaces and harbors, develop the na%y. and so on, though he w’as distinctly unlucky 
in the execution of his larger plans, c.g. colonial enterprise, the history of which show's 
that the wastes of public planning may easily surpass anything that, on the score of 
wastefulness, can be charged to private enterprise. I’hcrc is no reason to extol his 
achies^cment, especially to see in him the oversized chamiiion of some great principle, 
as did some of his admirers. See on Colbert and his iminediatc successors, C. W. Cole, 
Colbert and a Century of French McTcaniilkm (1Q59), and French Mercantilism, 
1685-1700 (1945). In his review' of the former book, in Economic History (Eebruary 
1940), Sir John Clapham voiced a reaction against unintelligent admiration that is 
almost amusing in its vehemence: according to him, Colbert had ‘no single original 
idea' (which is true but beside the point in the appraisal of an administrator) and was 
a ‘big stupid man,’ tyrannical, brutal, fu.ssy. For the period preceding his administra¬ 
tion, see J. U. Nef, Industry and Government in France and England, 1540-1640 
(1940). 
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facts referred to alone. Much of it is conditioned by individual situations in 
indi\’idual countries that witers took for granted, and by individual issues 
that arose from these situations. Even books and pamphlets that do not deal 
with questions raised by an indi\idual bill or practice can hardly be appreei- 
ated without full knowledge of the particular national patterns as seen by theit 
authors. A lengthy list of mistakes in interpretation and ap])raisal that were 
committed, especially by ninctcenth-ccntur>' liberal* critics of that literature 
but also by later ones, could be compiled to illustrate this truth. But there is 
nothing we can do about it here ® beyond oflFcring the following generalities, 
A few other facts will be added where necessary as we go along. 

I. All the economics of those times—with the possible exception of the 
Dutch branch of it—was written in and for countries that were poor. This 
holds without exception if ‘poor’ is equated with ‘undeveloped.* All European 
countries stood at the beginning of their industrial and even of their agricul¬ 
tural careers and everybody realized this. With us, economic expansion is pri¬ 
marily linked with new wants and methods; that age, however, had practically 
inexhaustible possibilities before it with existing wants and technologies, in 
addition to what it was coming to expect from technological progress and from 
conquest. But our proposition applies in a different sense and with added force 
to the great continental countries that in the second half of the seventeenth 
centur\ were faced also with an immense reconstruction problem. They were 
poor even relati\ely to what they had been in the sixteenth centur\'. It should 
be clear that in such conditions policies and reasonings may have had mean¬ 
ing that seemed mere nonsense to observers who viewed them from the stand¬ 
point of nineteenth century conditions. 

II. Throughout, all countries—even England—were predominantly agrarian. 
Their economic problems were primarily agrarian problems, the masses of their 
people wxTc agrarian masses—peasants, farmers, agrarian laborers. In the six¬ 
teenth. seventeenth, and eighteenth centuries, this agrarian world underwent 
changes that revolutionized it completely: economic historians rightly speak 
of an agrarian revolution, or rather of several agrarian revolutions. This phrase 
indicates two distinct, though of course related, types of change that rein¬ 
forced each other and uould ha\e broken down the framework of medie\*al 
society even if nothing had happened in the industrial sector. On the one 
hand, there was a long .series of changes in the technologies of all branches 
of agrarian production—this procc.ss gained momentum in the eighteenth 
ccntur>' but started at the beginning of the sixteenth. On the other hand, 
there was, in SN'mpath\’ u'ith the technological rcNolutions, a process of organi¬ 
zational change that turned medieval manors into grain, wool, and meat fac¬ 
tories and destroyed the old relations between lords and peasants or farmers. 

® It is impossible, even, to give an annotated reading list, for it would fill a volume. 
Going to the other extreme, therefore, I shall mention but two well-known standard 
works which in any case are. or ought to be, in cvcr>' student’s hands: E. F. Heckscher’s 
Mercantilism English trans. by M. Shapiro, and P. Mantoux's The In¬ 

dustrial Revolution in the lU^hleenth Century (rev. cd.. 1927, English trans. by M. 
Vernon). These works contain the bulk of what the reader ought to know. 
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It must suffice to mention the chief English form of this type of change. En¬ 
closures. Governments and, accordingly, writers took two characteristically 
different attitudes to this change. On the Continent, and especially in Ger¬ 
many, governments made a detcrinincd and largely successful effort to save the 
peasants and to turn them e\entually into a class of small landowners. In Eng¬ 
land, the land-owning and land-tilling yeomanry was allowed to disappear 
and, deserted-\ illage emotionality notwithstanding, the large estate prevailed, 
not howex'cr as a producing unit but as a unit of administration that left 
production to the workman-capitalist, the farmer. 

III. But it is by no means surprising that manufacturing and international 
trade, comparatively insignificant though they were, attracted more literary 
attention than did agriculture. 'I'hey were the young children and, moreover, 
the children on whom the future of the family was mainly felt to depend. 
Also, they had more nioti\e and opportunity than had the landowners and 
farmers to spill ink on their own behalf. I'br economics this simply meant that 
there were more ‘industrial and conmierciar than ‘agriculturar economists. 
But the c.xistence of these two groups of writers was primarily a i)henomenon 
of division of labor as it is now: their very natural antagonisms should not be 
sublimated into antagonisms between philosophies either of life or of economies 
except in cases—the onl.v important one is that of the physiocrats (see below, 
ch. 4)—where there is some provable warrant for it. 

Large-scale enterprise—large relatively to environmental standards—emerged, 
to a significant extent, in the fourteenth century in Italy, in the fifteenth in 
Germany, in the sixteenth (under Elizabeth) in England, first in the financial 
and coinmercial sphere and then in the sphere of production. But, substan¬ 
tially, the manufacturing industry that economists beheld and reasoned about 
w-as all along the manufacturing industry of the artisan (still organized in 
craft guilds;, of the ‘master’ of domestic industry, and of the owner-manager 
of factories that were few and mostly quite small. In Western Europe, es¬ 
pecially in England, this changed (significantl>- but not fundamentally) in tlie 
Industrial Resolution of the last decades of the eighteenth century, but the 
full consequences did not reveal themselves before the first decades of the 
nineteenth. Many authors, occasionally e\en A. Smith, class the manufacturer 
with the w'orkman. Xo author, not c\en A. Smith, liad any ver)’ clear idea 
of w'hat the processes really meant that led to what economic historians have 
dubbed the Industrial Rc\olution. A. Smith felt that the corporate form of 
industr\^ was an anomaly except in such cases as canals and the like, 'l o him 
and his contemporaries big business still meant commercial and financial big 
business—colonial enterprise particularly. And they looked upon it much as 
modern economists look upon any kind of largcst-scalc business, namely, with 
feelings of resentful distrust. 

IV. This industrial and con)mcrcial evolution was characterized, almost until 
the end of the period under discussion, by ‘monopolistic’ policies and business 
practices that were one of the chief topics of the economic literature of that 
period and have been visited with sweeping condemnation by economists and 
economic historians from A. Smith to this day. By ‘monopolistic’ public policy 
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and private business practice, we mean measures and forms of behavior in¬ 
tended to secure profitable ‘vent' for the products or services of an individual 
or group by (1) keeping the foreigner out of national and international mar¬ 
kets—which, so long as national territories had not become economic units, 
often included keeping out the producers and traders of the neighboring town 
or district; (2) keeping out of a trade, so far as possible, all connationals other 
than the favored individual or group—for instance, keeping retailers out of 
the merchant's business; (:5) restricting the output of the favored individual 
or group itself and regulating its distribution between markets. Let us stay 
for a moment in order to analyze, in the light of the preceding considerations, 
the reasons for the prevalence of this policy and practice. 

First, we might expect that, if fullflcdged capitalism had suddenly burst 
upon the world and if it had been permitted to unfold without being dis¬ 
torted by the factors referred to, both business behavior and public policy 
would have been from the first what they became in fact, for a time, in the 
nineteenth century, 'i’hat is to say, we might expect that in this case there 
would ha\c been, in countries that were so poor in goods and so rich in possi¬ 
bilities, an onward rush of eonipetitivc enterprise. This expectation would be, 
however, only in part justified. Poverh' is a bad customer, and normal risks 
of doing business are greatly increased in an en\ironment where the wealth 
from which demand is to proceed has not only to be attracted but created. 
In business as elsewhere, forward strategy very often requires defensive tactics 
as a conqjleinent, though most economists of all ages stubbornly refuse to sec 
this. But under conditions in which long run ad\ance was inevitably slow, 
each stage had to be safeguarded with particular care in order to gain means 
and time for ad\ancing bc>ond it. It is quite natural that the observing his¬ 
torian should be much more impressed by the practices and policies that 
aimed at protccti\c restriction, which dominate the scene at every point of 
time, than by the jneture of the process oxer time." But it is true ncxerthclcss 
that even an ideallx- rational government, actuated bx- the sole motixe of fos¬ 
tering industrial dexeU)pinent, xxould haxe had to grant prix ilcgcs of monopoly 
in many cases in xvhieh enterprise xvould not have been possildc at all xvithoiit 
it, and that, in others, it xvould haxc had to permit monopolistic practice on 
the part of the businessmen concerned. This holds, of course, xvith added 
force for those countries that had been raxaged by xxar, such as Germany, 
where only prospects of abnormal gain could call forth entrepreneurial effort 
from a population immersed in misery and despair. 

Second, howexer, capitalism did not burst upon a world that xx^as a blank: 
it grew by .sloxv degrees from a pre-existing pattern dominated, in the respect 
under discussion, bx the spirit, institutions, and practice of craft guilds. New 

^ There is no better illustration for this attitude than the late George Unxvin’s 
brilliant essay on the Merchant Adxcntiirers in Studies in Economic History (19-7)- 
Professor Ilcckscher (op. cit.). xvith less reluctance to penetrate beyond that short-run 
view, formalized the situation into tlie two polar concepts of ‘hunger for goods* and 
‘fear of goods,* xvhieh do not express xvcll the economics of it. 
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products, new methods of production, and new forms of enterprise are re¬ 
sisted by any environment; but in these centuries there was in existence a 
legal machinciy^ of resistance that worked automatically. Ihis bears upon our 
topic in two ways. On the one hand, legislation and administration in all 
countries, under pressure from craft guilds and in their interest, subjected the 
newer ‘free’ enterprise to various regulations that spelled restriction of output. 
On the other hand, though these regulations ha\e no roots in the capitalist 
system, but spell distortion of it, the merchants, masters, and so on who were 
affected by them naturally made the best of a bad business and organized 
themselves in a similar way. There w^tc several reasons—^besides the gains to 
be expected from restrictive regulation—why tliis came easily to them: the 
merchants and masters were themselves the products of a world in which 
organization and corporate action was the recognized thing and they had no 
objection to accepting ‘ethical* and religious codes, enjoining standardized be¬ 
havior, prayer meetings included. They lacked standing and political weight 
so long as they acted as indixiduals, whereas each W'orshipful Company was 
a political power; and, in the most important case of overseas trade, the need 
of providing for plnsical protection and aggression—there were such things 
as joint stock companies formed for no other business than piraev—was a 
motive that was bound to throw traders together and to inxite corporate 
action in other respects also. The Chartered Company, not a trading company 
itself but rather the organizational shell for the trade of its members, was, 
partly in opposition to, and partly in alliance with, the medieval Staple System 
(jus emporii), the obxious answer to all these needs and the natural instru¬ 
ment for making the most of the opportunities afforded by the protectionism 
of the age.® 

T hird, the governments of the national states had particular motives of their 
own for creating or favoring more or less ‘monopolistic’ organizations or posi¬ 
tions. One of these motives has been mentioned already, the reconstruction 
motive. Another was the prospect of personal gain for the rulers—Queen 
Elizabeth participated personally in the gains ('and losses) of Tnonopolistic’ 
ventures, even in the proceeds of downright robbery. Tlie same great monarch 
offers outstanding examples of the method of providing for faxorites bx- grant¬ 
ing them letters patent of monopoly. Also, ‘monopolist* organizations xvere 
sponges, which it was much easier to squeeze than it would haxe been to 

* It is unfortunate that we cannot go more fully into the meaning and structure of 
both. Reference to Professor Ucckscher’s work must suffice. One point must l3c men¬ 
tioned, however. Tlie staple sxstcni has lK*eii called medieval because it grew out of 
the jiattern of craft guild industries in the thirteenth century (it had spread to England 
by the time of Edxvard III, as his ordinance on staples shows). But, ada])ting itself 
to changing conditions, it survived, as a general method of regulating international 
trade through the greater part of the period uuder survey, in V'enice even until the 
Napoleonic occupation. In England, the loss of Calais in 1558 killed one form of it 
but in another form it continued to prevail: in fact, it was fully developed only by 
the Navigation Act of 1660 (for the policy of the Navigation Acts is but a special 
type of staple policy) and by the Staple Act of 1663. 
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sqiiecsi!e a large number of independent entrepreneurs. And, finally, given 
Strong governments, such organizations arc not only easier to exploit but also 
easier to manage: their own administrative organs are so many ready-made 
handles for governments to seize, llus aspect will appear in its full importance 
if we remember the nature of the policy of those governments for w'hoin 
measures concerning trade were just one of the instruments of aggressive power 
politics: to force trade in one direction, to stop it entirely in another, was in 
some cases almost as cffccti\'c as was a campaign; moreover, colonial com¬ 
panies of different nations might wage war upon each other while the rc- 
specti\'c national govemincnts were officially at peace.® 

Very naturally, the public at large resented being exploited in any of those 
ways and for any of those purposes without troubling to distinguish between 
them and without asking the question whether or not there were any com- 
jK-nsating advantages to those practices in some cases, for instance, in cases 
wlierc certain articles could not have been provided at all without them, llie 
copious literature on the suljjccl—the reader knows most of it if he knows 
the corresponding pojnilar literature of today—simply reflected this resent¬ 
ment and rarely went beyond denouncing favored individuals and groups, 
the East India Company and the Merchant Adventurers being, in England, 
the most popular targets. hAcn the businessmen joined the fray against re¬ 
striction and privilege in almost every case that was not the wTitcr’s own: 
everv one was the suorn enenix- of everyone clsc’s privilege. Thus, most scarch- 

® Ai:ain \vc may apiical to Or. Ihnvin’s lectures (op. cit.) for illustration of a kind 
of ‘libcTiir eriticisni of such attitudes and policies that tends to obstruct historical 
nnderstandinfi even where it asserts nothing that is not correct. He offers strong reasons 
for believing that England did not net any national advantage from cither her 
‘iiiono]i()listic’ policies or her buccaneering (though it is going rather far to assert that 
robbery of treasure was not nationally reimincrativc because it destroyed tlie essential 
thing, credit) and. so far as this goes, errs only by ignoring the long-run aspects of 
‘monopolistic* restriction and ‘monopolistic* gains. But his case, were it even stronger 
than it is. must remain inconclusive precisely because it is the case of the nineteenth- 
century' liberal. I'hc pattern of sixteenth and scventcenth-centuiy' behavior must be 
considered from the standpoint of sixteenth and seven teen th-centurv' data and men. 
If we do this, even from a purely economic angle, irrationality is not so obvious. But 
in a situation of ixTcnnial warfare, where harming the other fellow is an end in itself, 
purely economic considerations are obviously inadequate. And there is something else. 
In discussing historical .situations we must always distinguish between the principles 
underlying a form of behavior and the efficiency with which they are acted upon. 
This is very important. .\. Smith, for instance, argued as much against the corruption 
and mistakes incident to the state management of his own and earlier times as he 
argued against state management per se. And so do we: the present-day argument 
against .socialism or against extension of bureaucratic control is as much an argument 
from incfficiencv^ to be expected in the application of the principles of socialism or 
control as it is an argument against these principles themselves. Both t>’pes of argument 
have their place but thev' must be kept separate. 

*®TTic most important instance is the ‘discovery* of oligopoly (see below, ch. 6, 
sec. 3C). 
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ing analysis was produced principally by ‘special pleaders' who defended in¬ 
dividual cases.“ Let us recall, liowc\cr, from Part i that the motives of the 
analyst are not relexant to the question whetlicr his facts or arguments are 
or arc not true, \aluable or not \aliiable. and that the presence of ‘interested 
motive/ however cffecti\e its revelation may be in popular discussion, no more 
invalidates the reasoning that proceeds from it than its absence avails to vali¬ 
date a man’s reasoning. For us, the special pleader’s facts and argument arc 
just as good or bad as those of the ‘detached philosopher,’ even if he c.xist. 

Explanations too ob\ious to detain us may be offered for the fact that the 
public’s reaction to restrictive practice was much stronger in England than 
it was on the Continent: to mention a s>'mptoin, free trade, which in the 
seventeenth century meant, among other things, abolition of the staple system 
or abolition of the chartered companies or at least c\ery trader’s right to be¬ 
come a member of the latter, found support in parliament and a fairly sweep¬ 
ing bill against restrictions of trading—not, of course, for free trade in the 
later sense of the term—was introduced, though not carried, as early as 1604. 
But there is another point of difference that is of considerable interest to us. 
Tlic reader may have obser\ed that, howescr objectionable to the man in the 
street most of the restricti\e ]>ractiees and legislative measures may have been, 
they did not create monopolists in the strict sense of Single Sellers,’- and did 
not result in spccificalh' monopolistic pricing. Nc\ertheless, the general outcry 
against them all uas against monopoly. The reason is not far to seek. T’hough 
the English public of Oueen Elizabeth’s time can hardly have been influenced 
by the fact that monopoly had been stigmatized already by Aristotle and the 
scholastics, it harbored old resentments, dating from the Middle .\gcs, against 
corners and the like. These resentments flared up into fury when Elizabeth 
and James I adopted the practice of creating in large numbers what were in 
fact genuine monopolies and. moreo\er. monopolies that presented, in most 

One of the best of those performances may be mentioned by way of example: 
John W’heeler's Treatise of Commerce, Wherein are stiewed the Commodities arising 
from a well ordered and ruled trade, such as that of the Societie of Merchants Ad¬ 
venturers is proved to he. Written principally for the better Information of those who 
doubt of the Necessarinesse of the said Societie in the State of the Rcalme of England 
(1601), and, so we may add. in view of impending hostile legislation. 

Monopoly in the strict sense denotes the position of a single (individual or cor¬ 
porate) seller, who faces a demand schedule that is given to him independently of his 
own action and of the actifjn of sellers of competing goods. "J’lic exclusive right to 
sell port wine may, in the conditions of sixteenth and seventeenth century England, 
be considered as a good practical approximation to strict or genuine monopoly, although, 
in general, a seller of port wine could not expect the demand .schedule to stay put 
when the prices of similar beverages varied. But the big trading companies such as 
the Merchant Adventurers w'cre not monopolies in this sense, for though they regulated 
the business of their members they did not in general fix prices. ’Hie reason why 
economists should confine the term Monopoly to the ‘genuine’ ca.se defined is that 
their theory of monopoly price applies to this case only—or, to put it differently, 
because specifically monopolistic price policy is possible in this case only—so that 
nothing but confusion can result from any wider definition. 
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cases, no redeeming features. In the struggles over tliese, the word Monopoly 
became loaded with emotion, a bugbear for all time to come, that was in the 
mind of the average Englishman associated with royal prerogative, favoritism, 
and oppression; and Monopolist bceaine a term of opprobrium. But once a 
word has acquired an emotional value, positive or negative, that guarantees 
automatie reaction from almost anyone who hears or reads it, speakers and 
writers will try to exploit this psychic mechanism by aiqjhing the word as 
extensively as possible. And so monopoly came to denote almost anything 
that a man disliked about capitalist practice, 'riiis emotional attitude naturally 
spread to the United States the more readily because a large percentage of 
English emigrants to this country were, for other reasons, strong opponents 
of the Tudor-Stuart regime. It has survived, and has powerfully influenced 
public opinion, legislation, and even professional analysis to this day, both in 
England and the United States.^^ 

Most of what has been said in this section indicates definite patterns of 
behavior that seem to invite sublimation into ‘principles.' This has in fact 
been done, and the phra.ses Mercantilism, Mercantile Svstem, Mercantilist 
Policy have been coined, first by hostile critics, to denote the result. Never¬ 
theless, I have tried to avoid using them so far. 'ITic reason for this will be 
explained in Chapter 7, where we shall make Mercantilism—phrase and 
reality—our central theme. Meanwhile 1 wish to ask mv readers to forget 
all they mav' know about it and to peruse what follows with an open mind, 
that is, with a mind unbiased by unhistoiic iireconceptions. 

[2. The Economic Literature of the Period] 

Wc shall now try to classifv- the unwieldy material from which we are to 
extract more or less significant products of analytic effort. This is a difficult 
task. Even in our own dav- economists arc not always of one mind as to which 
performances do and which do not measure up io i>rofessional standards. But 
we are dealing with a formative period in which there were no professional 
standards, not, at all events, before the Cla.ssical Situation at the end of it. 
Moreover, the field itself was undefined and, bv* virtue of this fact alone, 
much wider than it is now: it covered, for instance, tcchnologv. However, 
in order to reduce our task to manageable proportions, vve shall right away 
exclude from consideration certain bodies of litciaturc that are also excluded 

lliis explnnntion scctns to be more convincing tbini the usual general references 
to a specifically English love of frtx.'doin .and fair plav- or to a .specifically eontiiicnlal 
propensity to accept regimentation and the like. An English example that will illnslrate 
both the phenomenon to which 1 wish to draw attention and its persistence is afforded 
by the nineteenth-century English champions of free trade in foodstuffs, who loved 
to refer to their opponents as ‘monopolists* nlthough neither the haiglish farmers nor 
the English landowners were monopolists in any meaningful sense of the term. Even 
Sir Rolxrrt Peel, w’ho occasionally displayed a sense for demagogical values, used the 
phrase in his speech in the Commons delivered on the defeat of his great ministry 
in 1846. 
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by modern practice, though \vc must not conceal from ourselves that, in so 
doing, wc may be excluding pieces of analysis that are not inferior to some 
wc include without question, "fliis operation on our material is performed 
in the four paragraphs which follow. 

f(a) The Material Excluded.] i. In the sixteenth century and even 
later, Oeconomia still meant household management. This t>pe of litera¬ 
ture seems to ha\c been extremely popular. I’he no doubt unreliable 
method of browsing among books of this sort did not yield an\'thing 
that would qualif\‘ for notice in this history. But t\\o samples may l)c 
mentioned; first the famous Oeconomia ruralis et domestica (1593-1607) 
by Johann Colerus, which lived for over a century and contains all sorts 
of advice about housekeeping, including farming, gardening, and do¬ 
mestic medical practice; second, UEconorno prudeute {1629) by B. 
Frigerio, who defined ceonomia as ‘a certain prudence with which to 
govern a family' (ch. ix, for instance, deals with the governo of one's 
wife) and might conceivably interest some economists because it attempts 
to describe national economic beha\ior—in fact its concejit of the 
economo is a common-sense foreruiiiier of the concept of the Economic 
Man. Similarly, B. Kcckermann, Svatema disciplinae politicae (1606) 
defined Oeconomia as disciplina de domo et familia rccte dirigenda. 

II. Much more important is the literature on accounting and com¬ 
mercial arithmetic, which shades off into the neighboring literature on 
business management, business law, commercial geograph\', and liusincss 
conditions in various countries. A few examples will characterize the 
contents of these literatures, which w'C exclude, although little pieces of 
purely economic ariahsis do occur in tliem. Fra Luca Paccioli’s Sumrna 
de arithmetical geometria, proportioni e proportioualitd (V^cnice, 1494) 
contains, besides the ordinary commercial calculations of interest, bills, 
exchanges, and so on, also an expo.sition of double-entry bookkeeping, 
llie first German book on double-entry bookkeeping that I haxc seen is 
W. Schwcickcr's Zwifach Buchhalten (1549). Such texts became com¬ 
mon in the sixteenth and seventeenth centuries. So did guides to com¬ 
mercial practice in the trading centers of Europe. One of the earliest 
and most famous of these which the reader may look up in Ciinning- 
ham's Growth of English Industry and Commerce (5th cd., vol. i, pp. 
618 ct seq.) was F. B. Pegolotti's La Pratica della mercatura (about 
1315). 'Fhe seventeenth-century publications of this type often contain 
rudimentarx' economic arguments. See, for example, John Roberts, The 
Trades Increase (1615), and Lew'cs Roberts, The Merchants Mappe of 
Commerce (1638). In the seventeenth and eighteenth centuries we find, 
on the one hand, a ricli crop of monographs, especially on banks, some 
of which will have to be noticed later on, and, on the other hand, com¬ 
prehensive compilations. Wc must mention Jacques Savary’s Le parfait 
negociant (1675), which proved its vitality' by going through new editions 
until 1800 and seems to me to repeat, on a larger scale, the performance 
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of G. D. Peri, Jl Negotiante (1638-65) and the still earlier one of B. 
Cotriigli Raiigco, Della Mercatura e del mercante perfetto (1573); and 
Savary’s son’s (Jacques Savary dcs Briislons) Dictionnaire universel du 
commerce . . . (finished and published by his brother Philemon-Louis, 
1723-30). Malachy Postlcthwayt’s Universal Dictionary of Trade and 
Commerce (1751-3), though based upon the latter, is by no means a 
mere translation of it, as has sometimes been asserted (on the differences, 
see K. A. J. Johnson, Predecessors of Adam Smith, 1937, Appendix B. 
The same author, in the same work. Appendix C, also reduced to its 
proper proportions the charge of plagiarism that has been frequently 
leveled against Postlethwayt, though the case remains bad enough). 
Neither of these dictionaries is, however, primarily concerned with what 
we call economics. Both were meant to scr\'e the merchant’s practical 
needs and deal with economic problems only incidentally. This is the 
difference in principle that, apart from the statistical complement, sep¬ 
arates these ^•enturcs from later similar ones, especially from McCulloch’s 
Dictionary, Practical, Theoretical, and Historical of Commerce and 
Commercial Navigation (1832). 

III. It is with misgi\ings that I also exclude the literature on husbandry 
(farm management, agrarian technology) and forestry; the exclusion of 
other technological material need not cause qualms, though some writ¬ 
ers, for instance writers on the technological aspects of mining, also 
dealt with economic subjects (see G. Agricola, De re metalUca, 1556, 
later translated into German, an apparently highly successful treatise), 
llie de\elo])mcnt of the literature on husbandry during the period may 
be briefly sketched as follows. In the thirteenth century there was a 
group of iMiglish writers—nobody has so far been able to link them up 
with either i^rcdccessors or immediate successors—who produced several 
remarkable works on estate management and farming (translated from 
Norman 1 ‘rcnch and critically edited for the Ro>al Historical Society 
by Miss Eli/.abcth Lamond, 1890); it suffices to mention a treatise on 
Husbandry, written before 1250 and attributed to Walter of Henley. 
Disregarding this group, we find active interest in these matters from 
the fifteenth century on, when new editions of the Roman agriculturalists 
{Scriptores rci rusticae, the earliest edition I have seen is dated 1472), 
Columella in particular, seem to have been eagerly demanded. A new 
spirit of commercialism in agriculture—^associated with the upheavals 
in the social structure of the countr>'side—then produced everywhere a 
literature that aimed at teaching those new methods of production, the 
introduction of which is usually referred to as the Agrarian Revolution. 

In England, there is a continuous development from l^’itzherbert’s Boke 
of Hushondrye (1323), to Weston’s Discours of Husbandrie used in 
Brabant and Flanders (1650), to Worlidge’s Systema agriculturae (1669), 
Mortimer’s Whole Art of Husbandry (1707). and Jethro Tull’s Horse- 
Houghing Husbandry (1731), which stands at the fountainhead of an 
outburst of literary activity that lasted throughout the eighteenth century 
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and, in a sense, cuhninatecl in Arthur Young’s copious writings (see, 
e.g., his Rural Economy, 1770, and his periodical, the Annals of AgricuE 
ture). lliis literature dealt with a wide range of tojjics from cnelosurcs 
to drainage, drilling, erop rotation, turnips and elover, and cattle breed¬ 
ing. On the Continent, the Dutch led in agricultural practice, but the 
Italians in the literature of the subject. Let us notice as a forerunner, as 
yet substantially under the influence of the ancients, P. dc Crescenzi 
(Opus Turalium commodorum, I only know the edition of 1471) and 
then A. Gallo (Died giornate della vera agricoltura, 1 566), G. B. della 
Porta (158^), and cspeciall\' the strikingly original Caniillo Tarello 
(Ricardo di agricoltura, 1^67, but I only know an edition of 1772), wlio 
in important points anticipated the development of almost two cen¬ 
turies. Of German contributions, we sliall notice Ileresbach’s Rei rusticae 
lihri quatuor (iq7o, first translated into Lnglish, 1777) work 

of Colcrus (see above). IX'velopmcnts were then interrupted, but were 
resumed b\ the end of the .seventeenth century to run on steadily to the 
writings on rural economy of J. C. Schubart (17^4-87), wlioin Kmperor 
Joseph II ennobled with the significant title of ‘Cloverfield.’ Ihe Span¬ 
iard, G. A. de Herrera (Libra dc agricultura . . . new ed. 1 56^), and 
the Frenchmen, Charles Fstienne (UAgriculture ct rnaison rustiqiie, 
1570; Italian trans. lySi; I do not know the original) and Oliver dc 
Serres [ihedtre d\igricidture, 1600) should also be mentioned. This at¬ 
tempt to locate the early landmarks must suffice, although this literature 
contributed considerabK' to the formation of some of the habits of 
thought that arc most characteristic of modern economics. I’hc same is 
true of the literature on forestrs', into which I ha\c not been able to go 
at all. It is worth noting, howexcr, that forestry remained a recognized 
di\ision of German treatises on general economies right into the nine¬ 
teenth century. 

IV. Description by travelers of the economic conditions they observed 
in foreign and even in their own countries forms an important part of 
the economic literature in the period under discussion, owing to the ab¬ 
sence of regular reporting by permanent agencies. 'Phis method of re¬ 
porting on facts and intcri)reting them was done on very different levels 
that range from stray observations to careful analv scs, occasionally involv¬ 
ing considerable bits of theory. Neglect of this literature is apt to distort 
seriously our picture of the economics of those centuries and in particular 
to hide the full extent of the fact-finding work that was actually done. 
Nevertheless, we have no choice but to exclude tliis literature. It must 
suffice to mention two famous English samples which will repay perusal: 
Sir William Temple’s Observations upon the United Provinces {1672; 
^rd augmented cd. 1676), which pre.sents conditions in the Netherlands 
from the standpoint of a definite philo.sophy of wealth (that centers on 
‘frugality and industry'), and Arthur Young's reports on his various tours 
and travels (most important in this connection: Travels . . . with a view 
to ascertaining the Cultivation, Wealth Resource, and National Pros- 
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perity of the Kingdom of France, 3792), which contain a lot of what 

might be termed ‘theory in action/ 

[). A. S. intended to have tliis discussion of the Excluded Material set up in small 
type as being of interest only to the s])ccialist. Many of the books mentioned he ex¬ 
amined in the Kress Library (Harvard School of Business Administration), which seemed 
both to him and to the Editor to be a kind of scholars’ Paradise. 

To Professor Alexander Gersehenkron I owe the information that Georg Agricola’s 
De re inctallica (mentioned above, iii) was translated into English by Herbert Clark 
Hoover and Lou Henry Hoover (1912; new ed. 1950).] 

[(b) The Comultani Adininistrdtors.] Tlie authors of the remaining ma¬ 
terial \vc shall dhiclc into two clearly, if only broadly, distinct groups. Wc 
shall call them the Consultant Administrators ’ and the Pamphleteers. Among 
the Consultant Administrators, teachers and writers of more or less systematic 
treatises form a subgroup that is relatively easy to delimit. In that paradise 
of l)ureaucrae\‘ there was, of conr.se, a steady demand for the instruction of 
young men who were preparing themselves for the public-service career—or 
of older men ulio wished to improve their equipment—particularly in Ger¬ 
many and Italy. In the course of the eighteenth centur\', professorial chairs 
began to be prenided for the teaching of what was described, in Germany, as 
Cameral Science or Science of the State (Staatswissenschaft) and what may 
be more accurately described as Principles of Economic Administration and 
PolicN' (in German, Polizehmsemchaft):- 'rhenceforth those treatises were to 

’ This term roughly covers the same type as does the Spanish term politicos. In 
the German literature the word in general use is Cameralist or Kameralist (derived 
from tlie territorial treasuries, tlie camerac'i. But it carries a misleadingly narrow asso¬ 
ciation and in addition ^^'ould not serve our purpose, which is to label a group that 
inchuks the (krman type but is not confined to it. Histories and bibliographies of 
Ciemian Cameralist literature were published as early as 1758 by J. J. Moser and 
1781 2 by K. G. Rcissig (Vcrsuch einer pra^matischen Gcschichte der Okonomie, 
Polizei und Kamcrahs-issenschaft). Much help has been derived from R. von Mold, 
Gcschichte iind Litcralnr der Staatswissenschaften (1855-8) and from the comprehensive 
bibliography, PihUof*raphie der Kameralwissenschaften (1935-7) by Miss Magdalene 
Humpert, who li.sts about 14,000 items, most of which fortunately do not come within 
the range of this history. Also sec K. Ziclcnziger, Die alten deutschen Kameralisten 
(1914), and Louise Sommer, Die osterrcichischen Kameralisten (1920-25). An American 
book may be added: A. W. Small. The Cameralists (1909). 

■- See especially W’ilhehn Stieda. Die Sationalokonomie als Universitdtsyvissenschaft 
(1906). \\*c may mention the foundation of the chairs in the Universities of Halle 
(1727; which immediately c\'oked derogatory comment as regards the competence of 
the new'ly appointed professors^, of Uppsala (i'’ 4 ob and of Naples (1754. chair of 
'econornia e commercio* founded for Genovesi). ^\’e know', of course, that the teach 
ing of economics must not be dated from these. The .scholastic and the natural-law 
philosophers had taught economics before, both in law and in moral-philosophy courses. 
And the training of civil servants also antedates the eighteenth century. In the Uni¬ 
versities of Naples (founded 1224). Oxford, Prague, Cracow, Vienna, Salamanca, and 
others its beginnings go back to the thirteenth and fourteenth centuries, and in the 
sixteenth it was second in importance to the training of clergymen in Marburg, Kdnigs- 
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a large extent simply textbooks and the products of academic lectures. The 
same need, however, had asserted itself much earlier, and systematic treatises 
of pedagogical interest had been written in all continental countries long before 
economics as a distinct field received the official recognition implied in the 
foundation of those professorships. 

But from the fifteenth century on, first in Italy then elsewhere, public ad¬ 
ministrators of all ranks and t\pcs—great noblemen as well as humble drudges 
—began to put on paper their ideas about how the government and the 
economy of their countries should be run and especially how their finances 
should be managed, llicse administrators were practitioners, familiar with 
the business of governing, and most of them were laics. Their books, reports, 
and mcmoraiida thus differ characteristically from the works of the schoolmen 
and the philosophers of natural law. It is true that the> also differ from those 
of the teachers. 

The practitioners lacked the s>'stcmatic habit and the erudition of the 
academic professional, though they made up for these shortcomings by their 
command of facts and the freshness of their outlook. Nevertheless we shall 
include them with the teachers in our group of Consultant Administrators. 
After all, they were mostb public servants writing for other public servants. 
^^"e must, however, go still further. W'c must also include a number of men 
who were not public ser^ants but who made, in the same spirit as did these, 
the public cares their own or. doing still better, wrote in the genuine spirit 
of scientific analysis—businessmen, professors of sciences other than economics, 
private indixiduals of the most varied backgrounds and stations. Thus we get, 
alongside of the professional subgroup, another one that forms a unit not in 
any sociological sense but by virtue of the nature of its performance. 1 ‘Vom it 
proceeded much of the most important—especially the most original—w'ork 
of the period. And this work, though rarely .systematic in form, was very- often 
systematic in substance. In England, such publications became so numerous 
in the seventeenth centur\- that they constitute an easily recognizable standard 
type; there was also a standard title for them. Discourse of 'I'rade. But they 
were not confined to England, though elsewhere there w^as no standard title 
except, perhaps, in the case of the French tXemenis du Commerce of the 
eighteenth century. Wc sliall call these books Quasi-swstems. It w'as in them 
tliat 'general economics’ first took independent shape. 

f(c) The Pamphleteers,] The Pamphleteers wxtc a mixed crowd—projectors 
of banks, canals, industrial and colonial ventures; special pleaders for or against 
some individual interest, such as the Company of Merchant Adventurers or 
the East India Company; advocates or foes of a particular measure or policy; 
planners—often cranks—w'ith ix:t ideas; and men w'ho do not come within 

berg, W'iirzbiirg, and Graz. Moreover, there were professorships of ‘statistics’ in the 
seventeenth century. It may be of some interest to note that in England and Scotland 
no chairs of econoiiiics i)er .se w'crc founded in the eighteenth century. Professors of 
agriculture w'ere, however, ap])ointed in Edinburgh, 1792—where the cliair of Political 
Economy actually dates from 1871—and in Oxford, 1796—where it dales from 1825. 
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any of these categories but simply wished to clear up some issue or to present 
a piece of analysis. All of them flourished in all countries owing to the rapid 
increase of the opportunities for printing and publishing. Newspapers also, 
rare \cntiires in the sixteenth century, became plentiful in the seventeenth 
and, for the eighteenth, 170 papers and periodicals that published economic 
material liavc been listed for Germany alone.-'* But England was the classical 
home of the pamphlet, as we should expect. lu)r nowhere else was there so 
strong an incentive for an> one with an axe to grind to try to influence public 
opinion. 

It is with these pamphleteers that the difficulty' pointed out at the begin¬ 
ning of this section becomes most serious. So far as their writings simply 
reflect the conditions, huinors, struggles, and idiosyncrasies of their day, they 
are of course ver\' interesting for the economic historian and the historian of 
economic thought, but of no interest for us. In a report on the present state 
of economics nobody would think of including the ‘popular* or what Marx 
termed the ‘vulgar* economics of our own time. But up to, say, 1750 no such 
distinction is possible. All the ‘scientific* economics there was consisted in 
the small nucleus contained in the systems of the philosophers of natural law, 
and with this any intelligent businessman who knew his facts was able to 
compete successfully without ha\ing to acquire any particular technique. More- 
o\c-r, the l^imphleteers slowly evolved the primitive technique they needed. 
Some of them produced tracts of strictly scientific character. And the eco¬ 
nomics of the hirst Classical Situation owes a considerable debt to them. So 
we cannot afford to neglect them. But every one of us must, within his in- 
dixidual command of the material,^ rely upon his own fallible judgment of 
qualih'. 

SlXlELNTH-CL.VnTRY SvSTEMS 

Again uc take the Wealth of Nations as our point of orientation. In the 
preceding chapter u-e looked upon A. Smith as a philo.sopher of natural law. 
In this one we shall look upon him as a Consultant Administrator. On our 
way toward him 1 shall trx* to avoid confusing and empty enumerations and 
introduce as few names as possible. But a small number of major or particularly 
representatixe performances will, cither in this or in the subsequent chapters, 

•** This is, of course, a total for the ccntu^^^ Many of these papers and periodicals 
xx'crc very short lived. I’erhaps not more than jo per cent of that total existed at any 
one time. Nor were they equal to the French in quality. The specifically economic 
joiinial is in fact a French achievement. The first of this type xvas the Journal 
Oeconomique then folloxved the Gazette du Commerce (1765I, which the 

goxcTnnient bought and siipidcmcntcd by the Journal de VAgriculture, du Commerce 
et den Finances (1764), which became for a time the organ of the physiocrats. 

* So far as I knoxv it. and so far as contributions to economic analysis arc concerned, 
the F.iiropcan pamphlet literature of the sixteenth, seventeenth, and eighteenth cen¬ 
turies can be reduced to less than two dozen items. *rhc reader must not overlook, 
however, that we cla-ss with the Consultant Administrators several names that other 
writers would class with the Pamphleteers. 
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be discussed in sufficient detail to give an idea of their nature and significance. 
Taking the period as a whole, I think that first honors should go to Italy. If 
there could be any point in such a statement, we might say that economics 
was primarily an Italian science until the last quarter of the eighteenth century. 
Spain, France, and Iilngland di^•idc second lionois, though in very different 
proportions at different times. The rest of this chapter is de\i)ted chiefly to 
the first, or professorial, of the two subgroups into which we ha\e di\idcd the 
Consultant Administrators, though it will be necessary to cast some glances 
also at authors of quasi-systems. The reason for this arrangement is not that 
the works of the former t\pe arc of eommnncling interest or importance. On 
the contrar}-, no other group produced, among more inspiring ones, books 
of such unspeakable tediiini. Rather we deal with them first in order to get 
them out of our way. 

[(a) The Work of Carafa.] In the late Middle Ages economic history al¬ 
ready affords ample evidence of what, in view of our oun performances, we 
are bound to call a high le\el of insight into the practical problems of eco¬ 
nomic policy. An often-quoted English instance ‘ will suffice to show this. 
Wliat wc should call ‘hearings' on the outflow of money from England and 
other ciirrcney problems were held in 1*582. The reader can easily satisfy him¬ 
self that what the experts examined had to say makes perfectly good sense 
and does not differ substantially from uhnt we should expect to hear from 
similar experts under similar conditions, though it would no doubt be couched 
in more sophisticated phraseology. If documents such as these rc\eal the pres¬ 
ence of a certain amount of anab tic power, there arc also indications of the 
presence of interest in the collection of facts; t;.ticnnc Boileau’s Livre des 
metiers fabout 126S).- a conipilatKJii of the regulations concerning the trades 
of Paris, is a landmark of this t\pe of research which gathered momentum 
from the sixteenth century on. Literary effort of the t\pe to be discussed in 
this chapter also goes far back—in a .sense to St. I’homas' De regimiue prin- 
cipum and to the English Speculum regis (ed. by Moi.sant, iSg^) and other 
works of the thirteenth and fourteenth eentnrics, such as Aegidius Colonna’s 
De regimine principum libriy or 1 ra Paoliiio’.s Trattato (ed. Miissafia, 186S), 
or Petrarch’s De republica optime administranda. 

From this literature emerged, in the fifteenth century, a work .so superior 
to all that had been written before that wc may fittingly head our list of Con¬ 
sultant Administrators with its author, though he was primarily a practical 
one, the Neapolitan count and duke, Carafa.^ The range of his ideas may be 

^ Sec 'Opinions of the Officers of the Mint on the State of Lnglish Money, 1381-2’ 
in English Economic History: Select Documents (compiled and ed. by A. E. Bland, 
P. A. Brown, and R. II. Tawney, 1914), pp. 220 ct seq. 

2 Edited by Depping in Documents inedits sur Vhistoire de France (1S37). 

« Diomede Carafa (1406-87), De regis et honi principis officio . . . (ed. used. 1668; 
I have not seen the original, written in Italian in the seventies of the fifteenth cen¬ 
tury). Carafa’s contcmpfiraiys Mattheo Palmicri (140573), wrote a treatise entitled 
Della vita civile published in 1529 (posthumously) that is much more definite as to 
matters of taxation (especially in developing the doctrine that taxes arc paid in con- 
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indicated by some of his recommendations. He wanted to see a balanced bud¬ 
get that would Iiavc plenty of room for welfare expenditure and avoid the 
necessih* of resorting to forced loans—>^1iich he compared to robbery and 
theft—and the like; definite, equitable, and moderate taxes that would not 
drive eapital from the eounlry or oppress labor, which is the source of wealth; 
business left alone, thougli he added that industry, agriculture, and commerce 
alike should be encouraged by loans of money and in other ways; foreign 
merchants made comfortable because their presence is most useful to the 
country. All this is no doubt excellent sense and remarkably free from any 
definite errors and prejudices. But it is equally free from any attempt to 
anah'ze. 'llic normal processes of economic life harbored no problem for 
Carafa. llic only problem was how to manage and impro^•c them. In par¬ 
ticular we must not suspect a theory of value behind that passage about labor's 
being the source of wealth. Such questions exercised the nimble minds of his 
seholastie eontcmporaiies. But they never occurred to that soldier-statesman. 

NcNcrtheless his perfoiniance holds a prominent place in the history of 
economic anahsis. Mis s>stenmtic arrangement alone would suffice to show 
this. 'I he first part of his book discusses the principles of general policy and 
of defense—compare A. Smith's lectures on arms—the second the adminis¬ 
tration of justice. 'Hie third is a little treatise on public finance and within 
measurable, though of course long, distance from the Fifth Book of the Wealth 
of Satiom, *Of the Revenue of the Sovereign or Commonwealth.' 'Flic fourth 
and last ]>art presents Carafa's \iews on economic policy proper, and many 
an eigliteenth-ccntury treatise reads like an expansion of these views. There 
is no evidence that later writers took his book as a model and that, in this 
sense, he created the systematic form in which an important part of the work 
of the Consultant Administrators was to be cast. But as a matter of fact, he 
was, so far as I know, the first to deal comprehensively with the economic 
problems of the nascent modern state, and during the next three centuries 
a host of writers, adopting the same systematic ideas and defining their field 
similarly, followed in his wake and wrote in the spirit that he represented at 
its best. The\' no doubt learned to plough more deeply as well as to take 
new land under the plough. But they did not alter the general layout. In 
particular they not only adhered to, but in time also developed, the funda¬ 
mental idea that Carafa clothed in his conception of the Good Prince (and 
which Sir James Steuart was to personify in his Statesman). This anthropo¬ 
morphic entih- is the embryo of their concept of a National Economy (in 
German, Volkswirtschaft or Siaats\Knrtschaft), which reflects so w'ell the his¬ 
toric process we ha\ e tried to visualize in the first section of this chapter. Tliis 
National Economy is not simply the sum total of the individual households 
and firms or of the groups and classes within the borders of a state. It is 
concci\cd as a sort of sublimated business unit, something that has a distinct 

sideration of the help and protection extended by the state to indhiduals in their 
economic activities, from which he deduced the principle of proportionality) but 
seemed to me, on the whole, to be inferior to Carafa’s as a representative performance. 
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existence and distinct interests of its o\^ti and needs to be managed like a 
big farm. This was tlie way in which that epoch conceptualized the key posi¬ 
tion that governments and bureaucracies actually acquired, and also the way 
in which a distinction was drawn between political and business economy that 
survived to our own day, although, from a purely analytic standpoint, there 
is little to be said for it. 

[(b) Kepresentatire Verforinances: Bodin and Botero,] In the sixteenth cen¬ 
tury this t\pe of economics flourished in all continental countries. As repre- 
sentatixe performances—that were also outstanding in their influence on con¬ 
temporary and later \^Titers—we shall choose two works by Bodin and by 
Botero.* Both works arc primarily treatises on ‘political science’—written in 
the spirit of Aristotle’s Politics —and as such are important stepping stones 
between Machiavclli and Montesquieu. Tlieir economics is, like Carafa’s, the 
economics of public policy and administration, taking its place beside all other 
branches of political knowledge. ’lire economic anal>'sis in the Sixth Book of 
Bodin’s Republique is, howe\er, hardly above the ideas that were current in 
its time and indeed docs not go far beyond Carafa’s, though his principles 
of taxation do mark further progress toward the Fifth Book of the Wealth 
of Nations.^ Botero, who in some other respects may be classed as a follower 
of Bodin, made a much more important contribution to economic analysis 
that will be noticed in a subsequent chapter on population. Here, another 
remark suggests itself. Botcro’s treatise, especially if considered in connection 
with his other works, displays remarkable fact-mindedness. He was an able 
analyst. But the bulk of his labors went toward the collection, co-ordination, 
and interpretation of past and contemporaneous fact—economic, social, po¬ 
litical. In this he was no exception. We ha\e seen that the scholastic doctors 
of the sixteenth century were eager fact hunters and that they reasoned much 

* Jean Bodin or Baiidin (Bodiniis. 1530-06), Lcs six hvres de la. Republique (1576; 
2nd cd. 3 5'"7; the one used, 1580). On the author and his works, see Henri Bandrillart, 
Jean Bodin et son temps (1S33), a book which the lapse of nearly a century has not 
deprived of its authoritative position, 'fhis is the only one of Rodin’s works that need 
be mentioned here; the other that is relevant to our subject will be noticed later 
(ch. 6). Lest the reader find that our text hiils to do justice to the author, I want 
to emphasize that we consider only his contribution to economic analysis, which I 
believe to have been but modest, and not his much greater importance in other fields, 
the theor>' of sovereignty in particular. 

Giovanni Botero (1544 1617), Della ragion di stato (1589, many editions and trans- 
lations; recent ed. w'ith introduction by C. Morandi, 1930. in the scries Classici del 
Pensiero Politico), In order to appreciate the full significance of the work of this great 
man, two other publications must be mentioned: first, his Dellc cause della grandezza 
delle citta (1588), suggestive, in some points, of Montesquieu’s Grandeur des Romams 
and also of Book iii of the Wealth of Nations; and second his universal reports 
(Relazioni universali), compiled on his travels, on the power and resources of the states 
of Europe and Asia, which were published 1591 6. 

^ I’hcy would, 1 think, have to be Exhibit A in any proof of the continental, mainly 
French, origins of A. Smith’s ideas on public finance. 
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more from observation and much less from abstract premisses than one might 
suppose. This was, however, still more the ease with the literature now under 
discussion, whose greater part as well as main value may be said to consist 
in ‘factiiar investigations: then as always, throughout the history of economics, 
fact-finding was the chief care of the overwhelming majority of economists. 
Besides Botcro's theory of population, Itah produced during the sixteenth 
century several other works that arc much more important than the systematic 
literature we are now surveying, especially in the field of money (Davanzati, 
Scaniffi, see below, eh. 6). 

f(c) Spain and England.] Hie ver\' high level of Spanish sixtecnth-centur>' 
economics ® was due chiefly to the scholastic contributions. But we may note 
what I believe to have been an early ‘qiiasi-s>stem,* the work of Ortiz,* mainly 
a well-reasoned program for industrial de\elopnient of a t>pc that was to be 
so prolific in the seventeenth ccntim*, both in Spain and in hlngland. For 
Germany there is little to record. Two quasi-systems that seem to have met 
with success arc, howc\'er, mentioned in the footnote below.* 

At first sight one might conceive the impression that in sixteenth-century 
]\ngland there was little to correspond to the type of work surveyed so far. 
But this is not so. Corresponding work there was, only it took other forms 
owing to the different political structure of the people to which it was ad¬ 
dressed. Discussion of the economic problems of the day, encouraged and 

® Sec K. Castelot, ‘Coup d’ocil sur la littcratiirc <f*coiiomiqiie tie TEspagne au 
et au XVII‘* siucle’ {journal c/ev evonomistvs, vdl. 4s. 1901): Manuel Colmciro. JlzV 
toria de la economia politica en Espafia (186^) and Biblioieca de los econoinistas 
espanoles (1880); another antholo)K>' is helpful, Juan Sempere y Guarinos' Biblioteca 
espaHola economico politica (iSoi 21). the Spanish counterpart of the Italian Custodi 
collection; A. V. Castillo, Spanish Mercantilism {19^0); E. Hamilton, ‘Spanish Mercan- 
tilisin before 1700' (Facts and Factors in Economic History by former students of 
E. E. Gay); and Jose Larraz Lopez, ‘La £poca del Mercantilismo en Castilla, 1500- 
1700’ (Real Academia de Cieneias Morales y Politicas. 19431, and the review of this 
address in the Economic History Review, 1944, by J. Nfarquez. Scfior Larraz speaks 
of a Spanish school—the ‘school of Salamanca'—of sixteenth ccntim* economists. There 
is indeed some justification for this. But the core of this school was made up of late 
scholastics, many of the most eminent of whom happened to be Spaniards; and there 
was nothing specifically Spanish about their teaching; the rest of Spanish sixteenth- 
centurs* economists, though most of them were also clerics, do not form a school. 

’ Liiiz Ortiz, Memorial al Rev para que no salgan dineros de estos rcinas de Espana 
(15*;8; see Colmeiro’s Biblioteca). Never mind the title, which might bring the work 
under ban on tbe score of ‘mercantilism.’ It has little to do with the true import of 
the argument and was presumably chosen by the author in order to attract the atten¬ 
tion of laymen. 

* Melchior von Ossc’s (c. 1506 57) Politischcs Testament, written 1556, though 
published under the title De prudeutia regnativa (1607), was TC]irintcd by Fhomasius 
for cla.ssroom use, as late as 1717- Georg Obrecht’s (15471612) tracts on economic 
subjects (he is of more importance as a jurist) were posthumously published in 1617 
as Fiinff underschiedliche Sccreta Politica. Bodin’s influence is much in evidence. 
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also disciplined by the ritual of parliamentary and government inquiries, 
greatly improved throughout that century and occasionally rose to ‘scientific' 
significance. From e\ idcncc gi\'cn before ro>al commissions—such as the Royal 
Commission on Exchange, i 564—^spccchcs, petitions, pamphlets on enclosures, 
guilds, companies, the staple s>steiii, monopolies, taxation, ciirrenc>, customs, 
poor relief, w'agcs, regulation of industry, and so on, a manual of economic 
analysis and policy might be compiled that would compare faxorably with 
contemporaneous systematic efforts on the Continent." Instead of attempting 
to do this we shall, howe\cr. follow a much easier course that is fortunately 
open to us. I’hcre are a number of publications that may be considered as 
general sur\'cys of the economics of the time. In jnirt, at least, they supply 
what ne need, Wc shall confine oiirsches to the most widcl\ known of these 
treatises.'® 

I’hc Discourse of the Coirwion Weal contains three dialogues that deal 
with a wide variety of topics. The author regrets ‘that younge stndentcs be 
alwayes o\cr liashe in ntter\nge theirc jngementes.’ and the ‘scysnic in matter 
of relygyen'; recommends better training all round, going so far as to con¬ 
sider superiority in ‘lcrn\’nge’ as one of the reasons for Julius Caesar’s victory 
over Ponipcy; condemns enclosures in so far as they turn arable land into 
pasture; criticizes the rising business corporations and their monoj)olistic prac¬ 
tices; disappro\cs of debased currency and of inflation that hurts people whose 

® The best way for the reader to satisfy himself of this quickly is to i;l;ma‘ through 
the source book already mentioned, Hland, Brown, and 'I’awncy, Eiiulish Economic 
History: Select Documents (1014). and through the still more useful compilation, 
Tawney and Power, Tudor Ecoiiomic Documents^ being select documents illustrating 
the economic and social histor>' of Tudor England (5 vols., 1924), the third volume 
of which contains ‘pamphlets, ineinoranda, and literary extracts.’ 

’Phis is a book entitled A Compendious or briefe examinalioti of certayne ordinary 
complaints^ of divers of our countrymen in these our days: which althoufih they arc 
in some part iniust C 5 * frivolous, yet are they all by wjv of dialoiiiies //noi/gh/v debated 
6* discussed. To Miss Elizabeth Lamond wc owe an excellent critical edition under the 
title A Discourse of the Common Weal of this Realm of England which 

besides the te.xt presents the results of careful researches into the nature and the 
origin of the work. She attributed it to John Hales, a public official w'ho also .served 
in parliament and on the commission on enclosures of 1 54S, and assumed that it was 
written in 1549. Both statements have been questioned. But for us it is more iin 
portant to note that the edition printed in 1581, and from which were made all the 
later editions (1751, 1808, 1813. 18761, differs from an earlier one (1565), the mo.st 
important difference being the addition of a passage on the causes of the rise in general 
prices: whereas the edition of 15^5 speaks only of the deterioration of the coinage, tlic 
later one also mentions the increase in the supjily of the ]>recious metals. Whoever 
made this addition therefore may be entitled to a share in .such credit as this ‘dis 
covery' deserves, though Bodin's priority (Response aux paradoxes de Monsieur de 
Malestroit, 15^8; st*e below', ch. 6), not only as to publication but also as to the dis 
covery itself, is of course established beyond doubt by the existence of the volume of 
1565. On the w'orks of Clement Armstrong or Armeston that would have served our 
purpose equally well, see S. T. Bindoff’s paper in the Economic History Review, 1944. 
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incomes do not react promptly, such as the laborers,^ landlords, and even the 
King’s Highness; recommends the fostering of young industries as well as the 
accumulation of a monetary fund for emergencies ('sodeyne cventes’)—money 
being as it were a ‘storehouse of any commodity’ and nervus bellorum; docs 
not favor the export of raw materials, especially of wool; frowns upon these 
‘straungers’ who sell nothing but frivolous stuff that costs them little though 
the ringlish pay dearly for it, and buy in return good honest English goods, 
if indeed they do buy anything and do not take ‘morne currant’ outright, 
which they prefer to do of late; feels that foreign commodities should be taxed 
so that domestic producers might ha able to compete; wants to see the na¬ 
tion’s money kept in the country and to recover that which has already left 
it. And so on. 

From these indications, the reader should be able to draw a picture of our 
autlior’s economics. Of course, it was popular—preanalytic—economics. But 
most of it was sound common sense. Ihc ‘doctor’ of the dialogues was evi¬ 
dently a thoroughl>- reasonable man and never said anything that would seem 
absurd to the intelligent layman or politician of today. In one respect, however, 
he was especially reasonable for his time. Me distrusted regulation less than 
did the liberals of the nineteenth century but more than we do ourselves. He 
did not like coiiii)ulsion. He wished to work with and not against the profit 
motive, which he considered quite essential. Moreo\cr, he sometimes saw be¬ 
low the surface of things. l"or instance, he saw quite correctly that the en¬ 
croachment of sheep runs upon the arable land had much to do with the 
liolicy that aimed at keeping wheat cheap by means of price fixing and export 
])ruhibitions, and thus defeate d its purpose by altering the relative profitability 
of wheat and wool production in favor of the latter. This piece of reasoning 
(analoga of which are frequently met with in the writings of the Consultant 
.Administrators) goes beyond the obvious. In its implications, it approaches 
tlie status of analytic work. 


4. The Systems, 1600-1776 

[(a) Representalires of the Earlier Stages.] The richer developments of the 
sc\entecnth and eighteenth centuries arc much more difficult to convey. Keep¬ 
ing in mind our plan of campaign w'C shall, in this section, provisionally dis¬ 
regard evcr\ thing else and go through with our survey of the ‘systematic' lit¬ 
erature of those two centuries until we reach the neighborhood of the Wealth 
of Nations. 'Ihe earlier stages of this type of work wall be represented by 
Montchretien for I'rance, by Bornite and Bcsold for Germany, and by Fer¬ 
nandez Navariete for Spain. 

Antoync MontclirtHicn, Sicur de Wattcville (c. i 575-1621), Traicte de Voeconomie 
politique (1615), seems to have been the first to publish a book under the title of 

“ 1 ’he F.lizabethan Statute of Apprenticeship, isfiz/^ (5 Fliz. c. 4), introduced, 
however, what we should call index wages: that is to say, wage rates were to be ad¬ 
justed annually according to the changes in the cost of living. 
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Political Economy. This wasS, however, his only merit, llie book is a mediocre per¬ 
formance and completely lacking in originality. Though there is a rough common 
sense about its recommendations, it abounds in elementaiy- sli])S of reasoning that in¬ 
dicate a level of competence rather below than above its own time. I'or a thoroughly 
different ap])raisal, .sec T. Funck Hrentano’s introduction to his edition of the work 
(1SS9), and also P. Lavalley’s study, WOeiiYre ecoiwmique de Antoine dc Montchreticn 
(1903). 

Jacob Bomitz, Tractatus poUticus dc Tcrum sufficientia in repuhlica ct civitate prO' 
cuTunda an ill digested compilation of economic facts; Christoph Besold’s 

(1577-1638) Collegium politicinn (1614), Politicomm Jibri duo (1618), and, to men¬ 
tion another of his numerous works. Synopsis politicac doctrinac (1623), moved on 
the higher level of the pohhistoric learning of this famous teacher, though he was 
inferior to Bornitz in factual knowledge; his treatment of interest anticipated that of 
Salinasius; Bodin’s influence is unmistakable. 

Pedro Fernandez Navarrete, Discursos (first 1621; later edition under the title 
Conscnacion dc nionarquias, 1626}. I'his author, an officer of the Inquisition, dis 
plays a remarkable freedom from the tendency of his (and our own) time to overstress 
the importance of the rnonctaiy' factor and a not less remarkably sound judgment in 
maintaining that a normal process of industrialization would have gone far toward 
remedying the ills from which Spain was suffering (the value added to raw materials 
by human labor being much more important than gold and silver, sec the sixteenth 
of his fifty Discursos) and that this process was capable of being accelerated by re 
moving obstacles. I feel fairly confident that 1 am rigJit in preferring I’ernandez 
Navarrete’s performance to that of the equally well known Moncada (Discursos, 1619. 
republished as late as i“46 under the title Restaiiracidn politica de Espaiia) so far as 
ability to analyze is concerned. 

Four further names will suffice to characterize wliat may be considered a 
more advanced stage: Martinez de la Mata, who developed a program of 
industrial policy on the lines of Fernandez Navarrete; Scckcndorff, who wrote 
the first outstanding treatise on the public administration and policy of German 
principalities; the great name of Sully, whom we neglect as we must; and 
Du Refuge (Philippe dc Bethune), who went mueli beyond either Bodin or 
Montchretien. 

Francisco Martinez, dc la Mata is known for his Memorial 6 discursos en razon del 
remedio de la despohlacion, pobreza y cstcrilidad de Kspana (1650; the Epitome de 
los discursos . . . 1701, is all I know; Sciuiktc y Gunrinos, op. cit. vol. in contains 
extracts). This work of the self styled ‘servant of the afflicted i)oor* isiervo de los pobres 
afligidos} must have been a great success. 'I’lic fundamental soundness of its main thesis 
—the same as Navarrete’s—is, in fact, beyond doubt and was to be repeated by a 
chorus of later economists. 

X'^eit Ludwig von Scckcndorff {1626 92), him.self a distinguished administrator, pub¬ 
lished in 1656 the Eeutsclier Fiirstemtaat, the classic w'ork of its genus. Behind the 
de.scnptivc and pedagogic program there is a definite social vision and a definite policy. 
The given end being a numerous and wclhcmploycd pojnilation, protection and in¬ 
ternal freedom of industry and trade—^which will of itself eliminate obsolete craft 
guilds—compulsory elementary education, and a .system of taxation based upon the 
excise—which by bearing lightly on the higher incomes will increase employment— 
arc the principal means envisaged. We shall presently see that this was, and con- 
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tinned to be, the typical program—and, by implication, the typical analysis of the 
(k'niian and Italian "cameralists' throughout their careers, that is, up to the first 
decades of the nineteenth century. 'I’hc man who first formulated it definitely and 
correctly, and in doing so anticiiiated, in some points, the developments of more than 
a century to come, was no second rater. On the contrary, he towers high, as a man 
and as an intellect, above many a writer who figures much more prominently in these 
l)ages. Hut explicit analysis, that is. conscious efforts to state relations of causation or 
interdependence, is hard to find in his work. And what there is of it, is not up to much. 

Maximilien de Hethunc 1641), created Duke de Sully by Henry IV, the latter’s 

minister of finance, was a much greater and especially stronger man than was the 
most famous of his successors, Colbert. lie reformed tlie fiscal system of h’rance most 
successfully and saw much besond the range of w'hat he actually accomplished. More¬ 
over, he knew—which is the criterion of greatness in a fiscal administrator—how to 
make fiscal jjolicy an clement and tool of general economic policy. Ilis iL’conoT/n'e.s 
royales (first ])ubl. 163S; a selection, which is all 1 know, has been republished in 
C'.iiillauniin’s Petite hihliothcqiie economique) arc substantially memoirs of his ad 
iniiiistiation and make, in their quaint form, charming and most instructive reading. 
Ihit there is no point in calling him a forerunner of the physiocrats, on the strength 
of his preoccupation with the welfare of the agrarian population and of his saying 
that husbandry and pasture were the two niamelles of France. Nothing can be more 
obvious than that this man was entirely innocent of any theor\' whatever. 

1 ustache Du Refuge’s * work, l.e Comeilhr d'estat on rccueil general de la politique 
nwderne (1645). dc.sccnds from tli.it of Hodin. The first forty chapters deal with 
the \iirious forms of government, tolerance, the duties of magistrates, conscription, and 
so on; Cliaptcrs 41 to 44 arc to all intents and purposes a treatise on economics and 
economic ixdicy in outline; the rest inchidcs, among other things, public finance, es¬ 
pecially taxation, and marks another step toward A. Smith's Fifth Book. Du .Refuge’s 
taonoinics is Tcmarkable in several respects. In particular he was the first author I 
know of to distinguish and at the same time to eo ordinate the effects of "parsimonic’ 
(ch. 44'} w hic h conserves w ealth and of Vespamne I hoarding, ch. 49) wdiich interferes 
with commerce. In this and in other points he made a creditable effort to analyze. 

Thruiighoiit the rest uf the seventeenth and practically the wliole of the 
eighteenth century tlic .same hpc of work was turned out by an increasing 
ninnbcT of writers, among whom academic teachers rapidly gained the inajor- 
it>'. In some countries, especially in Germany, it was the main domestic source 
of economic teaching even in the first decades of the nineteenth century. 
Much of it was, howexcr, so distrc.ssingly unoriginal and so obviously written 
in response to demand rather than to creative impulse tliat there would be 
no point in following its historx' in any detail. For our purposes, that is to 
say. in order to get an idea of its general character and to see how far it had 
advanced at the thrc.shold of the Smithian age, it will suffice to introduce two 
cigliteentli century authors of international reputation, U/tariz and Justi, and 
to take up for discussion one of the works of the latter. 

* ['Fliis work. Le Coiiseiller . . . (published anonymously), was attributed to Dii 
Refuge when J. A. S. used it in the Kress Libraix*; recently it has been attributed to 
Phillii)c de Bethunc, Comte dc Sclles de Charost. 'I’hcrc is an Fnglish translation as 
early as 1634 which implies an earlier date for the original French publication.] 
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Geronimo Uztariz (1670-1732) wrote a treatise entitled Theorica y 
prdctica de comcrcio y de marina (1st ed. 1724, hvo otlicr editions im¬ 
proved by the author himself), whieh may be said to be related to 
Martinez de la Mata’s as the latter’s treatise is to Fernandez Navarrete’s. 
It was translated into English and hrench and widcl\ read and admired. 
The title is misleading in two respects. First, it suggests limitation to 
topics of international trade, whereas it deals comprehensi\ely with prac¬ 
tically all the problems of taxation, monopoly, population, and so on 
that come within the range of 'applied’ economics. Second, the title also 
suggests theoretical analysis, though none is to be found in the treatise: 
what he, like so many later economists, means by theory is criticism and 
rccoinmciidation as distinguished from the presentation of facts. 'I’he 
care and space bestowed on the latter (he reprinted or extracted so many 
documents as to make his treatise serve the purposes of a source l>ook) 
is what strikes the reader first. The recommendations acquire for us addi¬ 
tional historical interest when we remember that Uztariz held ])ubhc 
office of the policy-making kind at the time when Cardinal Alberoni was 
at the head of affairs: the latter followed—not without considerable suc¬ 
cess—exactly the polic\ of armament and industrialization that Uztariz 
recommended in the treatise which appeared five \ears after the Cardi¬ 
nal’s fall. W hatever this fact may mean—the reader’s guess is as good 
as mine—our author must certainly be commended, considering the then 
situation of his countr\ and the standpoint from whieh he viewed it, for 
the correctness of such analysis as may ha\e been behind his recom¬ 
mendation. 

[(b) Justi: the Welfare State.] Johann Heinrich Gottlob xon Ju.sti 
(1717-71) was a professor for part of his life and an administrator of 
public enterprises for another part. Ilis intellectual equipment covered 
all the natural-law' philosophy of his and the preceding epoch but was 
enriched by practical experience in a way in which the two were rarely 
combined. Of course, we must grant the professor a fair ration of ponder¬ 
ous triviality, and also allow' for his way of arriving at common-sense 
conclusions by a circuitous route that leads through questionable political 
philosophies. An example wall illustrate the latter point: freedom is abso¬ 
lute by virtue of natural law; only, as the professor has somewhere learn¬ 
edly shown, it consists in freedom to obey the Jaws and the rulings of 
the bureaucracy; but the latter as taught by Justi is so very reasonable 
that after all w'e come out of the woods with the result to be presented 
in the text. Of Justi’s numcTous works his System des Finanzwesem 
(System of Public Finance, 1766) has been chosen by Professor Monroe 
for partial publication in Early Economic Thought (1924). Our sketch 
in the text is based upon Die Grundfeste zu der Macht und Glitck- 
seeligkeit der Staaten oder ausfiihrliche Vorstellung der gesamten Po/izey- 
wissenschaft (The Groundwork of the Power and W^clfare of Stales or 
Comprehensive Presentation of the Science of l^ublic Policy, 2 vols., 
1760-61). We are concerned with the first volume only. I’he second con- 
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tains, in the spirit of that science of administration, dissertations on re¬ 
ligion, science, the government of the private household, civic virtues, 
fire brigades, insurance—of which Justi was a fer\’cnt advocate—regula¬ 
tion of dress, and the like. His Staatfiwirtschaft (1755) would have ser\'ed 
equally well. 

Instead of Justi, I might have chosen Joseph von Sonncnfels (1732- 
1817; Gruiidsdtze der Polizeyy llandlung, und Finanzwissenschaft, 
1765 7), who was in se\eral respects superior to Justi, though in sub¬ 
stance he moved on the latter’s and Forbonnais’ lines. The son of a Berlin 
rabbi, he beeamc, after emigrating to Vienna, one of the lights of that 
‘age of reason’ and took part, both as an academic teacher (being the 
first professor of policy and eameral science in Vienna) and as a civil 
ser\ant in man>' of the legislative reforms of his time: he was a member 
of what may be described as Joseph II’s brain trust. Ilis book remained 
the official textbook within the Austro-Hungarian monarchy until 1848. 
'J'hc subject of his inaugural lecture (1763) deserves to be noticed. It 
was on the Inadequacy of Mere Experience in Economics. 

'I'hc subject of Jiisti’s inquiry is what German historians call the Welfare 
State {WohIfahrtssUiat) in its historic individuality and in all its aspects. That 
is to say, he dealt with economic problems from the standpoint of a govern¬ 
ment that accej^ts responsibility for the moral and economic conditions of 
life—just as modern governments do—in particular for everyone’s employ¬ 
ment and livelihood, for the improvement of the methods and organization 
of production, for a sufficient supidy of raw materials and foodstufFs, and so 
on through a long list of topics that include beautification of cities, fire in¬ 
surance, ednc:ition, sanitation, and what not. Agriculture, manufactures, com¬ 
merce, mone\-, banking—all come in for discussion from this point of view, 
technological and organi/ational aspects receiving much attention. But having 
thus i)inned his faith to a principle of comprehensive public planning, he, 
like SeckendorfF and most of the writers between these two, did not arrive 
at the i^ractical conclusions this principle might lead us to expect. On the 
contrarv', he was bv' no means blind to the inherent logic of economic phe¬ 
nomena, and did not wish to replace it by government fiat. Price fixing, for 
instance, was a measure to which the government had the right and duty to 
resort for particular purposes in particular circumstances, but it W'as to be 
avoided as much as possible. He took Mirabcau to task for teaching, among 
other ‘false, nonsensical, and monstrous doctrines,’ that the lowering of in¬ 
terest dciKuds upon the will of government whereas actually ‘nothing is so 
little subject to it.’ Nor was he blind to the potentialities of free enterprise, 
on which he looked wiih detachment but without hostilitv'. In fact, notwith¬ 
standing his approval of government regulation, which goes so far as to make 
him admit the expediency of enforcing the production of certain things by 
government decree, he stated as a general principle that all industrv' and com¬ 
merce really needed was freedom and .security. Though he would not advise 
the liquidation of arti.sans’ guilds—^because they were there and might just 
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as well be used for filling some adniinistrativc functions he considered useful 
—he nevertheless looked upon them as a nuisance and advised governments 
not to be hard on outsiders. And. though he taught that high protective 
duties and even import prohibitions and compulsion to buy domestic products 
might ‘sometimes* be in the ]mblic interest, he ne\'ertheless declared it to be 
his opinion that 'in general’ there should be no impediment to imports beyond 
an ad valorem diit> of lo per cent—^a condition which none of us would be 
able to distinguish from unrestricted free trade. 

Many other instances could be adduced for what to ninetccnth-ccnturv’ lib¬ 
erals simply spelled discreditable inconsistency, which they were inclined to 
attribute to the fact that Justi lived in a transitional age: while still a victim 
of exploded error, he could not quite shut his eyes to the new light. But if 
we look more closeh- at the particular cases to ^\'hie]l he applied his principle 
of planning, a \cry different explanation suggests itself. He saw' the practical 
argument for laisscz faire not less clearly than did A. Smith, and his bureanc 
racy, while guiding and helping where necessar\-, was always ready to effacv. 
itself when no guidance or help seemed needed.^ Onl\- he saw much more 
clearly than did the latter all the obstacles that stood in the wa\ of its w«)iking 
according to design. Also, he was much more concerned than A. Smith with 
the practical problems of go\crnnient action in the short run \ ieissitudes of his 
time and country, and with particular difficulties in wliich private initiative 
fails or would ha\c failed under the conditions of the German industry of his 
time. His laissez-faire was a laissez-faire plus watchfulness, his private-enterprise 
economy a machine that was logically automatic but exposed to breakdowns 
and hitches which his go\ernment was to stand ready to mend. For instance, 
he accepted as a matter of course that the introduction of labor-sa\ ing machin¬ 
ery would cause unemployment: but this was no argument against the mechan¬ 
ization of production because, also as a matter of course, his government would 
find equally good cmidoyment for the iinemplo>cd. 'lliis. however, is not in¬ 
consistency but sense. And, to us who are apt to agree w'ith him much more 
than we do w'ith A. Smith, his vision of economic policy might look like 
laissez-faire with the nonsense left out.=* But two Spanish examples show still 
better than docs Jiisti’s how' well the best brains of that time knew' their 
'applied economics’: I am referring to Campomancs and jovellanos,'* who rose 

' Ibis was not merely a dream. Tt will be pointed out below that the bureaucracy 
of the tj'pical German principality actually tried to behave like this. 

2 Such views, which were extremely common at the time, naturally assumed an anti- 
Smithian garb that exaggerates the difference. This was the case, c.g., with Justus von 
Moser (Patriotisclw Phantasieriy 1774 S6), wiio.se name 1 al.so mention for another rea¬ 
son. His interest in the description of individual hi.storical patterns—a .sort of historical 
miniature painting—has induced some historians of thought to assign to him the posi¬ 
tion of early romanticist or forerunner of the historical .school: an example of those un¬ 
realistic attributions that, once made, keep on di.storting our view's of groups and de¬ 
velopments. He was an excellent man, no doubt, but he was no economist at all. 

3 Pedro Rodriguez, Count Campomancs (1725 1802) w'as by training a jurist econo¬ 
mist of the continental type. A man of wide culture and great ability, he tried his 
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to prominence in the reform era of Charles III. They were practical reformers 
in the line of economic liberalism, and neither bothered about nor con¬ 
tributed to the progress of analysis. But they understood the economic process 
better than did many a theorist. And, in view of the date of Campoinanes’ 
Discurso (1774) it is not without interest to observe how little, if anything, he 
stood to learn from the Wealth of Nations. 

This covers, and indeed sums up, a large part of continental scvcntcenth- 
and eighteenth-century economics. Hie reader should realize, hoxNCver, that 
though in practical insight and practical usefulness, it was—at least as it came 
to be taught exentualb-—hardly inferior to the Wealth of Nations, it also xxas, 
with the exception to be noticed presently, completely outdistanced by the 
latter as regards analytic aehiexement. Justi's xxork exemplifies this xxcakness as 
clearly as it exemplifies those merits. 1 haxe said that lie xxas not blind to tlic 
inherent logic of economic plicnoniena. But this xxas mere prescicntific intui¬ 
tion. lie did nothing to shoxv hoxv they hang together and lioxv they deter¬ 
mine each other, xx’hieli is xvhere scientific economics begins. He xxas not alive 
to the necessity of proxing propositions—for instance, his proposition that 
mechanization creates unemployment—or of using any tools not at the lay- 
mairs command. His arguments xxcre the arguments of untutored common 
sense; it xxas only xvhen he argued against another author that he attempted any 
analysis at all. And xxhen he did so, he occasionally slipped up badly. 'I'o quote 
an instance, he xvas not aboxe pulling the folloxving atrocious boner: suppose 
that txxo countries, A and B, are exactly alike in exery respect except that A 
holds txvice as much monetary silver as B; xxhile their states of xxelfarc will be 
exactly equal, prices in A xxill be txvice as high as prices in B; but oxxing to the 
double quantity of money, A’s rate of interest xvill be half of B’s rate of interest 
and therefore A, producing more cheaply, xvill undersell B and keep on draxving 
nionex from it, xxhich xvill increase employinent in A, and so on (Die Grund- 
feste, p. Oil)—and all that in spite of the facts that his reasoning on interest 
xxas otherxxise quite sensible, that in general he did not at all overrate the ad¬ 
vantages that accrue to a country from an abundance of metals, and that he 
emphasized tlie basic importance of consumption not less than did A. Smith. 

hand, both in office and ont of it. on all the great economic ijrobleins of his time and 
conntrv'. Of his writings, the one most relevant to onr purpose is his D;.sci/r.s'o sohre el 
fomciito de la industria popular (1774), wliich xvas to move McCulloch to fervent 
cnlogx'. The Rcspucsta fiscal (1764), concerning the grain trade, should also be men¬ 
tioned. 

Caspar Ntclchor de Jovcllanos ( i"44 iSii), a man of similar type but of a less pros¬ 
perous career, among many other things wrote two reports, one on tlic liberty of the 
industrial arts (1785), and another, on behalf of the Royal Fconomic Society of Madrid, 
on agrarian legislation (i"94), in both of which the principles of economic liberalism 
arc expounded, but judiciously tempered by practical considerations. They were pub¬ 
lished (1859) in the Bibliotcca de Autores Espafiolcs. However, their dates reduce 
their importance, as compared with Campomanes* tracts, for the historian of economic 
thought. 
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[(c) France and England,] The French civil servant vras educated as an abbe 
or else as a lawyer. Economics was not hiiight, as a distinct subject, until during 
and after the revolution. Could it be that this great disadvantage carried some 
compensation? In any ease, the much less voluiiiinous French literature of the 
s\ stcmatic type rose in the eighteenth century to a level far and away above the 
German. Since we reserxe such peaks as Boisguillebcrt, Cantillon, 7’urgot, and, 
of course, the physiocrats for discussion in the next chapter, we may content 
oursehes with the five following names—h’orbonnais, Melon, Mirabeau, 
Graslin, and Condillac. Forbonnais,'^ who might be compared with Jiisti (u 
Sonncnfels, is the prototxpe of the ‘usefur or ‘sound’ economist of whom the 
public approves. No historian will ever sing his praises; for the historian who is 
interested only in what policx' a man was for or against will not be satisfied 
and will put down I'orbonnais as an eclectic without originality: aiKl the his¬ 
torian who looks for contributions to our analytic apparatus will also be dis¬ 
satisfied, for he will not find it, and he will notice clumsy and pedestrian be¬ 
havior whenever Forbonnais did venture upon theoretical ice. But few econo¬ 
mists ever said or implied so little that is definitely and provably wrong in 
cither fact or logic. Me is an outstanding cxam|)lc by which to illustrate the 
truth that to be an economist or jdix sician is one thing and that to be a theorist 
or physiologist is quite another thing. 

Markedly inferior to Forbonnais in these respects and Imt little abo\e him 
in analytic proficiency. Melon •"* has fared somewhat better at the hands of later 
critics. But his performance, which, so far as ‘principles’ arc concerned, ])artly 
anticipated Forbonnais’, is of much the same nature. Ilis contribution to monc- 

Fran^'ois \'cron dc Forbonnais (1722 i Soo) was a hiisinessnian and eivil servant 
find, being a Frenchman, addressed a different public and envisaged different conditions, 
so that the similarity betvxc'en his and Justi’s perfonnanees does not stand out at tlrst 
sight. Fundamentally, however, he did—very successfully—the same kind of thing. His 
practical grasp of the social and economic situation confronting him was his. as it was 
Justi’s, chief merit. lie is at his best in his analyses of definite sets of historic facts 
such as the finances of France from 1591; to 1721 h75S) or the finances of Spain 
(1753). For ns the most interesting of his works are: fllemcna du e<immerct’ 11 “>4 and 
1766) and Principcs ct ohservatiom economiques (1767; the latter is available in the 
Giiillaumiri collection, reading recommended: not below the average nineteenth centuiy 
textbook and superior to a good many), liis recommendation of .111 ad valorem mi]viit 
duty of 13 per cent may be mentioned as one of several instances of paraliclisin be 
tween his views and those of fusti, whom the first volume of his tJemens may have 
influenced. 'I'hat he influenced Sonneiifcls as much as did Justi is obvious from ac 
knowlcdgmcnts. 

Jean Francois Melon (1675173^) was a public servant wlio worked with John I .aw 
during the short career of the latter’s ‘system" and thus had first hand knowledge of it. 
His Essai politique sur le commerce (1734, Engli.sh trans. J73S) was a great .success in 
France and abroad and exerted considerable influence. 7 ’he mi.sleailiiig term NeoMei 
cantilisiii is sometimes used to designate the views on foreign trade and finance that 
he and other eighteenth century writers espoused (see below, eh. 7). See G, Dionnet’s 
Le Neomercantilisme au \VIIF siecle et ati debut du XIX*^ siecle (1901) and also b. 
dc Lavergne’s Lcs Econamistes frangais du dix-huitieme sidcle (1870). 
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tary theory will be noticed in u subsequent chapter. The elder Mirabcau ® is 
primarily known as the head, in succession to Quesnay, of the physiocrat group, 
but he had independently established himself before that by a work that may 
be called a systematic treatise on all the problems of applied economics written 
from a very personal standpoint—systematic unity being achieved by making 
those problems pivot on Pojnilation and Agriculture. Its anah tic merit is negli¬ 
gible, but all the greater was its success. Graslin’s" reputation nc\er was what it 
should ha\e been because lie put .so much emphasis upon criticism of the 
physiocrats—which is in fact the best ever proffered—that his readers were apt 
to ox'crlook his pr)siti\e contribution. Actually, his FsSsai analytique presents 
the outlines of a comj)reheiisi\e theory of wealth as a theory of total income 
rather than of income net of all producers* ex]K'iiscs including wages—a not 
inconsiderable improvement considering the role the latter was to play later on. 
Also he was abose his contemporaries in insight into the problem of incidence 
of taxation. Finally, Condillac’s work docs not indeed quite merit the 
eulogies of S. }c\ons, who called it ‘original and profound’ and of H. D. 
Macleod, who called it ‘infinitely superior to A. Smith’s.’ The eulogies are 
amply accounted for by the enthusiasm of those two authors for what they 

••Victor Riquctti, Marquis dc Mirnbean (1715^9'), called the elder to distinguish 
him from his son, the Ntirahcaii of the Rcvfdution, wav an eccentric aristocrat of ex 
uherant vitality and irrepressible impulses. It is difTieult to uiiderstaud—excejJt on the 
hypothesis that force of temperament and glowing ])hrascs will always carry every 
thing before tliein—how it was that this man, whose unquestioned ability was com 
pletely spoiled by lack of iudgmeut, could have enjoyed, though (uily for a few ye.irs, 
an international and national fame much greater than that of any other economist be- 
fore or after, not excluding A. Smith or K. Marx. 'I'his ha])pened in the first part of 
liis career, that is, before he had joined the j)hy.siocratsS, and on the strength of a ])er 
formance tliat caimc^t be called impressive in anything cxcej^t irassionate phraseology. 
'I’his performance, anou\ inously published in three ixirts under the title L'Arni das 
haninies, ou traiia de la population will have to be mentioned again in our 

chapter on po])tilation. Of all the other works of Nfirabeau—he left dozens of volumes 
besides a quantity of unpublished material—only the subsequent parts (4 61 of LWmi 
(i-sjS and i"6oi, the Vliilosophie rurale itud the Thcoric dc Vinipot (1760) 

call for notice in this book. The last two are. however, physiocratic, at least in principle, 
and therefore need not detain us lierc. Sec L. and C. de Lointinc, Les Mirabcau (1870 
91) and L. Hroeard, Lcs Doctrines ccorwmiqucs at sociaJes du ^larquis de Mirabcau 
dans LWmi das homines (1902). 

' Jean f. L. Ciraslin (172790), F.ssai analytique sur la richesse at sur Vimpot (1767; 
new ed. by .\. Dubois. 191 ih See J. Desniars. l^n prdcurscur dW. Smith an France, 
/. /. L. Graslin (1900). His corresiJondcncc with Bandeau is of con.sidcrable interest 
(2 vols., i 777 Q)- 

» Le Commerce et Ic viourerninent . . . (1776) by the sensationalist philo.sophcr and 
psychologist we ha\c already met above. I’hc relation between his psycholog\' and his 
utility theory of value should not be overstressed. As we know already and as we .shall 
see more fully later on, the latter ha.s a quite inde|XMident history of its own that harks 
back to the scholastics rather than to Hartley. Condillac’s relation to the plnsiocrats 
sliould not be overstressed either. Rather lie had learned from I’urgot. See, however, 
A. Lcbcau, Condillac economista (1903)* 
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believed to be an early foriniilation of their own theory of \akic. But there was 
nothing original about it and, considering all the predceessors on that i)ath, 
we should wonder at Condillac’s inefficient handling of it rather than at his 
sponsorship of it. Still, the book is a good if somewhat sketchy treatise on 
Economic 'llieory and Policy and much above the common run of its con¬ 
temporaries. 

England was still more immune to ‘systemitis’ than was France. E.\ccpting 
the Wealth itself, there is but one book of the strictly systematic type to 
mention. Init this one is of first-rate imi^ortancc, Stcuart’s Principles/' It was 
intentionally and laboriously SNSteinatic: what he wanted was to consolidate 
the factual and analytic knowledge of his time into a ‘regular science,’ that is to 
sa)-, he clearly aimed at the same goal as A, Smith. Comparison with the 
Wealth of Sations is rendered difficult by two facts. In the first ])lace. Stcuart’s 
work did not ride, like Smith’s, on the wave of a single and simple policy that 
was rapidly conquering public oi)inion. On the contrary, he grouped all that 
really interests the public around the old-fashioned figure of an imaginary’ 
patriot statesman who in infinite wisdom watches the economic process, ready 
to interfere in the national interest—a conception that recalls Justi’.^ and was 
quite out of contact with England’s humor. But this should not weigh with us. 
In the second place, when one surveys (as the leader should) the five books 
into which the work is divided—Population, Trade and Industry, Money and 
Coins, Credit and Debts, and Ta.xcs—one cannot fail to be struck b\ the 
number of points that indicate more originality and deeper thought than docs 
the Wealth of ^sations; but also by the number of definite mistakes and in¬ 
felicitous formulations. In the theories of population, prices, mone\ , and taxa¬ 
tion StCLiart went much below the smooth surface on which A. Smith hapi)ily 
sailed his course. But only in the first of these did he make a significant con- 
trftiition, which will be discussed below in Chapter 5; in the others it is a hard 
job to get the wheat out of unpromising chaff or e\cn, in some instances, to be 
quite sure that there is any wheat at all. 

[id) i/fg/i Level of the Italian Contribution.] But the honors of the field 
of pre-.Smit]iian system production should go to the eighteenth century Italians. 
In intent, scope, and plan their works were in the tradition that has been 

® Sir fames Stciiart (1712 80). the scion of a family that held a prominent position in 
the .Scottish magistracy, was educated as a lawyer, and, being an aclhcrent of the Stuarts, 
lived in c.xile from 1745 to 1763—three facts tliat go some w'ay tf)\vard explaining 
both the nature and the reception of his pcrfornianec; on the one hand, there is some¬ 
thing nil English (wliich is not merely Scottish) about his views and his mode of pres 
entation, the latter being stiff and embarrassed in the !)argain; on the other hand, he 
was, and even after he had regained the rights of citizenship remained, distinctly under 
a cloud. Such things count. In particular, they make it easy for competitors to pass a 
man by in silence, which is preci.scly what A. Smith did. An Inquiry into the Principles 
of Political Economy . . . 1767, accordingly was never much of a success in England 
even before it was completely overshadowed by the Wealth of NatioJis. But it received 
rather more than its due from some of the Germans. Other writings by Stcuart will be 
mentioned later. His collected Works were edited by his son (1803). 
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illustrated by the examples of Carafa and Justi; they were systems of Political 
Economy in the sense of viclfarc economics—the old scholastic Public Good 
and the specifically utilitarian ]la])pincss meeting in their concept of welfare 
(felicit a piibblica). But whereas in zeal for fact-finding and in grasp of practical 
problems they were not inferior to the Germans, they were superior to most of 
their Spanish, English, and h’reneh contemporaries in analytic power and 
achie\emcnt. Most of them were professors and civil servants and wrote from 
the standpoint of professors and civil servants. The regionalism of Italian life 
divides them into groups. But I can discern only two ‘schools' in the strict 
sense of the term which implies both personal contact and similarih' of doctrine 
due to mutual influence: the Ncapohhin and the Milanese. Genovesi and 
Palinieri represent the former;” other members, particularly its brightest star, 
C^aliani, will be introduced later. 

The representative figures of the Milanese school are Verri and Bcccaria. We 
take, however, this opportiinih' to introduce a man who stands quite by 
himself, Ortes the Venetian. 

'Ihis rceioiialisni accounts for the cxistenc-c of Italian histories of ‘provinciar eco 
noinics. a i)lienoincnun for uhicli there is no analogy in any other country except 
Spain. 1 \vo examples may he mentioned: Augiisto Craziani’s Le idee eeonomidie de^li 
scrittori Emitiani e Rotiui^iioU sitw al 1S4S (iSg^), and T. Fornari’s DcZ/c ieorie eco- 
uomichc nelle pwxincie Sapoletanc dal secolo XIII al MDCCXXXIV (1SS2), the 
eomidement of whicli will be cited in the next footnote. 

Antonio Cienovesi (171260), profes.sor. first of ethics and moral philosopiiy, then 
of economics and commerce, in the University of Naples, was first and last a great 
teacher whose prodigious suc iess in this capacity even his detractors have been unable 
to deny. It was I think I'. Ferrara who set the example of speaking of Genovesi in 
derogatory terms, possibly because he never could sec any merit in anyone who was 
not a thoroughgoing free trader. For a list of piominent economists who were his 
pupils ;5ce G. 'i'agliacozzo. Ecoiiomisti Napoletani (p. xxvi n.). The same author, 
moreover, draws a picture of Genovesi's scientific personality and background (on these 
also sec A. Cutolo, Antonio Genovesi, 1926) and gives a judicious appraisal of his 
performance. Genovesi was a jirolific writer. We arc concerned, however, only with 
liis Lezioni di cconomia civile (176$; repiibl. in P. Custodi’s Scrittori classici Italiani 
di economia politica, 50 vols., which may be described as an unsystematic 

system of tlic wliole range of his economic thought. Thc.se lectures do indeed display 
the influence of contemporaneous and earlier writers and, what is worse, the argument 
frequently lacks rigor. But nobody had, when they appeared, published as compre¬ 
hensive a presentation of the utilitarian welfare economics that the epoch was evolving. 
The ‘mercantilist* elements in Genove.si*s teaching only prove the realism of his vision. 

Giuseppe Palinieri. Marchese di Martignano {1721-94^). was one of that brilliant 
band of Neapolitans in which Filangieri (see P. Gentile, L*Opera di Gaetano Filangicri, 
1914) was perhaps the most widely known figure. Palinieri (there is a life by B. De 
Rinaldis, 1S50; also .see T. Fornari, Delle teoric economiche nelle provincie Napolctaiic, 

J "35 18^0, 1888) was primarily a practical administrator. But the welfare economics 
of the eighteenth centim' Consultant Administrators can perhaps be best appreciated 
by reading his Riflesfnoni nulla puhblica felicity rclativamentc al regno di Napoli (1787) 
or his Pensieri economici . . . (1789) or his Della ricchezza nazioiude (1792). 
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Count Pietro Vcrri (172S-97), an officer in the Austrian administration 
of Milan—but not a teacher—would have to be included in any list of the 
greatest economists. But though it would be easy to survey his \arious 
recommendations as to policy—which for him were the important things; 
in the preface to his main work, he exclaimed: potessi io dire cjualche cosa 
di utile, potessi io farla (how I wish to say something useful, nay, to do 
it!)—it is less eas>‘ to coiney an idea of liis purely scientific achievement; 
some aspects of it will be mentioned later. Here we need to mention only 
two of his many publications, the Elemenii del commcrcio (1760), which 
established him. and the Meditazioni suW ecoriomia politica (1771; 
rcpubl. in the Custodi collection; there arc h'rcnch and Cknnan transla¬ 
tions) into which the former was expanded. Besides pie.senting a power¬ 
ful synthesis, these works contain a number of original contributions 
(among them his constant-outlay demand curve). Among other things, 
he had a clear if unde\eloped conception of economic cquilibriuni based, 
in the last instance, upon the ‘calculus of pleasure and pain' (he antici¬ 
pated Jevons’ phrase) and was, as far as this goes, rather abo\e than below 
A. Smith. It is important to emphasize his faet-mindedness. Not only did 
he do historical research of importance [Memorie storiche, posthumously 
published ) but he was a true econometrician—for example, he was one of 
the first economists to figure out a balance of pa\ incnts—that is to say, 
he knew how to weave fact-finding and theory into a coherent tissue: 
the methodological problem that agitated later generations of economists 
he had successfiill\ soKed for himself. On the man and his career, sec 
E. Bouvy, Lc Comte Pietro Verri (1SS9), and M. R. Manfra, Pietro Verri 
. . . (19^2). ilic best exposition and appraisal of Verri's work is, how¬ 
ever, to be found in Professor Einaiidi's masterh introduction to his new 
edition of Verri’s Bilanci del commercio dello stato di Milano (1932). 

Giammaria Ortes' (1713-90) main title to fame is in his contribution 
to the 'Malthusian' theory of population (see below, ch. 5). His systematic 
venture (Economia nazionale, 1774; rcpubl. in the Custodi collection) will 
always stand out in the history’ of the theories that look upon consump¬ 
tion as the limiting factor of total output and derive from this set-up 
their economic diagnosis—this is another link between him and Malthus. 
In this as in some other respects his performance is certainly original in 
the sense that it does not lie on the main road of advance. But little else 
can be said for it. Critics and historians have been, on the one hand, 
pu/zlcd by it and, on the other hand, reconciled by his attack on the 
‘mercantilist confusion’ (see below, ch. 6) of money and wealth and his 
free-trade \icws. Thus, a tradition has developed of dealing w'ith him in 
an attitude of diffident admiration. It is worth while adding that he 
seems to have learned much from Sir James Stcuart. I'Vom the Ortes 
literature it will suffice to mention A. Faurc, Giammaria Ortes . . . 
(1916), the old book by F. Lampcrtico, G. Ortes . . . (1865), 

Franchis, G. Ortes, un sistema d"economia matematica . . . (1930), 
though I cannot myself find much mathematics in Ortes. 
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Ccsarc Boiicsana, Marchcsc di Bcccaria (1738-94), was a Milanese and 
the product of Jesuit education. His international fame as a penologist, 
won at the age of about thirty (the year of his birth is not quite certain), 
and the place he incidentally acquired in the history of utilitarianism 
have been mentioned already. Mainly on the strength of this success—^hc 
had as yet done little as an economist—the Austrian Government 
(Prince Kaunit/) appointed him to a chair of economies in Milan 
founded for the purpose (176S). After only two years of tenure, he ex¬ 
changed this chair for einplovnicnt in the Milanese administration, in 
which he continued to serve until liis early death, rising by degrees to the 
highest rank open to a man not qualifying for governor, taking part in, 
and in some instances initiating, the reforms of the period, busily writing 
a great main' reports and memoranda—on grain storage, monetary policy, 
the metric svstein, population, and what not—^and roaming over a wide 
realm of intellectual interests at the same time. Among other things, he 
was cofoiindcr of, and a contributor to, 11 caffe, a periodical modeled on 
the example of the English Spectator. In 1770 he published the first and 
only volume of his aesthetics (on Style). Moreover, he seems to have been 
a fair mathematician. 

I’lie bulk of his economic writings consisted of those government re¬ 
ports. The only piece of economic reasoning that he published himself 
(in II caffc\ 17^4) was an essay on smuggling, which presents two features 
of interest, first, the algebraic treatment of the problem and, second, the 
anah tic device embodied in the question he made basic to his pure theory 
of smuggling: given the proportion of the goods smuggled that will on the 
average be seized by the authorities, what is the total quantitv- that 
smugglers must move in order to be left without cither gain or loss? 
This spells the discovery of the idea that underlies modern indifference- 
variety analysis. Bcccaria's argument was developed by G. Silio, 1792 
(sec Augusto Montanari's La inatematica applicata all ^cconomia politica, 
1S92). Mere, we are concerned with Bcccaria's lectures (written 1769-70). 
TTic.se he did not publish himself: he left them in his files for nearly a 
quarter of a century. They were first published in Custodies collection, 
under the title: Elementi di economia puhblica (1804). 

TTic sweeping success of his Dei delitti e delle pene. An Essay on 
Crimes and Punislunents (ist cd. 1764; English trans. 1767) has in a 
way obliterated the greatness of the man: ever since he has been con¬ 
sidered primarily as a penologist. TTie Bcccaria literature deals with little 
else and is therefore only peripherically interesting for us. Reference 
should be made, however, to P. Custodies life {Ccsarc Bcccaria, 1811) 
and to P. Villari’s edition of his works (Opcrc. 1834). 

For the moment, we concentrate upon Bcccaria. the Italian A. Smith. The 
similarity between the two men and their performances is indeed striking. 
There is even some similarity in their social backgrounds and locations. There 
is similarity in their lives—and in those attitudes that are conditioned by one’s 
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pursuits—though Beccaria was much more of a public servant A. Sinitli. 
who onlv held a subordinate position without creatne possibilities, and 
A. Smith was much more of a professor than Beccaria who tauglit for only 
two \ears. Both were so^'ereign lords of a \ast intellectual realm that extemkd 
far be>'ond what, exen then, was possible for ordinarv mortals to embrace. Bee- 
caria presumably knew more mathcniaties than A. Simfh, hut A. Smith seeihs 
to have known more astronomy and physics than Beccaria. Neither was ineicly 
an economist: A. Smith’s life work contains no match for Dei dclitti c (Idle 
perte, but his floral Sentiments im iiiorc than a umteh for Beccaria s ac.sthctjc^. 
Both sw^am joyfully in the river of their time, but with a difference: whereas 
Beccaria not only accepted all utilitarianism stands for but also was a leading 
force in shaping it, A. Smith quite clearly showed some critical coolness toward 
it; and whereas A. Smith not only accepted {almost) all that free trade and 
laissez-faire stand for but also was a leading force in their victory (so far as 
economic literature is concerned), Beccaria clearly showed some critical cool¬ 
ness tow'ard them. Splendid figures both of them. But, at least after 1770, 
Beccaria, almost certainly more richly endowed by nature, gave to the public 
service of the Milanese 'state’ what A. Smith reserved for mankind. 

Bcccaria’s Elernenti, after defining the subject of economics in the same 
normative w’ay as did A. Smith in the introduction to the Fourth Book of 
the Wealth of Nations, starts with considerations about the cxolution of 
technolog}', division of labor, and population (the increase of which he made a 
function of the incrca.se in the means of subsistence). As the principle of 
economic action, we know' already, he embraced without (|ualification the 
utilitarian doctrine of hedonist egotism, which he himself had done much to 
develop, and which later on proved so embarrassing an ally to economics, llie 
second and third parts of the lectures deal with agriculture and manufactures, 
and the fourth, on commerce, is made the repository of the theory of value 
and price: barter, money, competition, interest, foreign c.xchanges, banks, 
credit, and public credit follow each other in a sequence that is as suggestive 
of nineteenth-century tcxtl)ook practice as is the framew'ork as a whole. In 
detail, Beccaria’s argument—particular!} as to tlie theorie.s of cost and of 
capital—is not always faultless or logically rigorous. But all the c.ssential prob¬ 
lems are seen, and seen in co-ordination. Some points will be mentioned in 
subsequent chapters. There are several contributions, how'cvcr—such as the 
indcterminatencss of isolated barter, the transition from this aisc to that of a 
determinate competitive market and thence to the case of indirect e.xchangc— 
which W’C are in the habit of associating with much later, especially with post- 
Sniithian, times. Physiocrat influence is in evidence but docs not go very clcep. 
Was the Scottish Beccaria the greater economist of the two? If we judge by 
their works as they lie before us, he certainly w'as. But to do so would not be 
fair to the men. It is not only that we must take into account priority and 
also that the years between 1770 and 1776 w'cre very significant ones in the 
march of economic idea.s; much more important is it that the Wealth of 
Nations was the mature result of a life*s work wdicreas the Elcmenti arc 
lecture notes and, moreover, lecture notes which the author refused to publish. 
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So far as subjective performance is concerned, they should not be matched 
with the Wealth of Nations but rather with the economic part of A. Smith’s 
Glasgow lectures—where Bcccaria would win hands down—or else the Wealth 
of Nations should be compared with what wc might conceive Bcccaria would 
have done with his lectures if he had emigrated to Kirkcaldy and spent another 
six years on them instead of immersing himself in the problems of the Milanese 
state. That the niaiti cause of the difference wc perceive consists in the 
amounts of labor iinestcd is, in any aisc, an important clue to the secret of 
A. Smith’s success. 

[fc) Adam Smith and the Wealth of Nations.] So often have wc men¬ 
tioned Adam Smith, so often shall wc have to mention him again, that the 
reader might well wonder whether there is need for a comprehensive survey of 
his performance in an\- one place. For our purpose, the references to it that 
are scattered all o\er this history are in fact more important than what will be 
said in this section. Ncxerthcless, it seems proper to stay for a moment in order 
to look at the figure of the most famous of all economists—to form an idea 
of what stuff he was made—and at the most successful not only of all 
hooks on economics but, with the possible exception of Darwin’s Origin of 
Species, of all scientific books that ha\e ajjpeared to this day. Moreover, it 
will again be useful to present a brief Reader’s Guide. 

Few facts and no details are needed about the man and his sheltered and 
uneventful life (172^90).’-^ It will suffice to note: first, that he was a Scotsman 
to the core, pure and unadulterated; second, that his immediate family back¬ 
ground was the Scottish ciNil service—in order to understand his outiook on 
social life and economic acti\ity (very different from what has been often im¬ 
puted to him), it is important never to forget the gentility, the intellectuality, 
the critical attitude to business activity, tlic modest yet adequate means that 
characterized the environment which produced him; third, that he was a pro¬ 
fessor born and bred, not only while he lectured at Edinburgh (1748-51) and 

>2 ['I’hcrc is no indication as to where this sketch of Adam Smith followed by a 
Reader’s Guide to the Wealth of Nations belongs, but it seems appropriate to place 
it here at the end of the discussion of 'The Systems, 1600-1776.’ This section was 
originally written for the History but was withdrawn by J. A. S., po.ssibly at a time 
when he was attcnif^ting t(» reduce the length of the book or possibly because he 
felt that there was too imith duplication in view of 'the references . . . that arc 
scattered all over this Histon.' It is a first draft that was not even typed. Since, 
however, similar biograiihical sketches of other famous economists are presented 
throughout the book, it seemed appropriate to re.storc this account of Adam Smith 
and the Wealth. A reference to the Reader’s Guide will be found below in ch. 6, 
sec. ^d (Codification of Value and Price I’hcory in the Wealth of Nations).] 

Of the many lives of Adam Smith the interested reader is referred to the one 
by John Rac (iSgs)- Of all the books containing supplementar\’ material on and 
intemretations of Smith the man, by far the mo.st important is Professor W. R. 
Scott’s Adaw Smith as SfuderU and Professor (ig^Th which will be referred to in 
the text and from which the reader will derive much instruction and, perhaps, some 
amusement. The miiiimum of references concerning the W' ealth will be given later. 
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Glasgow (1751-6:5) but always and by virtue of character indelebilis; fourth— 
a fact which I cannot help considering relevant, not for his pure economics 
of course, but all the more for his understanding of human nature—that no 
woman, excepting his mother, c\er played a role in his existence: in this as 
in other respects the glamours and passions of life were just literature to him. 
In 1764-6 he traveled in 1 "ranee, acting as ‘tutor* to the young Duke of Buc- 
cleuch, to whom economics owes the subsequent leisure and independenee that 
produced the Wealth of Nations, llis appointment to a quasi-sinecure (1778) 
added ample comfort for the rest of his life, lie was conscientious, painstaking 
to a degree, methodical, well-poised, honorable. He acknowledged obligation 
where honor required it. but not generously. He never uncovered the foot¬ 
prints of predecessors with Darwinian frankness. In criticism he was narrow 
and ungenerous. He had the courage and energy that exactly fit the scholar’s 
task and go well with a good deal of circumspection. 

'I'hc da\' of poh historic knowledge was not yet o\er: a man could then roam 
over the whole of science and art and even do work in widely distant fields 
without meeting disaster. Not less than Beccaria or 'I’nigot, A. Smith held 
sway o\er a wide domain of which economics was onl\’ a part. W’c ha\e al¬ 
ready had the opportiinih* to notice his Theory of Moral Sentiments (1759), 
to which was appended (^rd cd. 1767) A Dissertation on the Origin of Lan¬ 
guages —his first great success, which matured, from beginnings in the ma¬ 
terial of the Edinburgh lectures, during the first half of his tenure of the 
Glasgow' chair, and should be recalled to make the reader iinniiinc to the 
silly criticism that A. Smith ga\c inadequate attention to the importance of 
ethical forces. Moreover, Smith’s philosophy of riches and of economic ac- 
tivih* is there and not in the Wealth of Nations, lo this and to his work in 
natural law, ‘natural theology,’ and belles lettres must, however, be added six 
essays,*'* some of which arc the cr\stallizcd fragments of the grandiose plan of 
a ‘history of the liberal sciences and elegant aits’ which he abandoned ‘as far 
too extensive.’ The pearl of the collection is the first essay on the ‘Principles 
which lead and direct Philosophical Enquiries; illustrated by the History of 
Astronomy.’ Nobody, I venture to say, can have an adequate idea of Smith’s 
intellectual stature who docs not know' these essays. I also venture to say that, 
were it not for the undeniable fact, nobody would credit the author of the 
Wealth of Nations w'ith the pow'cr to w'rite them. 

We know already that the skeleton of Smith’s analysis hails from the scho¬ 
lastics and the natural-law' philosophers: besides lying ready at hand in the 
w'orks of Grotius and Pufendorf, it was taught to him by his teacher Hutchc- 

Essays on Philosophical Subjects by the late Adam Smith . . . ed. by his execu¬ 
tors, Black and Hutton, to which was prefixed an Account of the Life and Writings 
of the Author by Dugald Stewart . . . (1st cd. 179s). Stewart, by the way, who held 
the Edinburgh chair of moral philosophy, 17851810, though he can hanlly be said 
to have made any mark by his published waitings, was so strong a personality and 
so effective a teacher that a more complete history of our subject could not pass 
him by as we must. 
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son.'® It is true that neither the scholastics nor the natural-law philosophers 
ever evolved a completely articulate scheme of distribution, still less the mis¬ 
leading idea, which was to play so great a role in the theory of the nineteenth 
century, of a social product or National Dividend distributed among the agents 
that take part in its production. But they had worked out all the elements 
of such a scheme, and Smith was no doubt equal to the task of co-ordinating 
them without further help from anyone. According to Caiman, the Glasgow 
Lectures—whicli show no great advance beyond Hutcheson in any direction— 
contain ‘no trace wliatc\er ... of the scheme of distribution which the 

*5 On Francis Ihitchcson, see above, eh. 2, sec. 7b. Also see W. R. Scott, Francis 
Hutcheson (1900). 'I'be lineage of Smith's economics has been, as we might expect, 
the subject of much rcseardi. A great event was the discovery and subsequent pub 
lication by K. C'aiman of the Lectures on Justice, Police^ Revenue and Anns, delivered 
in the Vniversiiy of Clas^oyv by Adam Smith, reported by a student in 1765 (1896), 
to which I shall refer as CUasgow Lectures; another was the discoveiy, and publication 
in Scott’s book mentioned abo\e, of what may be called an early draft of the Wealth 
of Ndhons. which, according to l*rofc.ssor Scott, antedates by but little Smith's de¬ 
parture for France and thus presumably reflects the general state of Smith's work 
before he came into personal contact with the French economists. It will lx; referred 
to as Draft. 'Fo Professor Caiman we owe by far the best of the many editions of the 
Wealth of 'Nations (1904; republished many times, 6th cd. 1950) which contains a 
most valuable introduction, which sheds much light on .some questions of lineage. 
Publication of A Catahsuc of the Ubrary of Adam Smith (1st ed. 1894; 

1932) with introduction was one of the many services rendered to 'Smithology' by 
James Bonar. 

Space forbids our dealing with matters of editions, translations, summaries, para¬ 
phrases of. and excerpts from the Wealth of Natiojis, a fact that I regret the more 
because the N'anderblne Memorial Collection of Smithiana in the Kress Library' (see 
pamphlet published by the Kress Libraiy, containing a .special catalogue of this col¬ 
lection by Homer B. X'andcrbluc, prefaced with an essay by Charles J. Bullock, 1939) 
gave me an excellent oiijiortunity for investigating them. Nor is it possible to do 
justice to the cxten.sive literature that deals with the Wealth of Nations. The most 
valuable comments, cxiiosifoiy and critical, are scattered all over the economic treatises 
and papers of the nineteenth century: it is they that make up the true monument 
to Smith, the scientific economist. Those cconomi.sts and ni.n economists who wrote 
on Smith and ‘Sinithianism’ per se, particularly the Germans, were usually not, or 
not primarily, interested in his analytic performance, but rather in his views on prac¬ 
tical i.ssncs, his philosophical backgrounds, his social sympathies. Neglecting the com¬ 
ments that arc, of (:our.sc. to be found in all general histories of economic thought, 
we must however notice the analyses of Smith's work by Marx, in the Theorien iiber 
den Mehnverl, and by Carman, in the History of the Theories of Production and 
distribution. In addition we may mention: J. F. Bacrt, Adam Smith, en zijn Onderzoek 
naar den Rijkdom der Volken (1838): Dclatour, Adam Smith (1S86); W. Hasbach, 

Untersuchungen iiber Adam Smith (1891); S. Fcilbogen, Smith und Turgot (1892); 
G. R. Morrow, The Ethical and Economic Theories of Adam Smith (1923); W. 
Bagehot, Adam Smith and Our Modern Economy (Works, ed. by Mrs. Russell Bar¬ 
rington. vol. 7); Kdwin Caiman, ‘Adam Smith as an Economist,' Economica, June 
1926; and the sesquicentennial Chicago Lectures (1928). 
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Wealth of Nations sets forth/ It is not necessary to infer from this, however, 
that Smith was under heavy (and largely unacknowledged) obligation to the 
physiocrats, whom he met (1764-6) and presumably read before he settled 
down to work at Kirkcaldy. The Draft disco\crcd by Professor Scott proves 
that this may go too far: the Draft clearly foreshadows the scheme of the 
Wealth. On the other hand, however, it must not be forgotten that the herit¬ 
age of the natural-law philosophers and the achic\emcnts of A. Smith’s h’rcnch 
contemporaries were not all he had to work with. Tberc was the other of the 
two streams that meet in the Wealth of Natioiis, represented by the Con¬ 
sultant Administrators and the Pamphleteers. Smith knew Petty and Locke; 
he presumably made acquaintance with Cantillon. at least through Postlc- 
thwayt’s Dictionary', at an early stage of his work; he laid Harris and Decker 
under contribution; his friend Hume’s writings and Massie's must have been 
familiar to him; and in the long list of writers whom he affected to despise 
because of their ‘mercantilist errors,’ there are some who might have taught 
him a lot, for example. Child, Davenant, Pollexfen, not to insist on such 
‘anti-mercantilists’ as Barbon and North.But no matter what he actually 
learned or failed to learn from predecessors, the fact is that the Wealth of 
Nations docs not contain a single analytic idea, i)rinciple, or method that was 
entirely new in 1776. 

Those who extolled A. Smith’s work as an epochmaking, original achieve¬ 
ment were, of course, thinking primarily of the policies he advocated—free 

Two authors shoiiltl be mentioned, if only because they are mentioned so fre¬ 
quently. Adam l erguson (1725-1 Si6). professor first of ‘natural' then of ‘moral’ phi 
kxsophy in Edinburgh, was primarily a historical sociologist. His Essay on the History 
of Civil Society (1st ed. 1767). the only one of his works th.it need be noticed, hails 
from Montesquieu (to whom also Smith was indebted) and met, on a reduced scale. 
W'ith the same kind of success as did the Esprit des lois. 1 11 Germany, partly under 
the influence of Marx, it enjoyed considerable—and, as it seems to me, unincrited— 
reputation in tlie nineteenth centiirv'. There is hardly any reason to believe, as did 
Marx, that Smith owed any considerable debt to it or, as others have held, that 
Ferguson owed much to Smith’s lectures or conversation: the parallelisms tliat are 
adduced in support of either view concern ideas—on division of labor and taxation— 
which were common currency at that time and could have been drawn from a niinv 
her of older authors. 

Bernard dc Mandeville published a didactic poem entitled The Grumbling Hive 
(1705; better known under the later title. The Fable of the Bees: or. Private Vices, 
Publick Benefits, 1714), in which he endeavored to show tliat the individual motives 
that produce socially desirable actions arc not unlikely to be morally objectionable. 
Adam Smith, like other virtuous people, was hard on tills piece of work. It contained 
indeed a eulogs* on spending and an indictinent of saving, as well as certain ‘mer¬ 
cantilist errors* that must have displeased liim. But there was more than that to his 
hostility. Smith cannot have failed to perceive that Maiidcville's argument was an 
argument for Smith’s own pure Natural Liberty coiicbcd in a particular form. The 
reader will have no difficulty in realizing how this fact must have shocked the re¬ 
spectable professor—particularly if it should be the case that he learned something 
from the offending pamphlet. 



CONSULTANT ADMINISTRATORS AND PAMPHLETEERS iSj 

trade, laissez-faire, colonial policy, and so on. But, as should be clear by now 
and as will become still clearer as we go along, this aspect would not lead 
to a different conclusion c\'en if it were relevant to our subject. Smith him¬ 
self, according to Diigald Stewart, indeed laid claim (in a paper drawn up in 
1755) to priority concerning the principle of Natural Liberty on the ground 
that he had taught it as early as 1749. By this principle he meant both a 
canon of polic\-—the removal of all restraints except those imposed by ‘jus¬ 
tice*—and the analytic proposition that free interaction of individuals pro¬ 
duces not chaos but an orderly pattern that is logically determined: he never 
distinguished the two quite clearly. Taken in cither sense, however, the prin¬ 
ciple had been quite clearly enunciated before, for example, by Grotius and 
Pufendorf. It is precisely for this reason that no charge of plagiarism can be 
made cither against Smith or on his behalf against others. This does not exclude 
the possibilih' of course that, in stating it with greater force and fullness than 
anyone before him. Smith experienced subjectively all the thrill of discovery 
or c\'en that, some time before 1749, lie actuall>- made the ‘discovery* himself. 

But though the Wealth of Wttiom contained no really novel ideas and 
though it cannot rank with Newton’s Principia or Darwin’s Origin as an in- 
tellcctual aeliiesement, it is a great performance all the same and fully de¬ 
served its success. The nature of the one and the causes of the other are not 
hard to see. 'I hc time had come for precisely that kind of co-ordination. And 
this task A. Smith performed extremely well. He was fitted for it by nature: 
no one but a methodical professor could have accomplished it. He gave his 
best: the Wealth is the product of labor ungrudgingly bestowed during more 
than twent\-fi\e \ears, e\elusi\ely concentrated upon it during about ten. 
His mental stature was up to mastering the unwieldy material that flowed 
from man\ sources and to subjecting it, with a strong hand, to the rule of 
a small number of coherent principles: the builder who built solidly, regard¬ 
less of cost, uas also a great architect. His very limitations made for success. 
Had he been more brilliant, he would not ha\e been taken so .seriously. Had 
he dug more deepb', had he unearthed more recondite truth, had he used 
difficult and ingenious nieth(»ds, he would not have been uiider.stood. But he 
had no such ambitions; in fact he disliked whatever went beyond plain com¬ 
mon sense. He never mo\'ed abo\'c the heads of even the dullest readers. He 
led them on gently, encouraging them by trivialities and homely observations, 
making them feel comfortable all along. While the professional of his time 
found enough to command his intellectual respect, the ‘educated reader* was 
able to assure himself that, >es. this was so. he too had always thought so; 
while Smith taxed the reader’s jiaticnce with his masses of historical and sta¬ 
tistical material, he did not tax his reasoning power. He was effective not 
only b>’ virtue of what he ga\e but also by virtue of what he failed to give. 
Last but not least, argument and material were enlixened by advocacy w'hich 
is after all what attracts a wider public: everx where, the professor turned his 
chair into a seat of judgment and bcstowx'd prai.se and blame. And it was 
Adam Sinith*s good fortune that he was thoroughly in .sympathy with the 
humors of his time. He adxocatcd the things that were in the offing, and he 
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made his analysis serve them. Needless to insist on what this meant both for 
performance and success: where would the Wealth of Nations be without 
free trade and laissez-faire? Also, the ‘unfeeling’ or ‘slothful’ landlords who 
reap where they ha\e not sown, the employers \vhi>se every meeting issues in 
conspiracy, the niercliants who enjoy themselves and let their clerks and ac¬ 
countants do the work, and tlie poor laborers who siijrirort the rest of society 
in luxury—these are all important parts of the show. It has been held that 
A. Smith, far ahead of his time, braved unpopularity by giving expression to 
his social sympathies. This is not so. Ilis siiiecrity I do not for a moment 
call into question. But those views were not unpopular. They were in fashion. 
A jiidiciously diluted Rousseauism is also evident in the equalitarian tendency 
of his economic sociology. Human beings seemed to him to be mueli alike 
by nature, all reacting in the same simple ways to very simple stimuli, difTei- 
ences being due mainly to different training and different en\ ironments. This 
is \ery important considering A. Smith’s influence up(ui nineteenth-century 
economics. Ilis work was the channel thriHigh which eighteenth-century ideas 
about human nature reached economists. 

Now for the Reader's Ciuide: An /nqnirv into the Nature and Causes of 
the Wealth of Nations by Adam Smith, LL.D. and I'Ml.S., formerly Pro¬ 
fessor of Moral Philosophy in the Unixersity of Glasgow, in two volumes, 
London 1776, defines scientific econuinics quite well by its title and hardly 
less felicitously, though less concisely, in the last paragraph of the Introduc¬ 
tion. But in the introduction to Bonk iv we read that Political Mconoinx ‘pro¬ 
poses to enrich both the people and the sovereign.’ and it is tliis definition 
which expresses both what Smith wanted above everything and what inter¬ 
ested his readers more than any thing else. It makes economics a collection of 
recipes for the ‘statesman.’ All the more important is it to remember that 
the viewpoint of anahsis is not absent and that we, whatever A. Smith him¬ 
self may have thought, can separate the analysis from the recipes witliout 
doing any violence to his text. 

I'herc are fixe Books. The fifth and longest—taking 2S.6 per cent of total 
space—is a nearly self-contained treatise on Public I’inance and was to be¬ 
come and to remain the basis of all the nineteenth-century treatises on the 
subject until, mainly in Germany, the ‘social’ viewpoint—taxation as an in¬ 
strument of reform—asserted itself. The length of the book is due to the 
masses of material it contains: its treatment of public expenditure, revenue, 
and debts is primarily historical. 'Tlic theory' is inadequate, and does not 
reach much below the surface. But what there is of it is admirably worked 
in with the reports on general dexelopnients as well as on individual facts. 
Further facts have been amassed and theoretical technique has been improved 
but nobody has to this day succeeded in w'clding the two—plus a little po¬ 
litical sociology—together as did A. Smith. 'Ihe fourth Book, nearly as long,’^ 
contains the famous indictment of the ‘commercial or mercantile system’— 
the patronizingly benevolent criticism of pliysiocrat doctrine in the ninth and 

The fourth and fifth Books account for nearly 57 i>cr cent of the total space. 
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last chapter docs not call for comment—from the ashes of which rises, phoenix¬ 
like, Smith’s own political system. Again: the reader beholds masses of facts 
painstakingly marshalled, very little of very simple theory (no advance what¬ 
ever in this over even distant ‘predecessors’), which is, however, most success¬ 
fully used in lightening up the mosaic of details, in heating the facts till they 
glow. 'I'he facts overflow and stumble over one another: two monographs arc 
inserted by way of digressions fon Banks of Deposit and on the Corn Trade) 
where they do not belong. 'I'he great and justly famous chapter ‘Of Colonics’ 
(which should be compared with the last pages of the work) falls out of line, 
but nothing matters: we have a masterpiece before us, a masterpiece not only 
of pleading but also of analysis. Book iii, which occupies less than 4.5 per 
cent of total space, ma\- be described as a prelude to Book iv, filling in gen¬ 
eral considerations of a primarily historical nature on the ‘natural progress 
of opulence,’ the rise and the commerce of towns as distorted—hampered or 
propelled—by the policies si)onsored by \arious interests. This third Book did 
not attract the attention it seems to merit. In its somewhat dry and unin¬ 
spired wisdom, it might have made an excellent starting point of a historical 
sociolog> of economic life that was never written. Books 1 and 11—respectively 
about 2:; and 14 per cent of the whole—also o\crflowing with illustrative 
fact, present the essentials of A. Smith’s anahtic schema. 'Ihcy can indeed 
be perused b\' themscKcs. But the reader who, more interested in theory than 
in ‘application,’ refu.ses to go beyond them will miss much that is indispen¬ 
sable for a full imdeistanding of the theory itself. 

'^I’hc first three chapters of Bof»k 1 deal with Division of Labour.’** Wc are 
in the oldest part of the building, the part already completed in the Draft. 
Also, presumabh- because in his teaching Smith had .so often gone over this 
subject, it is 1 )> far the most jjolished part of the whole. Though, as wc 
know, there is nothing original about it, one feature must be mentioned that 
has not received the attention it deserves: nobody, either before or after A. 
Smith, e\cr thought of putting such a burden ui>on division of labor. With 
A. Smith it is ])raetically the only factor in economic progre.ss. Alone it ac¬ 
counts ‘for the superior affluence and abundance commonly possessed even 
by [the] lowest and most despised member of Civilized society, compared 
with what the most respected and active savage can attain to’ in spite of 
so much ‘oppressive inequality’ (Draft, see Scott, op. cit. p. 528). Techno¬ 
logical progress, ‘iincntion of all those machines’—^and even in\cstments— 
is induced by it and is, in fact, just an incident of it. Wc .shall consider this 
feature of A. Smith’s anah tic .schema at the end of this Reader's Guide. 

Division of labor itself is attributed to an inborn propensih* to truck and 
its development to the gradual expansion of markct.s—the extent of the mar¬ 
ket at any point of time determining how far it can go (eh. ^). It thus ap- 

’«Tlic rcjitlcT will please hear in mind that all the more important points of A. 
Smith’s analysis that can be toiiclK-d upon at all in this historx' will be dealt with in 
their proper places, cxccj^ting a few which there is no opportunity to mention else¬ 
where. This is nothing but a jejune and desperately brief Reader’s Guide. 
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pears and grows as an entirely impersonal force, and since it is the great 
motor of progress, this progress too is depersonalized. 

In Chapter 4, A. Smith completes the time-honored sequence: division of 
labor-bartcr-money and, falling far below the level reached by many older 
authors and particularly by Galiani, severs ‘value in exchange’ completely from 
‘value in use.’ In Chapter 5 (which starts with Cantillon’s definition of rich- 
esse) he undertakes to find a measure of the former that is more reliable than 
is price expressed in terms of money. Equating \*alue in exchange to price 
and observing that ‘price iii money’ fluctuates in response: to purely monetary 
changes, Smith replaces for purposes of interlocal and intertemporal com¬ 
parisons this monetary or ‘nominal price’ of each coinniodih' b\' a real price 
in the same sense in which we speak, for example, of real wages as distin¬ 
guished from money wages,^** that is. by price in terms of all other com¬ 
modities. And these real prices he in turn replaces, in ignorance of the index- 
number method already invented in his time, by prices expressed in terms 
of labor (after ha\ ing considered corn for the role): in other words, he chooses 
the commodity labor instead of the eomniodit\ siher or the commodity gold 
as numeraire —to use the phrase brought into general use by L. Walras. 'I'his 
may or may not be helpful, but there is no logical objection to it. But Smith 
flounders so badly in conveying the idea and. moreover, confuses it with phi¬ 
losophies concerning the nature of value and real price in a different sense— 
see the famous doctrines al)out ‘toil and trouble’ as the real price of every¬ 
thing (paragraph 2 of ch. 5) and about labor alone ‘never \ ary ing in its omi 
value’ (paragraph 7)—that his fundamentally simple idea was misunderstood 
even by Ricardo. Accordingb, he was credited with a labor theory of \aluc— 
or rather with three incompatible labor theories —whereas it is quite clear 
from Chapter 6 that he meant to explain commodity prices by cost of pro- 

See, e.g., the 9th paragraph of ch. 5. 

Though it will be necessary to return to A. Smith’s view on value both in ch. 6 
of this Part and in the third Part, a brief clarification of the matter in this jdacc 
may prove helpful. In itself, the choice of hours or days of labor as units by which 
to express commodity values or prices—on the {invalidi ground that labor never varies 
in its ow'n value or on any other ground—no more implies any particular theory' of 
exchange value or price than the choice of oxen as units by which to express com 
modity values or prices implies an ox theory' of exchange value or price. But Smith 
(just as R. Owen and other sponsors of the plan to make labor notes the nicdiiini of 
circulation) docs not seem to have seen this clearly and undoubtedly argued in sev 
eral places as if his use of labor as numeraire did imply a theory of value. Moreover, 
he repeatedly .seems to confuse the quantity of labor a commodity will exchange for 
with the quantity of laboi this commodity costs to produce—which is what Ricardo 
criticized. The quantity a commodity costs to j)roducc then conies to the front in 
the famous beaver-deer example at the beginning of ch. 6, though it is but just to 
add that Smith confines the proposition that this quantity ‘regulates’ price cxpres.sly 
to that ‘early and rude state of .societ>'' in whicli there are no other distributive .shares 
to take into account. Finally, there is the ‘toil and trouble’ which is the ‘real price 
of everything’ and w'liich, at least if interpreted as equivalent to the later concept, 
disutility of labor, agrees with neither of the two other measures. These, then, are 
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diiction, which in this chapter he divides up into wages, profit, and rent— 
the 'original sources of all revenue as well as of all exchangeable value/ This 
is no doubt very unsatisfactory as an explanation of value but serves well as 
an avenue both to a theory of equilibrium price and to the theory of dis¬ 
tribution. 

'Ihe rudimentary equilibrium theory of Chapter 7, by far the best piece 
of economic theory turned out by A. Smith, in fact points toward Say and, 
through the latter's work, to Walras, 'ilie purely theoretical developments of 
the nineteenth century consist to a considerable degree in improvements upon 
it. Market price, defined in terms of short-run demand and supply, is treated 
as fluctuating around a 'natural' price—J. S. Mill's 'necessary' price, A. Mar¬ 
shall's ‘norinar price—which is the price that is sufficient and not more than 
sufficient to cover ‘the wliolc \aluc of the rent, wages, and profit, which must 
be paid in order to bring* to market that quantity of every commodity ‘which 
will supply the effectual demand,' that is, the demand effective at that price. 
'I’lierc is no theory of monopoly price beyond the meaningless (or even fal.se) 
sentence that the 'price of monopoly is upon every occasion the highest which 
can be got,’ whereas ‘the price of free competition ... is the low'est which 
can be taken' in the long run—an important theorem though Smith does not 
seem to have had an\ notion of the difficulties of a satisfactory proof. Chapters 
S to 11 comidctc the .self-contained argument of the first Book, whose con¬ 
tour lines, though hidden by the luxuriant foliage of illustrative fact that 
often degenerates into digression, arc not without beauty. They deal with 
‘the cireumstanees which naturally determine* the rate of wages and the rate 
of profit and ‘regulate* the rent of land Ip. 56).-* These chapters, summing 
up and co ordinating, handed down the theory of distribution of the eighteenth 
century to tlie economists of ilic nineteenth, who found it all the easier to 
start from them because the \ery loo.sene.ss of Adam Smith’s doctrines in¬ 
vited development on many different lines: Smith’s very wcaknes.ses con¬ 
spired to qualify him for his type of leadership. It must suffice to draw the 
reader’s attention to the following points. 

the three labor the(»ric.s of >al!ie or price which A. Smith is supposed to have held. 
However, since the first is logically inea))ablc of serving as an explanation of the 
plienonicnon of value—tbe reader will perceive that, considered as such, it spells cir¬ 
cular reasoning—and since wc may neglect the third, because A. Smith made no 
effort to develop the theme of disutility, we are really left with the second or labor- 
quantity theory of value. .\nd. finally, since A. Smith—unlike Ricardo and Marx— 
claimed no validity at all for this except in a special ease, we come to the conclu-sion 
that, in spite of liis emphasis on the labor factor, his tlicorx- of value is no labor 
theory' at all. 'I'lie fact tliat the first sentence of the introduction makes the whole of the 
National Ihvidend a ‘produce of labor,' does not affect this conclusion as a little 
reflection sliould show. 

['I he page references in this Reader’s Guide arc to the Everyman's Library' Edi¬ 
tion published by J. M. Dent, London, and E. P. Dutton & Co.., New' York (1910), 
of which there was a copy in the library* in Taconic. Filscw'hcrc J. A. S. u.sed the 
Cannan edition referred to in note 15.] 
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Chapter S on >^*agcs contains not only the rudiments of both the wage fund 
(p. 61) and the minimum-of existence (pp. 71, 76) theories, which might lune 
been deri\ed from 'rurgot and the physiocrats and which have been made 
the most of by A. Sniitirs English successors, but also another element, the 
full importance of which these successors failed to sec. This is enshrined in 
his pithy sentence that the ‘liberal reward of labour’ is both ‘the necessary 
effect’ and *thc natural symptom of increasing ||. A. S.’s italics] national wealth' 
(p. 6:;) which, though inadequately motivated, sheds a light on the problem 
of wages quite different from that in which Ricardo .saw it. Chapter 9 on 
profit offers many points about the factors that determine the rate of profit 
(for instance on p. 8:;). especially rclativeb' to wages, but fails to face the 
fundamental problem. So far as Smith can be credited with haxing had a 
theory of ‘profit’ at all. it must be pieced together from indieations. mostly 
vague and e\cn contradictory, that are scattered oxer the first two Books. 
F'irst, he dcfinitixely sanctioned and helped to victory the doctrinal tendency 
that was to prcxail in nineteenth-century economics, particularly in hnigland: 
profit, treated as the basic income of the capitalist class, is (substantially) the 
return from the use in business of physical goods (labor’s means of subsistence 
included) xxhich that class supplie.s; and interest on loans is simplx a dcrivate 
from it. Excepting the case of the incrc lenders (‘nionied men’), there is no 
distinctive function of the entrepreneurs—though Smith does speak of the 
‘undertaker’—or industrialists, xxho, ‘inspection and direction’ being bru.shed 
aside, arc fundamentally capitalists or masters ‘setting to xxork industrious 
people’ and appropriating part of the product of ‘their work’ (cU. 6). 'The 
Marxist implications of this, xxhich morcoxer Smith goes out of his xxay to 
underline, arc obvious. Nexcrthelcss. it cannot be said that Adam Smith held 
an exploitation theory of profit, though it can be said that he suggested it. 
For he also emphasized the clement of risk and spoke of emploxcrs’ advanc¬ 
ing ‘the xvholc stock of materials and xvages’ (p. 42!. xxhich points in an en¬ 
tirely different direction. Morcoxer, nobody xxho thought as liighly of tlie 
social importance of saxing as did A. Smith can complain if he be as.sociatcd 
with abstinence-theory ideas. 

In treating of the differences ‘Of ^^’^agcs and Profits in the different Em¬ 
ployments of Labour and Stock’ fch. 10), Smith, reveling in facts and argu¬ 
ments of a soincxxhat trite sort, improved upon Cantillon and succeeded in 
creating a standard chapter of the nineteenth century textbook. Chapter 11, 
‘Of the Rent of Land’—Smith, and following him, practically all the Eng¬ 
lish economists to Marshall’s epoch, confined the concept of rent to land 
and mines—is sxvollcn by a gigantic digrc.ssion (or a cluster of digressions or 
monographs) that makes up about 7.6 per cent of the whole work. If the xast 
materials and the almost innumerable disquisitions on particular j)oints be 
boiled down, a mosaic of ideas emerges of which these are the outstanding 
elements. First, reasoning from his cost thcorx of value. Smith not unnatu¬ 
rally—though wrongly—arrixes at the conclusion that the phenomenon of 
rent can be due only to a ‘monopoly’ in land (p. 131), thus starting on its 
career an idea that was to find sponsors again and again and has not even 
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yet died out. But second, we find (p. 132) the statement that, whereas ‘high 
or low wages and profit arc the causes of high or low price; high or low rent 
is the effect of it,* which fits but ill with the monopoly theory and points 
in the Ricardian direction: the so-called Ricardian theory of rent might have 
emerged from an effort to put logical order into the Smithian jumble. And, 
third, there is even a suggestion that might have induced a disciple to 
straighten out that jumble by means of a productivih' theory (sec, e.g., p. 133). 
All this is intermingled with other ideas, good and bad—for example, the 
old idea wliich was as persistent as it was useless and which wc encounter 
again in Maltlius, that the production of foodstuffs holds a unique position 
in that it creates its own demand because people will multiply as it expands 
—tliat enter and leave the stage inueh as docs the balstaff crowd in Henry IV, 
I'!\cn before the reader gets to the digressions on the value of silver and on 
the relation between the values of silver and gold, the chapter contributes 
much to Sinitirs theory of money, which cannot however be fully mastered 
without reading the whole work (sec especially eh. 2 of the second Book and 
the imjjortant Digression (.'oncerning Banks of Dejjosit in eh. 3 of the fourth). 
'Two more points should be added: at the end of the digression on silver 
Smith tries to show why, at least on the whole, the price—the real price— 
of agrarian products will rise in consequence of the Progress of Improvement 
(pp. igS et seq.) and, in an additional digression (pp. 224 et seq.), that the 
real price of manufactures will fall. In a sense, this foreshadows the nineteenth- 
century doctrine of decreasing returns in agriculture and increasing returns 
in industry toward which he may be said to have cautiously felt his way and 
which might ha\e been distilled from liis pages. Purthcrmoic, he arrived at 
the Ricardian conclusion (p. 229!, though it docs not follow cogently from 
his muddled argument, that landowners benefit in the process directly, both 
because the real \aliie of the products of the land rises and because they re¬ 
ceive a larger relative share of these products; and in addition indirectly, 
owing to the fall of the real price of manufactures. La])orcrs also benefit (p. 

230) because their wages rise and the prices of part of the commodities they 
buy fall. But the third class, the ‘merchants and master nianufactuicrs' (p. 

231) . suffer, because, as A. Smith said, tlic rate of interest tends to be low in 
rich countries and high in jjoor countries, so that the interest of this class 
conflicts both with tlie interests of the other two and with the ‘general in¬ 
terest of the society.* Iliis was evidently intended for a schema of economic 
class interests such as main' later economists tried to construct, possibly in¬ 
spired by A. Smith’s example and by a desire to correct his mistakes. 

'Phe second Book presents the theory of capital, saving, and investment 
that, howe\er much transformed by development and criticism, remained the 
basis of jiraetically all later work until, and partly e\en beyond, Bohm-Bawerk. 
It certainly looks like a new' wing added to an old striicfure. In spite of the 
w’cak attempt made in tlic introduction to link it to the first Book by means 
of another and quite unconvincing appeal to ‘division of labour,* there is no 
rca.son to believe that any essential part of it was either w'ritten or planned 
before A. Smith's stay in France. Specifically physiocrat influence is much 
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more definitel)' recognizable than it is in any part of the first Book, both in 
many details and in the conception as a whole. This statement must not 
be misunderstood, however. A. Smith w'as not in the habit of accepting pas¬ 
sively what he read or heard; he read and listened judieially, criticized vig 
orously, and in so doing arrived at a conception of his own. 'Ibis is why 1 
have spoken of physiocrat influence only, and not also of his being influenecd 
by Turgot. Turgot holds priorih' in essential points, but it does not follow 
that Smith derived his views from him. For these views arc such as would 
naturally emerge in Smith’s mind from a creative criticism of Quesnay’s teach¬ 
ing so that, in the absence of cogent evidence to the contrary, it seems more 
just to speak of parallelism than of dependence. Space forbids our presenting 
more than a single illustration. The Scotsman’s common .sense took offense 
at Quesnay’s statement that only agricultural (and extractive) labor was pro 
ductivc. From Turgot he might have learned how to shrug his shoulders at 
this vagary and to pass on with a graceful bow. 'Ibis, however, was not his 
way. He took things not only seriously but also literally, lie had to embark 
upon ponderous refutation. But in his meditations on the subject it may have 
occurred to him that there was something to the distinction between pro 
ductivc and unprodiicth c labor.-- And so he worked out his own interpreta¬ 
tion of it and substituted it for Quesnay's. In a sense it was suggested to 
him by Quesnay—this is indicated by the fact that there is no hint of it 
in the first Book though it would naturall\- belong there—but in another 
sense it was his own. 

Chapter i of the second Book distinguishes that part of a niairs—and 
society's—total stock of goods that is to be called capital (not only plixsical 
goods, since 'the ncquiied and useful abilities of all the inhabitants’ are 
capital) from the rest; introduces the concepts of fixed and circulating capital: 
and classifies the goods that arc to come under both headings, including in 
circulating capital money but not the means of subsistence of productive 
laborers, although Smith’s argument calls for and actually implies inclusion 
of the latter. 'Ibe long Chapter 2, one of the most important of the work, 

2- It may be just as well to state at once what tliat something was, because both 
A. Smith’s clumsy and inconsistent handling of it and the nineteenth century con 
troversy on this distinction have iicedlcs.sly obscured its meaning. Productive lal)orers 
reproduce the value of the capital that employs them with a profit; unprodiiclively 
employed laborers either sell their servicc.s or else produce .something that does not 
yield profit. Ibis may be considered as the embryo of Marx’s theory of surplus value. 
Interpreted in this .sense, this distinction is not irrelevant. But Smith liiinself has to 
take the blame if this meaning of it, which is quite clear from the first paragraph 
of ch. 3, did not stand out from all the irrclevancics with which he associated it. 
From another but cognate standpoint the distinction is between labor that does and 
labor that docs not produce something that must lx: .sold in order to complete the 
transaction: when a personal .servant has sold his services to his emiiloyer and has 
received payment out of the latter a income, there is no further step in the process; 
if the same man secures employment in a shoe factory, he is paid out of cai)ital and 
the process in which his W'ork is an element is not completed until the shoes have 
found a buyer. 
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contains the bulk of A. Smith’s theory of money. It is much above Chapter 4 
of the first Book and certainly the result of a late stage of A. Smith’s labors. 
But it displays no physiocrat influence—all recognizable influence is English. 
Chapter 5 (whicli introduces the distinction between productive and unpro¬ 
ductive labor), with its tremendous emphasis on the propensit)' to save as 
the true creator of physical capital (Tarsimony, and not industry, is the im¬ 
mediate cause of the increase of capital,’ p. 301; ‘every prodigal appears to 
be a public enemy, and every frugal man a public benefactor,’ p. 304 ), marks 
the victory for more than i 30 >'cars to come of a pro-saving theory. ‘What 
is annually saved is as regularly consumed as what is annually spent, and 
nearly in the same time too; but it is consumed by a different set of people’ 
(p. 302), namely, producti\c laborers whose wages and employment are thus 
positixely related to the rate of saxing xvhich is identified or at least equated 
to the rate of increase of capital, that is, investment. In this chapter, revenue 
means profit plus rent, exactly as it does xvitli Marx. C'hapter 4 tackles the 
problem of interest. Since, as indicated above, profit is treated as the funda¬ 
mental phenomenon and this is taken for granted here, interest simply fol- 
loxxs from the fact that monex—^l)ut, as Smith holds, really the producers’ 
goods and services that can be bought for it—alxxays meets xvith demand at 
a premium niotixatcd by the expectation of profits. Smith as xxell as all his 
successors until recent times simply saxv no difficulty in explaining interest 
per se: tlic difference betxxecn him and his nineteenth-century siieces.sors was 
only that he did not see much of a problem in business profit cither, 'vhereas, 
as time xxent on, an increasing number of the latter began to xxorry about 
it. 'riicrc are thus but three points to mention: first, his unconvincing ex¬ 
planation of the tendency of the rate of interest to fall by the increasing 
competition betxxecn increasing capitals; .second, his xigorous, and for 150 
years successful, argument against the monctarx theories of interest that at- 
tem])t to explain that tendency by the increase in the quantity of monetary 
metals; third, his moderate and judicious argument about legal maxima which 
called forth an entirely unjustified attack from Bentham. 

[The Reader’s Guide xvas not Knnpleted. I’hcre is, for example, no discussion of 
eh. 5 (Of the different F.iuployiueut (»f C^ipitiils^. the concluding chapter of the sec¬ 
ond Book. 'Flic final paragraph was on a separate .sheet with no indication as to its 
intended position.] 

Before the century xvas out the Wealth of Nations had run to nine English 
editions, not counting the ones that appeared in Ireland and the United 
States, and had been translated (so far as I knoxv) into Dani.sh, Dutch, French, 
German, Italian, and Spanish (italics indicate more than one translation; the 
first Russian translation appeared 1S02-6). Tliis may be taken to measure the 
extent of its success in the first stage of its career. Vor a xvork of its type 
and calibre—xxhich entirely lacked the graces of the Esprit des lois —it can, 
T think, be called spectacular. But this xxas as nothing compared with the 
really significant success that is not so easy to measure: from about 1790 on. 
Smith became the teacher not of the beginner or the public but of the pro- 
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fcssioifals, especially the professors. Tlie thought of most of them, including 
Ricardo, started from him and most of them again never got beyond him. 
For half a century or more, roughly until J. S. Mill’s PTinciplcs (1848) started 
on its career, Adam Smith supplied the bulk of the ideas of the average 
economist. In England, Ricardo’s Principles (1817) meant a serious check. 
But outside of England, most economists vvere not quite up to Ricardo, and 
Smith continued to hold sway. It was then that he was invested with the 
insignia of ‘founder’—which none of his contemporaries would have thmight 
of bestowing on him—and that earlier economists moved into the role ot 
‘precursors’ in whom it was just wonderful to discover what nevertheless re¬ 
mained Smith’s ideas. 

5. Quasi-Systems 

Lest the reader should conceive an entirely wrong impression—which if it be 
allowed to settle in his mind the subsequent chapters might be powerless to 
dispel—it is necessary to supplement without delay the story told in the pre¬ 
ceding section by at least some account of the parallel stream of quasi-systems. 
Most of them, as w-e know, were programs of industrial and eonmicreial de¬ 
velopment. Iheir authors recommended or fought policies aj^propriate or 
inimical to those programs, and reasoned in terms of individual problems. 
But their ideas were not unsystematic in the sense of lacking coherence. 'I’hcy 
knew how to relate one problem to another and to reduce them to unifving 
principles— analytic principles, not merely prineiples of poliev. If these analytic 
principles were not always stated cx]dicitly. they were neverthelc.ss often worked 
out effectively in a way that suggests the development of English law. In this 
section, we shall confine ourselves to a selection of seventeenth-century writ¬ 
ers, all of whom will have to be mentioned again as we go along. Many more 
will be introduced in tlie next and later chapters. 

Tlie lionors of this literature—for the .seventeenth century—belong to Eng¬ 
lish businessmen and civil servants but the list is headed by an Italian, Serra.’ 

^ .\ntonio Serra, Breve trattato deUe cause che pemnno far ahhondare U re^iii d'oru 
e argento dove non sono miniere (1613; rcpubl. in the Custodi collection and in A. 
Graziani's Economisti del cinque e seicento, 1913; by extract also in G. Tagliacozzn's 
Economisti Sapoletani dei secnii XVII e XVHE 1937, with siiinniary and appraisal, 
English trans. in A. E. Monroe's Early Economic Thought). Nothing is known of the 
author except that he wrote the treatise in a Neapolitan ])rison, perhaps in the 1 k)|K‘ 
of regaining his freedom thereby, for it is dedicated to the Spanish V'iceroy. .Xgain— 
as in the ease of L. Ortiz, who might be claimed as a predecessor of Serra as might also 
another Spaniard. Gonzales dc Cellorigo iWemoriales. De la politica necesaria ... a 
la repiihlica de Espaha, i6oci, both of whom. h(»wcver, lacked Serra’s grasp of ])rinciple 
—^thc reader is asked to forget the title, which evidently was c hoseii in order to interest 
the V'iccroy and does not express the gist and importance of the argnment at all wxll. 
However, there w-as some justification for it: the author argued at length against the 
e.\changc control policy advocated by De Santis—not entirely successfully—so that the 
treatise has also a place in the history of the 'mercantilist’ controversies (see below, 
ch. 7). On Serra and his work, sec R. Henirii, 'Sulle dottrine ccntwmiche di Antonio 
Serra,* Giornale degli Economisti, 1892. Further references in I'a^iacozzo’s edition. 
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ITiis man must, I think, be credited with having been the first to compose 
a scientific treatise, tliough an unsystematic one, on Economic Principles and 
Policy. Its chief merit docs not consist in his having explained the outflow 
of gold and silver from the Neapolitan Kingdom by the state of the ])alancc 
of payments but in the fact that he did not stop there but went on to explain 
the latter by a general anahsis of the conditions that determine the state of 
an economic organism. Essentially, the treatise is about the factors on which 
depend the abundance not of money but of commodities —natural resources, 
cpialitv’ of the people, the dc\eloimient of industry and trade, the efficiency of 
government—the implication being that if the economic process as a whole 
functions properly, the monctar}* element will take care of itself and not re¬ 
quire any specific therap\'. And this argument contains several contributions 
to the nascent stock of theoretical tools that will be noticed latcr.^ 

I"or several decades, there was nothing like this any\\hcrc. But in the second 
half of the century we behold a rich crop of works of a similar type in England, 
the standard title of which was, as mentioned already. Discourse of Trade. 
Gradually their authors discovered for themselves pieces of the logic inherent 
in the economic process: the things which they could lia\'e learned from the 
scholastics and their successors and which, under different eireumstances and, 
accordingly, from the standpoint of different political aims, were to become 
the rationale of the doctrines of laissez-faire liberalism. A landmark on this 
way was Child’s Discourse.'^ 'Phis outstanding performance was and is usually 
disposed of as one of the many ‘mercantilist’ writings—which was and (to 
some extent) still is siiffieicnt to prc\ent many historians from seeing any 

2 Almost ininicasiirably inferior to Serra in erasp of economic principle and analytic 
power, but not dissimilar from him in views on the issues of practical policy, was B. de 
Laffcinas. who wrote around 1600 (for a list of his writings see F. Hayem, Vn Taillem 
dllenri IV, llarihelcjny de Laffemas^ 1905; also see 11 . Hauser, ‘La liberte du com¬ 
merce et la liberte dii travail sous Henry IV,* Revue historique, 1902). 

* Sir Josiah Child (ib^o ggV 'I'hat work eventually appeared in its final form under 
the title New DiscoijT.se of Trade (1693'), but to do justice to its historical merit we 
must take into account the fact that it took decades to mature into that form. I'lie 
first draft. Brief Obsen'atiom concerning Trade and Interest of Money and akso A 
Short Addition were published in 166S. Ten chapters were added, 1669-70. Those years 
are the relevant ones for questions of priority, because the Discourse about Trade that 
was published in 1690 did not add or alter very much. 'Fhc New Discourse of 1693 
contains still fewer alterations and adds nothing except a new introduction. A minor 
publication written in defense of tlie trade of the East India Company also merits 
notice. Cliild’s reputation as an economist, besides suffering from the general prejudice 
against ‘mercantilist’ writings, also suffered from a fact that is of great interest to the 
.sociologist of science. Child was a leading businessman, in fact the very incarnation of 
the most hated big business of that age: he was chairman and for some years the 
undisputed leader of the East India Company, besides being personally ver>* wealthy. 
Accordingly, he was unpopular in his time, and .so he has remained for over 250 years., 
historians being careful to clear their skirts of the ‘monopolist* and ‘special pleader' 
(scilicet for his personal interest). 
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merit in it. But quite independently of whether or not that label fits, it 
should be recognized that this Discourse deals with the practical problems of 
its time—employment, wages, money, exchanges, exports and imports, and so 
on—in the light of clear!) adumbrated ‘laws’ of the mechanism of capitalist 
markets; though not explicitly v^'orkcd out, the tool that we call equilibrium 
theor)' is, as it were, present behind the scene. This performance was matched 
and in many indi\’idual points surpassed b) such men as Barbon, Davenaiit, 
North, Pollexfcn, and others.* In every one of these cases we .see more or less 
awareness of the existence of an anah tic apparatus that runs on in essentially 
the same manner, \\hate\cr the practical i^roblem for the sake of which it is 
set working, and more or less willingness and ability to use it. For us this is 
what matters: ^^hether we like or dislike tlie practical recommendations that 
are supposed by the authors to follow from their analysis is entirely immaterial. 

1 lake this oppurliinity to nicntion a remarkable though little-kuowii treatise on 
foreign trade which Professor Foxwell !scc Kress I..ibrar>' of Hiisiness and Economies. 
Harvard Graduate School of Business Adiiiinistiatioii. Catalogue) described as ‘one 
of the earliest formal systems of political economy, and stating one of the most 
forcible practical argjimcnts for fiee trade.' though the latter part of Foxw cll’-s state 
ment seems to me more true than the former: Isaac Ger\aise, I’lic System or Theory 
of the Trade of the World !i-2o). J*rofessor N'iner (see below, eh. 71 has done full 
justice to tliis remarkable contribution to the theory of international trade whose 
author outlined in addition—all in the .space of •54 pages—the topics of general theoiy 
germane to his particular subject, thongli of course not in any ‘formal’ layout. 

I’hc common run of these discourses was, howe\er, far below that level. 
Most of them were merely moti\ated programs for the industrial and commer¬ 
cial dcxelopmcnt of England. Since foreign trade occupied the idacc of honor 
and most of the space in those prtigrams, a selection of works of this h pe will 
be noticed in the last chajjter of this Part. For the moment it will suffice to meii' 
tion by way of example the tracts of the oxerrated Mini (his title was, however, 
not Discourse of Trade but England's Treasure by Eorraign Trade, 1664), of 

^References will be given in subseciucnt cliapter.s. However, Charles Davenant’s cdii 
tribution must not be apprai.sed from his Discourses on the Puhlick Revenues, and on 
the Trade of England (i6g8), but ratlicr from all his many publications taken together: 
they sum up to a comprehensive quasi system. And I’ollcxfen will be commented on 
at once. John Pollexfcn was a merchant and M.!*., who also served on the Hoard of 
Trade. In addition to his principal work, A Discourse of Trade, Coyn, and Paper Credit 
(1697, reprinted 1700), he also wrote England and East India Inconsistent in their 
Manufactures (1697), a tract that, besides attacking bis bete noire, the East India Com¬ 
pany, in reply to Davenant’s Essay on the East-India Trade coinplcnients part of 

the argument of the Discourse. 'I'lie latter is an excellent piece of work, precisely as 
regards analytic ability. It is therefore a question of some interest to ask why he has 
received so little recognition and especially why such recf)gnition as he received has been 
tempered in most cases by derogatory comments upon his supposed lack of originality 
and upon his various ‘mercantilist errors,’ 'I'hc latter indictment .seems without foiinda- 
tion, and concerning the former it is .sufficient to ask: if we define eminence in an 
economist solely by the presence in his writings of entirely new results, where will 
A. Smith be, or Ricardo, or J. S. Mill? 
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Cary, and of Petyt.® There was no lack of unity about them as to political 
\'ision. And this vision was quite comprehensive, embracing all the economic 
problems of the nation. But there was no anah tic work, and faults of reasoning 
abound. Cary, for instance, besides discussing carefully the conditions and 
possibilities of English trade with each foreign country, with Ireland, and with 
the colonics (the most valuable part of the tract) also concerns himself with 
monopolies (that is, the monopolies of the great trading companies), the 
causes of and remedies for uncmj)loyment, coinage, credit, and many other 
subjects down to the problem—or was this Mrs. Carv’s contribution?—of 
how to make maid scr\ants ‘more orderly and governable than now they arc' 
(p. 162). But every attempt he makes to carry analysis beyond the obvious is a 
failure. High rents, for instance, are made responsible for I'higland's being 
undersold in foreign markets. High interest is held to be another cause of this 
but without recourse to any argument that might raise this tlicory above the 
status of a popular observation. In sjjite of the emphasis on export surpluses, 
high prices and high wages arc commended on grounds that tax the reader's 
cajwcity for generous interpretation. And .so on. Yet there is plent\’ of shrewd 
sense about it all—.shrewd, narrowly nationalistic, and nanely brutal (compare, 
for example, his enthusiasm for the slave trade, England's ‘silver mine,' p. 76, 
or his \ iews about the treatment to be dealt out to Ireland, passim). 

Once we ha\c learned to discern ‘quasi-.s\ stems' in or behind WTitings that 
profess to deal only with ])articular problems, we find the genus everywhere. 
In the Netherlands, for instance, Graswinckel's and dc la C^ourt's writings 
belong to it, although the former dealt only with the grain trade. Many his¬ 
torians will place them abo\c their English conteinj)()raries on account of their 
‘liberal* views on national and international trade—though de la Court lapsed 
from grace as to the latter—government interference, medieval corporations, 
and .so on. But we shall arrive at a substantialK similar estimate bccau.se of 
those authors' clear perception of causes and effects in all matters of the price 
mechanism. A man who in rccogni/ed the economic function of ‘fore¬ 

stalling’ and speculation, as did Graswinckel, knew something that could have 

fohn Cary, inerehant in Bristol, An Essay on ihe State of England in Relation to 
its Trade, its Poor, and its Taxes . . . , iOqs. the edition used. I'hcic were several 
others—tlie one of i"4!; hearint; the title Discourse on Trade —which points to con¬ 
siderable success. For I,ockc’s ])raisc of the perfonnance I can only account by the fact 
that Car>' favored rccoinagc of the currciuy at tlie old standard of weight and fineness 
and that, in 169:;. Locke would ha\c welcomed any writer who did so (see below, 
ch. 6). Perhaps, however, he was also attracted by Gary's careful discus.sion of Eng 
land^s trade with various countries. The other work, Britannia Lan^uens, or a Discourse 
of Trade . . . (1680L apinarcd under the pseudonym Philanglus and is attributed to 
W'illiam Petyt on Professor I*'oxwell’s authority (see Catalogue of the Kress Libran ). 

«J')irck C'.ra,swinckel (1600-1666). a lawyer and public .seivant, wrote a treatise on 
the economics of the food trade under the unpromising title: Placaetbook op bet stuk 
van de Leeftocht (Compilation of regulations concerning food, 1651). Pieter dc la 
Court (1618-85) was a manufacturer. Of his works it is only necessary to mention the 
Interest van Holland . . . (1662; 2nd ed. under the title Aanwysing . . . 1669). 
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been presented as a discovery in 1751—not that it would really have been 
one—though it was a commonplace in 1851 and will sound altogether wrong 
now. 

German seventeenth-century writings of this genus, besides taking, of course, 
a different \icw as to polie\-. were not on this level but there were many of 
the Car\’ t>'pc or better. We shall be content with an Austrian representative, 
the well-kno\m llornigk," who. like the much more important Bechcr and 
some others, figures in e^er^ histoiy' of economics, llis book is another program 
for a policy of fostering economic development, written this time for a poor 
country, perennially threatened by Turkish invasions and lacking both the re¬ 
sources and the possibilities of Kngland. If, however, we take due account of 
this fact, the family likeness of the recommendations with those of Ilornigk’s 
English contemporaries—or even with those of the doctor in the Discourse 
of the Common Weal —is striking: waste lands and other unused resources 
arc to be exploited; the efficiency of labor is to be increased b\ better training; 
domestic industry should be helped, among other things, by directing con¬ 
sumers' demand toward its products; exports of manufactures and imports of 
neccssar\' raw materials should be favored, exports of the latter and imports of 
the former restricted; trade should be balanced bilateralb- with every indi\ idual 
foreign country (see last chapter of this Part); and so forth—sound sense all or 
most of it and vcr\- interesting as a monument of the intelligent bureaucrat’s 
thought, but sound sense that did not even susiKCt that it might be usefulh 
reinforced by anahsis. 

As regards the United States, there is nothing to record in the way of 
systematic endea\or before the nineteenth century. I’his is as we should ex¬ 
pect from einironinental conditions that were unlikely to j>roducc cither a de¬ 
mand for or suppb’ of general treatises. But discussion of current ]>ractical 
problems was active even in colonial times, and for tlic eighteenth ccntviry, re 
ports, pamphlets, and tracts abound, csjiccially on questions of paper mone\’, 
coinage, credit, trade, and fiscal polic}’.** And some of these performances 

" Oesterreich lihcr Allcs warm cs nur will (16S4). Philipp W. vini llornigk 
171 Wiis a civil servant. K.xtraets from the book are included in .\. M. Monroe’s 
Early Economic Thouaht. 

** I hc laic Professor Seligman’s essay. ‘Econoinics in the United States.’ reprinted as 
ch. 4 of his Essays in Economics (192^). gives a selection of titles (unfortunately little 
more tlian titles) on which I cannot hope to improve. Such reading as 1 have done 
was primarily guided by this selection. Also .sec C. T. Dunbar, ‘Eeoiioniic Science in 
America, 17-6-1S76/ in the Sorth American Review, 1S76, and the reprints of a 
number of the more important pamphlets ])>• the Prince Society, 1911 (ed. Mcharland 
Da\is). American economists seem on the whole to have been too ready to discount 
the importance of that early literature from a scientific standpoint, and most of the at 
tention it has received is confined to the policies or particular measures advocated or 
attacked. I’he critical historian then commends or blames according to his personal 
views on those policies and measures. 'I'lie specifically analytic contribution of a writer 
a.s a rule goes by tlie board, especially in those cases where, as often happens in the 
field of raont7, 'unsound’ practice goes with sound theory and vice versa. However, 
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answer to our idea of ‘quasi-systems/ Here are three examples which the 
American reader is advised to look up for himself. First, Hamilton's famous 
Report on Manufactures (1791),” though no doubt intended as a description 
with a program, is really ‘applied economies’ at its best and rexcals quite clearly 
essentials of the analytic framework that was to be made explicit by D. Ray¬ 
mond and 1 *. List and in turn points back to the wwk of such men as Child 
and Da\'enant. Second, Coxa's work comes near to actually being a systematic 
treatise.^'* Third, Benjamin Franklin’s (1706-90) various tracts on economic 
subjects ” present material enough to enable us to reconstruct his sistcm— 
on the practical side, substantially of a laissez-faire type—though there is little 
to coinincnd for purely analytic virtues. 

6. Public Finance Once More 

In the first section of this chapter, the fact was emphasized that in the 
rising national states public finance acquired not only paramount importance 
Init also a new significance. T here would be little exaggeration in saying that, 

witliin the plan of this book, ver>’ little can be clone to remedy this state of things. 
[J. .\. S. wrote this cha])ter before the publication of Joseph H. Dorfman's work, The 
Economic Mind in American CWilizaiion, the first two volumes of wliicli cover the 
l)criod 1606 1865. ]. .\. S. read the first volume and made notes which he intended 
to use in revising the chapter.] 

"Alexander Hainilloirs h757 1804) brilliant figure is so familiar to the reader that 
it would be absurd to tell him who and what Hamilton was. Nor is there any need 
to refer to the Hamilton literature. All that needs to be said from the standpoint of 
oiir purpose is that he was one of those rare luactitioners of economic policy who 
think it worth while to acquire more aiwlytic economies than that smattering that 
does such good ser\icc in addressing audiences of a certain type. He knew' Smithian 
economies well—not only A. Smith himself—so well in fact as to be able to mold it 
to his own visions of practical possibilities or necessities and to perceive its limitations. 
.\11 his re]H>rts—not only the one mentioned in the text but also the ones on the im 
port duty (1782), public credit (1-90 and 1795I, the establishment of a national bank 
(1790) and of a mint ( )—are much more than untutored common sense. Perusal 

of the volumes of the Eederalist, the periodical in which he co operated with Madison 
and Jay. is strongly recommended: the American reader will get much more out of it 
than mere economics, h'or guidancx' in starting a study of Hamilton's writings, see 
P. L. Ford, Bibliotheca llamiltoniana (1SS6), and the life by H. C. Lodge (1882). 

’"Tench Coxe (17';5 1S24), Commissioner of Revenue, A View of the United States 
. . . (1794!, in form a collection of e.ssays and addresses. 

” Particularly, Modest Inquiry into the 'Nature and Necessity of Paper Currency 
(1720!; Ohsen^ations conccrnimi the Increase of Mankind . . . (1751); Positions to be 
Examined concerning National Wealth (1769; the work responsible for the opinion 
that this great realist was a physiocrat). But though these are, with the possible ex¬ 
ception of his Reflections on the Augmentation of X^'ages^ his only works that come at 
all within the categor>' of economic rc.search, other cs.says and much material that he 
contributed in a popular form to popular publications (such as Poor Richard's Al¬ 
manack) help to round off our knowledge of his opinions and analytic efforts (Works, 
cd. by John Bigelow, 1887-S). Of course, it would lx: still more absurd than it would 
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at least for the continental branches of the literature that ha\e been Siirv'eycd, 
it utis the central topic around which revol\'ed most of the rest. Let iis there¬ 
fore retrace our steps and look more closely at the financial problem of these 
centuries. 

Public finance in our sense, and esix;cially modern taxation, first developed 
in the course of the fifteenth centur>' in the Italian city-republics, f’lorenec in 
particular, and in the German free towns (Reichsstddlc). More important for 
us is, how’e\er, the de\elopment of the fiscal systems of the national states and 
the Italian and German principalities, lor the sake of both brevih' and con¬ 
creteness W'c shall think primarily of the case of the latter or, still more ])re- 
ciscly, of the dexelopment of public finance in a hpical temporal principality 
of Germany. Of course, people always recognized the existence of some inter¬ 
ests that were common to all members of a political unit—recognition of the 
res publicd was fostered, among other factors, by scholastic teaching. Neverthe¬ 
less, public affairs were in legal principle the affairs of the territorial ruler. 
W^irs in particular were his personal quarrels (compare the Kiiglisli official 
phrase that still survives, ‘the King’s enemies'), llciiee, so far as the military 
service that his vassals owed to him proved inadequate—and this resource 
petered out in the course of the sixteenth centurv—he had to finance them 
from his own means. 'I hesc consisted, first, of the feudal income from his own 
lands and, second, of a number of customary fiscal rights that went with the 
lordship of a prineipalitv-, such as seigniorage, tolls, and customs, the right of 
charging for safe conduct of travelers and caravans of merchants, the right to 
levy taxes from Jewish comnuinities for the ])rotection e.xtcnded to them, and 
rights to a wide variety of fees of all sorts iregalia). 

'Flic rise in prices, the cost of mercenaries and later on of standing armies, 
profuse expenditure on court nobilities and bureaucracies, and other causes, all 
related to the political ambitions of those princes or else to the social structure 
of their territories, rendered these customary sources of revenue inadequate 
and led to a rapidlv mounting burden of debt. In the untenable situations that 
ensued the i^rinces appealed to their Estates on the plea that, for instance, a 
Turkish invasion was after all not only the private affair of the jjrince. 'Ihc 
Estates tliercupon granted subsidies which, ajxirt from the contributions of the 
towns, they levied upon their own feudal income, that is, upon the dues their 
peasantries owed to them—land in their own management remaining free. At 
first they insisted each tinic that they were making the grant of their own free 
v^’ill in response to a humble request and only for the particular emergency 
in question; but they actually bore the burden. Very soon, however, regular 
recurrence of these direct taxes had to be recognized. But, while accepting the 
fact, the Estates, on the one hand, .set up their own administrations for levy¬ 
ing them and expending the proceeds and, on the other hand, no longer bore 
them themselves but collected them in turn from their dependent peasantries. 

have been in the case of Hamilton to dilate on the life and achievements of this 
household figure, particularly in view of the recent publication of a masterly life by 
Carl Van Doren. 
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This arrangement besides being inadequate, was of course not at all to the 
taste of the princes and their bureaucracies. A tug of war between tlicm and the 
hstates ensued for the control of this new fiscal apparatus that had grown up 
alongside of their own. Tlic reader knows that the English parliament suc¬ 
ceeded in keeping its hold on these purse strings which eventually in the seven¬ 
teenth century throttled the ])Ower of the king. In most other countries, how¬ 
ever, kings and princes, or rather their bureaucracies, won out in the course of 
the eighteenth, though the I'rench ancien regime broke down in the attempt 
to secure fiscal rcforni. 

Meanwhile, that is to sa\\ until the biircaueracics had conc[iicrcd the fiscal 
stronghold of the h'statcs, the growing Le\’iathan had to feed on the old 
sources of rcsenue. Accordingly, development of these, especially of all the 
fiscal rights, became a major task of governments and their henchmen. This 
meant cNentually the disproportionate growth of indirect taxation, especially 
in the forms of the General Excise on the one hand, and of the General 
Turnover Tax—(he Spanish alcaxala is the outstanding instance—on the other. 
I’or though the intiodnction or increase of indirect taxes, too, was in jirinciple 
dependent upon the consent of the Estates, it pro\cd, nearly every where ex¬ 
cept in England, easier to get round this requirement in the case of indirect 
than it was in the case of direct taxation. Princes and bureaucracies had also 
another motive for preferring the former. Wc arc accustomed to looking upon 
indirect taxation as contrary- to the interests of the relatively poor. But in the 
.seventeenth and eighteenth centuries the \sociar argument told in favor of in¬ 
direct taxation: for indirect taxes were at least aho borne by the nobilih- and 
the clergy whereas these classes contributed hardly anything at all to the pro¬ 
ceeds of direct taxation. IIo\\'c\cr, since it was not easy to introduce or reform 
indirect taxes either—which, b\’ the way, shows how far tho.se monarchies were 
from being ‘absolute’—revenue from this source had to be increased according 
to opportunity rather than to any rational plan. And since, furthermore, gov¬ 
ernments were rarely in a position to abandon re\cnuc from old fiscal rights 
howexer irrational, burdensome, or vexatious, the result was an almost un¬ 
believable—the onlx- word is ‘mess,’ the mere straightening out of which was 
an extremely difficult task which, when taken in hand in the .seventeenth and 
eighteenth centuries, exercised the ingenuity of administrators and witers alike. 
The literature that blossomed forth in rcspon.se to these conditions contains 
some analysis on such prol)Iems as incidence of taxes, which will be briefly 
noticed later on. and also analysis of a kind that had better be noticed right 
now, along with those much larger parts of that literature which arc not 
relcxant to a historx' of analytic economics and haxe to be mentioned only to 
be dismissed. 

h irst, the tug of war referred to produced innumerable books and pamphlets 
on the right to tax, the ‘justice’ of taxation, and the constitutional questions 
germane to taxation, ^^^c hax’c already remarked on the important prelude to 
this that is contained in the scholastic WTitings. llic laical literature of this 
type displays a characteristic difference in tendency between its English branch 
and its continental branches: most of the continental writers sided with the 



202 II: BEGINNINGS TO ABOUT I79O 

bureaucracies and often saw bcniglited and antisocial resistance of class in¬ 
terest where the vast majority of English writers—particularly in the struggle 
over the ship money of Charles I—saw a meritorious stand for liberty. All 
this was, howe\cr, either simple politics or ‘political philosophy* and is of no 
interest to us. Second, pure description of sources of public revenue and ad¬ 
ministrative practice dates far back. There is an English instance for the twelfth 
century.^ lliis literature developed greatly from the sixteenth century on, es¬ 
pecially on the Continent, but needs no further attention for our purposes.- 
'riiird, the neccssit}' of making the most of existing fiscal rights produced in 
the public service a special h*pc of law>cr whose task it was to safeguard, ex¬ 
tend, and systematize those rights by appropriate interpretation and who natu¬ 
rally also taught and wrote, creating what is known as Fiscal Jurisprudence.® 
A fourth category consisted of the fiscal planners—the numerous writers who 
advocated schemes of fiscal reform: every financial emergency or controversy 
since the fifteenth century naturally produced clusters of them. In the light 
of their ideas it would be possible to write not onl\- a history of public finance 
but also a history of political society, for everything that happens in the po¬ 
litical sphere reflects itself more truly in the prevailing ideas about fiscal policy 
than it docs in anything else. Most of the planners did no analytic work, how¬ 
ever. Tliis is especially true of some of the most eminent ones among them, 
such as Cardinal Cusanus, who proposed a scheme that would in fact have 
rescued the German Empire from the decay into which it was falling in the 
fifteenth and sixteenth centuries. But some did analyze. 'I’licy analyzed the 
nature of taxation—an early example, Matthco Palinieri’s theory, has been 
mentioned already; its economic effects; tlic severih' of pressure exerted by 
different systems; the effects of public expenditure; the relative merits of direct 
and indirect taxation and of financing of wars by taxation, borrowing, and 
inflation; and so on. Spanish discussion of the seventeenth and eighteenth 

1 Richard Fitzneale Dialogus de scaccario (exchequer), cd. by Hughes, Crump, and 
Johnson (1902). 

By way of example we may mention Anon., Trmefe dcs finances de France (1580); 
N. Frounicnteau, Le Secret dcs finances de France (iS-Si), more interesting for the 
finances of the temporal and spiritual magnates than for the finances of the king; Jean 
Combes, Traicte des taillcs et autres charges . . . (1586); Jean Hennequin, Ee Guidon 
general des finances (1585, re edited repeatedly, even as late as 1644); J. Matthias, 
Tractatio methodica . , , de contributionibus (1632); II. Conring (whom we shall 
meet again), De \ectigalibiis et aerario (1663). Tlie last two arc not merely descriptive, 
however, though all their interest lies in the dcscri])tion. 

s This branch of public-finance literature, which in the nineteenth century swelled to 
dimensions beyond the range of anyone but the full-time specialist, should really not 
be dismissed so cavalierly. But we liavc no choice. In my—very likely erroneous— 
oi)inion, the classic of the genus is Ca.spar Klock’.s Tractatus juridico-politwo bolemico- 
historicus de aerario (1651). Its quaint title has the merit of expressing exactly what it 
is. C. Besold’s (see above, see. 4) earlier De aerario publico discursus (1615) should, 
how'cver, not go unmentioned. It contains, as docs Klock's, quite a lot of sound wisdom 
on tax policy that is as trite as, alas and alack, sound wisdom mostly is. 
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centuries would be particularly interesting to follow,^ English discussion on 
seventeenth and eighteenth-century war finance or on Sir Robert Walpole’s 
excise scheme is no less so. But from the mass of this literature we shall select 
only two works of first-rate importance. Petty’s treatise on taxes and con¬ 
tributions (discussed in the following chapter) is not one of them because the 
interest it presents, though great, belongs in the field of general economics 
rather than in that of fiscal policy. 

llic first is one of the works that were called forth by the economic situa¬ 
tion of Erance during the last twent\' years of the reign of Louis XIV. Tlie 
War of the Spanish Succession following upon the War of the Grand Alliance 
was turning iinpovcrishiiicnt into nationwide misery when one of the great 
figures of the state and the army, the soldier-engineer Vauban, committed the 
indiscretion of publishing an old idea of his, the Projet (Pune dixme royale 
(1707).® lliis is one of the outstanding performances in the field of public 

^ It turned mainly on the remedy to be applied to the grievances concerning the 
alcavdla, the cientios, and the milhmes. Bautista Davila (Resumen de los medics prac¬ 
tices para el general alixio de la monarquiay date of writing unknown, publ. 1651; sc*e 
Colmeiro’s Riblicieca) seems to have been one of the earliest economists—ignorance 
pre\ents me from being mf)re precise—to look upon a single tax as the wand by which 
to conjure up the benign spirits of fiscal order. In any case his Resumen is a milestone 
on the road to single tax ideas. In his ease, it was to be a graduated capitation tax, 
evidently meant to be a rough approximation to a proportional income tax. Similar 
ideas were discussed during the subsequent hundred years, llie minister Ensenada 
Rodriguez V’illa. Den Cenon de Somodevilla, Marques de Ensenada, 1878) made a 
modified version of this program his own and carried an income and property tax in 
1729 (for Catalonia). But elsewhere and particularly in Germany, seventeenth-century 
discussion favored the general excise against direct taxes, precisely on the ground that 
it would relieve the pressure of taxation. An interesting symptom of this trend of opinion 
was the success of a book by an author who styled himself Christianus Teutophilus: 
Entdeckte Gold-Grxihc in dcr Accise (a gold mine di.scovered in the excise, 1685. of 
which the 5th ed. came out in 1-19). Among English advocates of the excise Davenant 
was first in eminence. But he thought that the burden would fall on the land. For a 
similar reason, E. Fauquier (An Essay on the Ways and Means . . . 17^6) later on 
advocated a house tax, namely on the ground that, since indirect taxes so far as they 
arc paid by the poor will be transferred to the rich by means of a rise in mone\' 
wages, taxes should be laid on where they will rest without giving rise to the losses 
incident to the process of transference. Obserw that this anticipates much of what A. 
Smith and Ricardo had to say on the subject. In apprai.sing attitudes toward the taxa¬ 
tion of land it must not be forgotten that, before the eighteenth centur>% no efficient 
methods of .sun'cying were available. Taxation of agricultural land entered a new phase 
of its historx' when these were iminoved. Tlic Censimento Milanese, at the beginning 
of the eighteenth ccntur\' was one of the first results. 

® Sebasticn le Prestre. Seigneur dc ^^'luban (i65^*'707)» Mar( 5 chal de France and a 
favorite with Louis XIV (until that publication), liad previously written a tremendous 
number of memoirs on fortifications, war, naval matters, public finance, religion, money, 
agriculture, and colonization that fill an imposing scries of manuscript volumes. In 
1698 he had instigated orders for a census of the population, and in 1695 he had 
first suggested the project that he published in 1707. Somewhat like fetienne Boileau 
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finance, unsurpassed, before or after, in the neatness and cogeney of the argu¬ 
ment. The rccoinnicndation itself docs not greatly matter here. Essentially it 
was that the unwieldy and irrational welter of taxes that had grown up in an 
entirely unsystematic way should be scrapped—excepting a rationalized salt 
tax, certain excises, and export and import duties—and replaced b>’ a general 
income tax that was to apply to all kinds of income, though at varying rates, 
of which the highest was to be 10 per cent (hence the word dixme); similar 
ideas had occurred before. Ihc features that do matter are these. First, Vaiiban 
rose fully to those heights, trodden b\ so few, from which fiscal polies' is seen 
to be a tool of economic therapeutics, the ultimate result of a comi)rchensi\c 
survey of the economic process. \\"ith Gladstonian \ision he realized that fiscal 
measures affect tlie economic organism right to its cells and that the method 
of raising a given amount of revenue iiia>' make all the difference between 
paralysis and prosperity. Second, he based his conclusions in every detail on 
numerical fact. Ilis engineer’s mind did not guess. It figured out. PurjM)seful 
marshalling of iiil the a\ailal)lc data was the c.ssenee of his anaUsis. Nobody 
e\cr understood better the true relation between facts and argument. It is this 
that makes him an economic classic in the eulogistic scn.se of the word, and 
a forerunner of modern tendencies, though he contributed nothing to the 
theoretical apparatus of economies.'- His case affords another illustration of 

four centuries and a half before him. he h.id a i 3 assioii for collectiim and arranging: 
economic facts and figures. Accordingly, he has had his ])artisaiis. who claimed for 
him the title of Creafeur dc la Statisiique (E. Daire in liis edition of tlie Dixmc 
royale, in l^canoniistcs finaucicr'i dii Will'' sicclc, whiLh is the edition iiscdi. 

The Dixmc has been translated into I'liglish. There is a bibli(jgraphy of \^lllba^ by 
F. Gazin (19^5*. Also see O. Ilalcvy, Vauban (192^); |. H. M. Vignes, Jlistoirc dcs 
doetTines siir rimpot en t rance i ig g;: and F. K. .Mann, Der Marscliall Vauban . . . 
(1914). 

In his effort to secure fiscal reform \ aiiban had two allies whose relation to liiiii 
however is not clear. The one was Boisgiiillebert. who was iniich more of an economist 
than was X'auban and whose perfoniiaiice will be considered in chs. 4 and () of this 
Part. Here wc need only record, first, that his proposal, though differing from \'auban‘s, 
was yet conceived in the same spirit and expressed the .same economic and fiscal vision; 
and, second, that Boi.sguillcbcrt’s out.spokennc.ss or rather bitternc.s.s—witness the sub 
title of his first boot, Le Detail dc la France. La France ruinee sous Ic regne dc I Amis 
XIV —and his inability to appreciate practical difficulties—witness another subtitle, 
\Ioyens tres faciles [!! de faire reccvoir au Roy So millions par dcssiis la capitation, 
praticable par deux heurcs de travail des Messieurs les Ministres [!!]—naturally annoyed 
the poor .slaves whose bad luck it was to serve at that time as iniuisters of finance 
(Pontchartrain, Chainillart, Desmarets). 'I'he other ally therefore found it easier to get 
on terms w'ith them. This was the /\bbc de Saint-Pierre (1658-1743), famous as moral- 
ist, all round reformer, sponsor of the League of-Nations idea, whose considcTable per¬ 
formance as a practical economist is gradually emerging into the light of day {Ouvrajes, 
1733-41). See P. Harsin, T’Abbc dc Saint Pierre, economistc,’ Revue dliistoire eco- 
nomique et sociale (1932). 

« He has been called a forernnner of the pliysiocrats. There is not tlie slightest foun¬ 
dation for this. As has been pointed out before, concern with agricultural conditions 
docs not make a writer a physiocrat. 
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the truth that a man can be an excellent economist without being a good 
theorist. The reverse also holds true, unfortunately. 

"I’hc second work to be mentioned, Broggia’s ^ treatise on taxation, is of an 
entirely different nature and has been selected for entirely different reasons. 
It also outlines an ‘ideaV system of taxation that might have been derived by 
critically developing that of Vauban: the main practical ideas, barring one, arc 
roughly similar. But Italian sources, both earlier and contemporaneous ones, 
can be indicated for every particular, among others for the ‘canons of taxation’ 
(eh. i) tliat, further expanded in Verri’s Meditazioni (1771), essentially am 
ticipate those of A. Smith. I'hus the freshness—the ‘subjective’ originalih^— 
that makes Vaiiban’s Profet such delightful reading is lacking here. Nor is 
Iherc ain thing to correspond to the chief merit of Vauban’s work, the facts 
and figures. Instead, however, we find s>stcmatic completeness and more 
searching auahsis: the result is—at least—a digest of all that was best, not 
only in the imblie-finanee literature of the eighteenth century but also in mcjst 
of that of the nineteenth. ’I’here is the fifteenth-century rationalization of 
taxes as payments for securih' and as cciiiivalents for the ser\ices rendered by 
the government. There is the principle that direct and indirect taxation arc 
ne(essar\- coinpkincnls of each other, the two hands of finance (Gladstone 
might liavc said that: actually, lie spoke of hvo sisters so nearly alike that one 
hesitates in deciding which one to court). A proportional tax (lo per cent) on 
certain incomes (entratc certe, mainly from land, houses, including owncr- 
iiilialiitecl ones, and public funds; compaie A. Smith’s predilection for land 
and house taxes) that will not be transferred, is coiiibined with a system of 
indirect taxes i^ahellc) that arc suppo.sed to be transferred to buyers, whereas 
all unevriain incomes (profits, wages, and .so on) are to be left free. The in¬ 
teresting thing about this is the underlying diagnosis of the economic situa¬ 
tion; Broggia’s finance was to foster the increase of wealth through industrial 
and coininerciiil activit>'; for this purpose, acquired wealth was to be taxed 
to force people into business pursuits, whereas both wealth in the making 

^ C:irlo Broggia's h 68^-176^) Tratiafo dc tribiiti. delle monctc e del 

govcnio pnlilico della sanild (tivatisc on taxes, money, and the jMilicy of public health, 
1-4^) wa.s planned a.s a comprehensive textbook like treatment of the three topics indi¬ 
cated in the title. Tlic edition in the Cirstodi collection separated them and vre arc 
interestcil <mly in the first which forms a self-contained unit (though there was consider 
able merit also in Broggia’s ideas on niones' and public health). \\’e know almost noth¬ 
ing about the man—he seems to have been a businessman, or a retired businessman, 
of considerable acquirements. As a Neapolitan, he may be included in what we have 
called the Neapolitan school. The inexst interesting parts of the treatise on taxes are 
reprinted in the Ecouonmii yapoletani of 'ragliac'ozzo. who also presents us with a 
siinimaiy and appraisal of the work that contains references to immediate Italian prede¬ 
cessors of Broggia. especially I’ascoli and Bandini—important links in the evolution 
of fiscal doctrine and analysis that must be neglected, to the fatal injur>* of the result¬ 
ing picture, in a sketch like this. A fuller though, perhaps, not quite satisfactoiy picture 
both of Broggia’s work and of the development in which it was an element may be 
found in G. Ricca Salerno. Storia delle dottrine finanziarie in Italia (1881). 
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and labor were to be touched gently. This is why he recommended that money 
loans to business or monctaiy business funds (money impiegato a negozio) 
be left iintaxcd, and why c\cn his direct taxes were not on personal incomes 
but on ‘real’ or ‘objective’ returns—^hc did give weight to considerations of 
administrative convenience in this, as Bodin and Botero had done already, 
but the essential point was to avoid fettering business activih* and oppressing 
‘struggling poverb-.’ There are three aspects to this: first, a scheme of aims 
and valuations with which we are not more concerned than wc arc with all 
his talk about ‘justice’; second, a vision of social and economic conditions and 
their possibilities which went far below the surface; and, third, analysis, though 
not made cntirch' explicit, of economic causes and effects. It is this third point 
that constitutes the scientific merit of the work.** 

7 . Note on Utopias 

A few words n-ill be inserted here on sixteenth- and seventeenth-century 
state novels {Staatsromane) * which derive their name—Utopias—from the 
title of the peak success of the genus, the Utopia of Tliomas More. This mean¬ 
ing of the term Utopia must be distinguished from the meaning that the 
Marxist phrase Utopian Socialism is intended to convey. F. Engels (1892) 
defined ‘utopian* in contrast to ‘scientific’ socialism to denote socialist ideas 
that arc (a) unconnected with an actual mass movement and (b) not based 
upon any proof of the existence of obscr\'able economic forces that tend to 
realize those ideas. In this sense, Morelly's Code de la I^ature (17^5) is 
certainly utopian socialism. Wc have not called it a Utopia, however, not only 
because this would have restricted the concept to socialist utopias but also 
because in this book we wish to use the term, except when notice to the 
contrary is gi\en, for something entirely different—for a distinctive literary 
t\pc—for artistic creations of a nature that tlie term state novel suggests and 
Plato's Republic exemplifies. In this sense, description of the blueprint of a 
socialist or any other kind of socicb', even though it does not exist, like the 
one drawn by Morclh, is not a utopia. This type, which, no doubt under 
Greek influence, was fairl\- popular in the epoch under re\ icw,- is difficult to 
interpret. A literary form may enshrine anything—from a day dream cast into 
a prose poem to the most realistic analysis, h'ortunately it is always possible 

** Professor Luigi Einaudi credits the physiocrats with having ‘created' the pure 
theory of taxation (Atti, Reale Accademia delle Scienze di Torino, 1931-2). But with 
due deference to Professor Einaudi’s authority, I am inclined to think that in Broggia 
and the literature behind him there seem to be much more valuable elements of such 
a theoiy if, indeed, on the strength of the fact that neither he nor any other eighteenth 
century writer produced a sati.sfactory analysis of incidence, wc refuse to find in him 
that theory itself. 

^ [Sec explanation of Staataromane in ch. 1, sec. 2 of this Part.] 

2 The reader presumably knows, how'ever, that it has never died out, witness the 
great success of Bellamy’s Looking Backward, 2000-1887 (18SS). But wc shall have 
no occasion to mention any of these more modern Utopias in this book. 
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to recognize the presence and especially the absence of the latter clement, 
tliough it is not always possible to say whether what presents itself as a state¬ 
ment of fact or as an imperative is to be understood as 'poetry or as truth/ 
Only four instances need be mentioned, the works of Francis Bacon, Harring¬ 
ton, Cainpanella, and More. And the first three may be dismissed at once 
as irrelevant to our piiri)ose: Bacon’s New Atlantis (1627), a fragment—a 
singular deviation from the creed of ‘inductive science’ preached by its author 
—and Harrington’s Oceana (1656) are of no interest at all; to Carnpanclla’s 
Civifas salts (City of the Sun, 1625) Platonic rays playing around rather com- 
moni^lace matter do lend a glamour not its own; “ but the case of More’s 
Utopia is different.^ 

T’his rich book is full of mature wisdom and has naturally been the object 
of many different interpretations which, since we arc concerned only with 
one of the many aspects it presents, and with a very minor one at that, we 
need not stay to discuss. Nor need we enter into More’s social criticisms or 
the general features of his coinrnimist scheme of life that facilitates the solu¬ 
tion of most economic problems b\- the postulate of simple and iiiNariant tastes 
in a population that is kept stationary' or almost stationary by regulated or 
rather enforced emigration—one of the many points of similarity with Plato's 
Politeia. I wo things have relevance to analysis, howe\'cr. k'irst, the general 
I)lan of production and distribution of goods: tastes being gi^•cn, the quantities 
currently produced, according to go\crnnient regulations, by all adults except 
a privileged class of ‘learned’ men—not quite Plato’s guardians, because there 
is an elected king—are distributed so as to put all districts on a footing of 
equality on the basis of statistics of current production and by means of a 
system of public storage. 'Jliis, whatever else it may mean, is not a bad method 
to jnit into evidence the essentials of the fiinetioning of any econoinie or¬ 
ganism. In particular, a serviceable theory of money may be derived from this 
conception, and More hints at this the{)ry by looming out the vials of humor¬ 
ous wrath on the fetishism of gold and silver, which, unless required for paying 
for excess imports. Utopia uses only for purposes indicative of More’s con¬ 
tempt. Criticism of the popular economics of his day may well ha\c been 

*'I’oiiiaso Cnnipandla (156S in Iii.s preface to Plato’s Politeia. jowett presents 

an abstract. Tlierc is also a translation (in II. Morlcy’s Vnivcrsal Library’^ All works 
on state novels and most histories of soei.nli.st and communist ideas, as well as several 
nionogra])hs. deal with Cainpanella more or lc.ss fully. 

^ Sir Thomas More (14-8 13!;), the F.nglish Lord Chancellor who was beheaded by 
Henry \’III and canoni/ed 400 years later, was a man of penetratinc; intelligence. (Oin 
prehensive (classic) learning, and wide experience, none of which ever killed his good- 
natured humor; and all of these four (|ualities went into the making of his Utopia. 
published in Latin in i5if>. translated into F.nglish (after German. Italian, and French 
translations had appeared) in i??!. Phe considerable literature on More, so far as a 
Iierfunctory examination permits luc to judge, is for the most jnirt not relevant to our 
purpose. Bonar’s Philosophy and Political Kconomv will tell the interested reader all 
that has any Ix'aring upon economics as such. Reference may, how'cvcr. be made al.so 
to E. Dermenghcin, Thomas Mows cl les utopistes de la renaissance (1927). 
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one of the major aims of this construction. Second, his criticism of economic 
conditions, though most \vcight\' in legal and especially penological matters, 
were interspersed with diagnoses and formulations some of which may be 
ranked as contributions to analysis. TTic tracing of unemployment to enclo¬ 
sures, though always a half truth, was not, in is;i6, the commonplace it be¬ 
came soon afterwards. And he introduced the word and concept of oligopoly 
in exactly the same sense in which we use it now. 
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The iNPiviiniALS and groups to be discussed in this chapter were also Coii' 
sultant Administrators, though not of the academic type, and some of them 
qualify in addition as philosophers of natural law. Nc\ crthelcss, it was not 
only to rclie\c a chapter alread\' o\erloadcd with names that tliey lia\c been 
reserved for sejiaratc treatment. Except for the great figure of 'Turgot, which 
is to come in at the end of the chapter, they have something in common 
that makes it desirable to marshal them into a connected array—the spirit 
of numerical analysis. They were Econometricians. In fact tlicir works illus¬ 
trate to perfection what Econometrics is and what Econometricians arc trying 
to do.2 

1. Political Arithmetick 

Repeatedly we have had occasion to obsene that, with economists of all 
t>’pes but especially with the Consultant Administrators, factual investigation 
was the primary task that absorbed most of the available manpower and 
progressed more satisfactorily than did such ‘theory' as there was. This was 
so from the first, as such representative examples as Botero and Ortiz suffice 
to show. However, in the sc\enteenth and eighteenth centuries, a h'pe of 
teaching developed, especially at the German universities, that specialized in 
purely descriptive presentation of the facts relevant to public administration. 
A German professor, Hermann Conring (1606-81), is usually credited with 
having been the first to give lectures of this kind. Another, Gottfried Achenwall 
(1719-72), who did the same, introduced the term Statistics. Tliese ‘statistics’ 

1 [J. A. S. had originally entitled this chapter ‘The Econometricians’; on the type¬ 
script he added ‘and 'Turgot?* in pencil.] 

“ 'Die word Econometrics is, I think. Professor Frisch’s, and it has been coined by 
analogy with Biometrics, statistical biology. A distinctive name, embodying a program, 
is perfectly justified in this case (see the first number of Econometrica, January 1933, 
on the foundation and aims of the Econometric Society). And so we may leave it 
at that, though the term is exposed to objection on philological grounds: it ought to be 
cither Ecometrics or Economometrics. 
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did not present figures primarily but rather non-numerieal faets, and therefore 
had nothing to do, in the hands of tliose professors, with what we now call 
statistical method. But the purpose of this information was much the same 
as that which our figures, treated by somewhat more refined methods, are 
calculated to ser\c. The definition of statistics adopted as late as 18^8 by the 
Royal Statistical Society—to give it its present title—still turned upon ‘illus¬ 
tration of the conditions and prospects of society,’ and thus covered the wf)rk 
of Coming and Achcnwall qiiitc well.*^ But—alas for the academic profession! 
—the really interesting development did not start from it. 

The dccisi\'c impulse came from a small I'lnglish group led and inspired by 
Sir W illiam Petty.- The nature both of what he called Political Arithmctick 
and of his personal contribution to it has been formulated with unsurpassable 
fairness by one of his ablest followers, Davenant ^ (Of the Use of Political 
Arithmctick, Works, i, p. 12S): ‘By Political Arithmctick we mean the art of 
reasoning by figures upon things relating to government. . . 'Ihe art itself is 

^ Since statistics cainc to mean sometimes various bodies of facts, and sometimes 
various types of methods, there is nothing surprising in the number of different defini¬ 
tions that have been proposed by different workers from their different standpoints. 
The German statistician Engel, whom we shall meet again on a more important oeca 
sion, once put that number as high as iSo. See G. Loyo, F.xolucion dc la dcfmicion de 
estadistica, Publicacidn 44 of the Instituto Panamerieo de Cieografia e llisioria 

-Petty (162387) was a self made man—phy.sieian, surgeon, mathematician, theorct 
ical engineer, member of parliament, public servant, and businessman—one of those 
vital people who make a success of almost everything they touch, exen of their failures. 
'Phoiigh he paid the price of his vers.itility, his is one of the great names in the history 
of economics. Put as regards his posthumous fame, luck lent its aitl to merit. Marx's 
decree to the effect that Petty was the ftamder of economics added socialist applause to 
bourgeois eulogies initiated by Ro.scher in 1857. J'hus, economists whom no other 
topic could unite, among them many who were comiilete strangers to the real meaning 
of Petty's message, ha\c ever since joined forces in extolling him, Gemiaiis even more 
than Englishmen. Perusal of Lord E. Fitzrnauriee’s Life (1S95) is recommended. Of 
Petty’s writings the following are of prime importance for us: A Treatise of Taxes and 
Contributions (1662): Verbuni Sapienti 1'written 1663, publ. 16911; Political Anatomy 
of Ireland (i6-2>: Political Arithmctick (written 16-6, publ. 16001; Quantulunv 
cunque concerning Money (written 1682'?; Fssays on Political Arithmctick (written 
1671-87); all republished in The Economic Writings of Sir William Petty, by C. li. 
Hull (1899). This edition also contain.s the celebrated !\^atural and Political Observa' 
tions . . . upon the Bills of Mortality, uiiginally published (1662) by John GTav\i\t. 
A long and iiiconchisivc controversy has Ijceii waged on the question of i’etty’s share 
in this performance, which may be looked upon as the fountainhead of modem demog¬ 
raphy, though Graunt should not, on this account, he called tlie ‘founder’ of statistics. 
Lord E. I'itzmaurice’s Life has been supplemented by the Marcjiiis of Lamsdowne’s edi¬ 
tions of the Petty Papers (1927) and of tlie Pctty Southwell Correspondence, 1676 87 
(1928). 

y The name of Charles Davenant (1636 1714) moves slowly into the front rank po.si- 
tion that belongs to him but it has not cpiitc arrived there as yet. He was a public 
sers'ant but also a iiolitician, thrice elected M.P., and, as such, a violent enemy of the 
Whigs rather than a violent Tory: perhaps it is tliis and the effects of this on some 
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undoubtedly very ancient. . . [But Pett>^] first gave it that name and brought 
it into rules and methods.' It will be seen that the ‘methods'—which of course 
he did not invent either but, as it were, helped into consciousness—do not 
consist in replacing reasoning by the assembling of facts. Petty was no victim 
of the slogan: let facts speak for themselves. Petty was first and last a theorist. 
Blit he was one of those theorists for whom science is indeed measurement; 
who forge anah tic tools that will work with numerical facts and heartily despise 
any others; whose generalizations arc the joint products of figures and reason¬ 
ing that are never allowed to part company. The relation of this procedure to 
that of the physical sciences—and to Newtonian principles, in particular—is 
so ob\'ious as to make it necessary to emphasize that Peth' displayed no pro¬ 
pensity to borrow from them or even to strengthen his case by doubtful 
analogies with them. He simply proposed ‘instead of using only comparative 
and superlali\e words and intellectual arguments ... to express [himself] in 
terms of number, weight and measure.* No less obvious is it that he was acutely 
aware of the polemical aspects of his methodological creed. He was quite ready 
to fight for it and to start what would have been the first controversy on 
‘method.* But nobody attacked. A few followed. Many admired. And the vast 
majority very quickly forgot. 'Ihat is to say, economists did not forget the 
name; they even remenihered individual views of Petty’s on various practical 
issues and some of his theories—precisely those that were couched in mere 

of his writings that interfered with his recognition. Tlicrc also was something else. 
'1 hose historians who ask ‘W hat dt)es n man stand for?’ did not quite know what to 
make of him. On the one h:ind. the ‘liberals’ among them were delighted when they 
hit 111)011 such phrases as that trade is by nature free, that it finds its own channels, 
that laws which limit or regulate it are seldom advantageous to the public (though they 
may serve indixidnal interest si. and that money was a mere counter. On the other 
hand, they were grieved to find in him so much about regulative policy that they had 
to class him as an adherent of a (nonexisting! ‘mercantilist theory.’ Some accounted for 
what they took to be a .self contradictory attitude by the hypotlie.sis that in those earlier 
writings in which the ‘liberal passages occur, Davenant spoke his mind freely whereas, 
later on, in office especially, he turned opportunist. W'e shall see later (below, ch. 7) 
that there is another explanation, viz., that he was a good economist. Tlis Works have 
been (incompletely) edited by Sir Charles Whitworth (1771). Additional ones Ikvc 
. since emerged, the latest find being published under the title Two Manuscripts by 
Charles Day^enant, 1Q4: (A Reprint of Economic Tracis, cd. by Professor G. Heberton 
Fvans. [r., with an instructi\c introduction by Professor IJsherl Also sec Y. Balliere, 
IJOeuvrc econotnique de Charles Davenant (1013^. His contributions to economic 
analysis amount to an impressive total and may be classified as follows: (i) there is, 
implicit but clear, behind all his writings the awareness of the logic of the relations 
by which things economic hang together, a merit that is somewhat, but not necessarily 
much, reduced by the i^riority of Child, Barbon, and also others; (2) he substantially 
improved, thongli (inly by what may be called a case method, his epoch’s acquirements 
in the theories of money and of inteniational trade and finance; (3) he was one of the 
first authorities of his time on public finance—taxes, debts, and .so on; (4) he was one 
of the few who understood, and co-operated in, the work of Political Arithmetick. Indi¬ 
vidual points will be noticed in subsequent chapters. 
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slogans. It wrsLS the inspiring message, the suggestive program, which wilted 
in the wooden hands of the Scottish professor and was practically lost to most 
economists for 250 years: A. Smith took the safe side that was so congenial 
to him when he declared {Wealth, Book iv, ch. 5) that he placed not much 
faith in Political Arithmetick. 

Not lost, how’ever. w'as the impulse given to vital statistics and thus indirectly 
to statistics in general. In this, the chief or even sole merit is now usually 
attributed to Graunt (see footnote 2 above). 

In the next chapter wc shall touch iijwn tlir controversies of that period on the 
subject of the growth (or decline!) of population which until the census of iSoi was. 
in England at least, a matter of conjecture. This, however, was only one of the prob 
leins that Crauiit's or Petty’s achievement put into a more promising shai)e by means 
of the ‘bills of mortaliK’ drawn from parish registers. Computations of the chancx* of 
survival with application to insurance, of the influence of inoculation on longevity, of 
the relation of the sexes at birth, and of the average duration of marriage in lelation 
to the ages of husband and wife are examples taken at random from a large field 
of research that was to be taken into cultivation within the subsequent hundred years 
on the lines chalked out by Graunt’s book. Nor is his merit adequately characterized 
by culling him the ‘Columbus of the mortality bills.’ It is perlia])s still more to his 
credit that he displayed a sense of the methodological nature of those mass iihenomena 
that may be described by ‘laws’ although the individual elements of them are fortuitous. 
It must suffice to mention the main stepping stones of further progress. I he first to 
inquire with exactne.ss into the problem of chances of survival was K. ll.illey iAn 
Estimate of the Decrees of the \!ortality of \Iankin(l, f. P. Siissmilch {Die 

gottliche Ordnung in den Verandcrungen des memchlichcn Geschlechts .... 17401 
may be said to have put vital statistics definitely on its feet by developing and sys 
tematizing the work of his English predecessors. The theory of probability, the basis 
of statistical method, was developed by Jacquc.s Bernoulli (1654 1701;; Ant cnnjectandi. 
1713) and still further by his nephews Nicholas < 168"-1-39) and Daniel Bernoulli 
(1700 17S2), who also worked out further applications. In view of the close alliance 
between modern economics and not only the material but also the methods of statis 
tics, it is highly regrettable that we cannot follow this line of advance any further. 
'I’he reader may, however, glean most of what is wanting here from a study of fl. L. 
Westergaard’s excellent Contributions to the History of Statistics (1932). 

More important for economics proper was another performance that illus¬ 
trates the curious obtusencss (just lamentccl) of economists: Gregory King’s 
(1648-1712) law of demand for wheat* It refers to deviations from an assumed 

^ Natural and Political Observations and Conclusions upon the State and Condition 
of England in 1696 (sec. vii). This work, a pioneer of cjuantitative economics and one 
of the best examples of what Political Arithmetick stood for, was not published by the 
author. Davenant incorporated some parts of it in his Essay upon the Probable Meth¬ 
ods of Making a People Gainers in the Ballance of Trade (1699), but the wluilc w'as 
not presented to the public before 1804, when George Chalmers pubhshed it w'ith a 
life of the author. 'The first five sections deal with the number of inhabitants, ingen¬ 
iously inferred from hearth tax returns, age distribution, marital status, mortality in 
cities and the country, and cognate matters. Sections viii xiii are devoted to matters 
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normal and states that if the harvest falls short of this normal by i, 2, 3, 4, 
or 5-tcnths, the price will rise above what we should call its trend value— 
which King, however, assumed to be constant, at least, for many years to¬ 
gether—by 3, 8, 16, 28, or 4i;-tcnths. From this an equation, explicitly giving 
the law of demand implied, can easily be derived.'^ Ihe remarkable thing is 
that King, though he did not attempt any further refinements, evidently 
understood the problem perfectly; that he worked with deviations from a 
normal is a particularly interesting touch. Still more remarkable is it that, 
in spite of the general notoriety that ‘King’s law* was to gain, it did not 
occur to economists either to improve upon it—though all that was required 
was to proceed further on a line unmistakably chalked out—or to apply the 
same method to other commodities until the work of 11 . L. Moore, 1914 
(see below. Part iv, chs. 5 and 7) released the avalanche of statistical demand 
ciir\es of our own time—a lag of over 200 >cars. Do not let us forget, how¬ 
ever, the econometric work done elsewhere, for example, in Italy, by such 
men as X'^erri or Carli. 

I’o return to Pett\-. All or most of his wTitings were prompted by the prac¬ 
tical problems of his time and country—problems of taxation, of money, of 
the policy of international trade particularly with a view to getting the better 
of the Dutch, and so on. The superior qualih' of his mind shows in all his 
comments and suggestions, but there is nothing very striking or very original 
or very distinctive about them: they represented the views that were then 
current, or rapidly becoming current, among the best English economists. 
Nor is there anything distinctive in the fact itself that Petty no doubt rca- 
sojied from a more or less clearly perceived set of principles or theoretical 
schema; se\eral of his contemporaries did that, and his schema was no more 
articulate than were theirs, 'niere was .something, however, that was specifically 
his o^^^l and in which his mental energy and theoretical talent asserted them¬ 
selves conspicuously: as already observed, he hammered out concepts from, 
and in connection with, statistical investigations, and in doing so he got fur¬ 
ther at some points than did an> of his contemporaries. His concept of velocity 
of mone\ is—rightly—the most famous example and will be mentioned again 
in Chapter 6. Another example is his work on national income: he did not 
botlier about its definition, but he recognized its analytic importance and he 
tried to figure it out. Modern income analysis may be said, in this sense, to 
start with him, though it seems on the whole Ix^tter to trace it to Quesnay 
(see below, sec. 3). A third example is this: e\’eryonc knows the phrase that 
has been repeated ad nauseam, 'labor is the father ... of wealth, as lands are 

of public fin«ince. From our standpoint, sections vi and vn are the most important. 
Besides the famons demand schedule, tlie>- contain other noteworthy contributions, 
.such as his estimates of the income and cx]K;nditiirc of the nation in 1688, of meat 
consumption, and of the ejuantity of gold and silver in England and other countries. 

^ It has been calculated by C. U. \'ule (‘Crop Production and Prices: A Note on 
Gregory' King's Law.* Journal of the Royal Statistical Society, 1915, p. 296 et scq.) at 
y = - 2 . 33 .\ -t- 0.05x2 - o.ooj 67 x 3 . 
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the mother.’ Tliis means that he put on their feet the two 'original factors of 
production’ of later theorists. Jllogically dropping the mother, he declared 
clsc\\’herc that capital (the ‘wealth, stock, or iir()\isi()n of the nation’) is the 
Ijroduet of past lalx)r—which brings to mind James Mill’s blundering reformu¬ 
lation of Ricardo.** But it cannot be repeated too often that in themselves, and 
without the dcNeiopments that make them valuable, such suggestions amount 
to Ncry little, ^^"hat does amount to something is his research on a ‘natural 
par’ between land and labor, that is to stay, his attempt, foreshadowing the 
much more thorough going one of Cantillon, to relate the values of land and 
labor by equating a piece of land that will produce a ‘da\’s food of an adult 
man’ (with certain corrections) to the day’s labor of such a man. If technolog¬ 
ical and all other conditions of production and consumption remained severely 
the same, this procedure might gi\e us the economic philosopher’s stone—the 
unit of measurement b\ which to reduce the available quantities of the two 
‘original factors,’ land and labor, to a homogeneous ciiiantity of ‘producti\e 
power’ that could be expressed by one figure, and the unit of which might 
ser\e as a land-labor standard of value. As it is. this interesting venture, like 
all similar ones, proved to be a blind alley. 

Of course, this was no explanation of the phenomenon of value, still less a 
labor theory of value—if an\ thing, it was a land theory of value. On division 
of labor, however, we find all the essentials of what Adam Smith was to say 
about it. including its dependence upon the size of markets. Pricing is dealt 
with sketchily. Contrar\ to Marxist opinion, there is no theory of wages (unless 
we choose to dignify by this name the proposition that laborers ‘should’ never 
get more than a subsistence minimum because if they got double as much 
tlicy w ould reduce their work to half! ■ and no exploitation theory of surplus 
value or of rent (unless we choose to dignify by these names the trivial proi^osi- 
tions that there would be no surplus if the laborers claimed the whole product, 
that the rent of land is what is left after costs of production have been de¬ 
frayed, and that it increases as, with increasing demand, corn must be brought 
from greater distances^." There is, however, at least in a particular instance that 
is not too well framed, a perception of the tendency toward equalization of 
returns as between industries.^ Although it lacks the reference to margins, 

**' Sec below. Part m. ch. 6. 

^ Treatise of Taxes, ch. 5. Tliis ‘discovcty' of the rent of location zealous achniicrs 
may easily construe so as to iini^ly dccreasiiig returns and, in the end, the whole 
of the Ricardian theory. Only, this would be quite unhistorical. 

The argument, a rather interesting illustration of the ways of iiriinitive analysis, is 
simply this; if, by the same amount of labor, one man jjroduces corn and another man 
jjroduccs silver, then both will in general be left with some corn or silver after tlie usual 
deductions have been made (he also deducts the iicccs.s;iry consumption of the pro- 
diicers or, alternatively, assumes that tlie silver producer, besides producing silver, has 
also supplied himself with the means for tliat necessary consumption). Now Petty holds 
that the values of these tw'o net returns must necc.ssarily be ccjual and, since silver is 
the monetary' metal, this ec|iiality deteriniiies the money price of corn, hence the mon¬ 
etary value of the corn Tent.* As a useful exercise, the reader should W'ork out precisely 
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which would be necessary to make the theorem tenable, we lia\e here in fact 
a contribution toward the explanation of the business mcclianisin. 

Finally, Peth ’s theory of interest, so far as he can be said to have had one, 
points back to the scholastics. Direct influence is not quite inii)ossiblc, since 
he received part of his education at the Jesuit college at Caen. There is, on 
the one hand, his statement that foreign c.vchange is ‘local interest,’ which sug¬ 
gests. though he does not say so quite explicitly, that he would have agreed 
to the phrasing that interest is ‘exchange over time*—the scliolastic doctors 
considered, though they did not accept, an explanation on this line. And there 
is, on the other hand, Petty’s explicit statement to the effect that interest is 
a compensation ‘for forbearing the use of loiir own money for a term of time 
agreed upon whatsoever need vou may have of it meanwhile.” 'Ihis, esjxcially 
if considered in the light of his disapproval of interest on money that the 
lender may claim at any time, is simply late scholastic doctrine. Ilis various 
and not alwavs felicitous considerations about the relation between interest 
and the rent of land—whcie he conspicuously failed to make an obvious con¬ 
tribution, namely, to derive the value of land by means of discounting its net 
return by the prevailing rate of interest—also recall scholastic arguments, al 
though no outside influence need be invoked in order to understand why this 
problem should obtrude itself to any analyst. 


2. Boisc.uili.ebert and Cantili.on 

Though, as a leader in the field of public finance, we have met Boisguillc- 
bert alreadv and though, as a leader in the field of money, we shall meet him 
again before long, it is desirable not to miss him in the scencrv' we arc trying 
to visualize now ‘ as an important figure in the field of ‘general theory.’ lie 

why tliis argument is nnsatisfa( tory and especially why it does not explain anytliing 
about the rent of land. Tliis argiiineiit has soinctinies been used in sni^port of an at¬ 
tempt to credit Petty witli a labor theory of valn' ”~t]ie values of corn and silver being 
compared by means of the labor hours they embody. Our opinion on this matter will 
depend on tiie weight we are prepared to attribute to incidental use of sueli a .stand¬ 
ard of comparison. Petty's father and imUher slogan does not point in this direction. 

* Pierre Ic Pe.sant, Sienr de Boisguilicbert (1646 J~i4b was a jniblie spirited member 
of the scnii-hereditary civil service gentry of prerevoliitionarv’ T rance inoblesse de Tohe) 
and lived mostly in Normandy removed from all the Paris influences that might have 
interfered with the originality of liis ideas, 'niough, as we know, chiefly preoccupied 
with the problems of T rench fisc al policy and nearly as fac t minded as was V'aubar:, 
he differed from the latter not only in the iiincli wider .scope of his interests but also 
in the fact that he was theoretically articulate—perhaps more so than any writer before 
Cantillon. Ilis thief vv<»rks (l.c Ihiail dc la rranee: I.c Viictum dc hi France: ’I'raitc dc 
la nature, culture, commerce ct intervt des grains: Causes dc la rarcte dc Varment; Dis¬ 
sertation sur la nature dcs ricitcsscs, de Varment et dcs trihufs'^ vvcie re edited, by Faigeiie 
Daire, in txonomistes financiers du XVJIF sieclc (Collection dcs principaux ccono- 
mistes, pnbl. by Gnillanmin, I'laire’s i>refatory note to this edition, so far as 1 

know, is the first document of that Roisgiiillebert cult, the manifestations of which 
contrast so curiously with (and are in fact only explainable by) the persistent neglect 



2i6 


11 : BEGINNINGS TO ABOUT 179O 

has been called a precursor of the physiocrats, and it is easy to see why: on 
the one hand, he was an energetic sponsor of the agricultural interest; on the 
other hand, wc find in his pages such phrases as: all that is necessary is hiissez 
faire la nature ct la liberty. But though these facts do suffice to put him into 
line with the political thought of the plnsiocrats, tlicy do not suffice to make 
him the ancestor of specifically physiocrat analysis. Tlicre is analytic affinity 
between his and Quesna\’s \iews on mone>’ (see below, ch. 6) but on the 
whole, it seems better not to stress the relation too mucli. He was one more 
of those authors who saw the economic organism as an equilibrium system of 
interdependent economic magnitudes and who constructed this system from 
the angle of consumption—getting further, perhaps, than anyone before Can- 
tillon. Ilis economic sociology turned, in an almost Marxist spirit, upon two 
social classes, rich and poor, the existence of which he explained in a way 
that was to become quite common as the eighteenth century wore on. The 
stronger individuals, by crime et violence, get hold of the means of production 
and then do not want to work any more; also—a ver\ modern touch that the 
reader will not fail to appreciate—these strong robbers, who have become rich, 
tend to stock money rather than goods {hoarded money, the ‘moloch of the 
world’!), and thereby depreciate real wealth and disturb the current of eco¬ 
nomic life. The economic principle of order he found in competition quite as 
clearly as did A. Smith more than half a century later. I Vom the standpoint 
of analysis, this is decisi\c. That, on the strength of this, he did not (as did 
A. Smith) espouse unconditional free trade is immaterial, for into this prac¬ 
tical conclusion enter so man\ other considerations and, in addition, so many 
personal preferences that its acceptance or rejection per sc proves nothing for 
or against a man's analysis. But tliough his conception of competitive ‘propt)r- 
tionatc equilibrium’ was as definite as A. Smith’s, it was not more so: it did 
not occur to him to define it or to investigate its properties. Defining richesse, 
as Cantillon was to do, as the jouissauce of everything that can give satisfac¬ 
tion (plamr), he declared, as had Petty, that this wealth had no other sources 

of Boisguillebert’s performance by the vast majority of economists. Dairc considered 
him to be the first in the ‘learned chain.’ the fiirtlicr links of which are yiicsnay, 
Smith, Ricardo, and Ko.ssi ( !;; Boi.sguillcbcrt vva.s the Coiimibns du inonde econortiique, 
and so on and so fortli. In a more reasonable manner, this cult was revived hy Prr»fcssor 
H. W. C. Bordewijk in his excellent Theoretiach historische Inleidingiot de Economic 
(1931). But Mi.ss Roberts, in an otherwise very meritorious book (Boisguillx^rt: Econo¬ 
mist of the Reign of Louis XIV, 193s). displays a bad case of what Lord Macaulay 
called the illness of biographers or lues Boswelliana. It was, however, a rebuke admin 
istered to me by Professor A. Gray in a review of Mi.ss Roberts' book (Economic His¬ 
tory, 1937) for not having, in an old essay of mine, paid due respect to Boisgiiillcbcrt 
that sent me back to Boisguillebert’s writings and in fact changed my own opinion 
of him. Also, see F. Cadet, Pierre de Boisguilhert, precursetir des economistes [i.e. of 
the physiocrats] (1870); A. 'I'albot, Les Theories de Boisguilbert et leur place dans 
Vhistoire des doctrines economiques (1903); R. Durand, Essai sur les theories moni- 
taires de Pierre de Boisguilbert [which is, perhaps, the more correct spelling] (1922). 
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but land and labor,“ and then simply went on to say that the process of in¬ 
cessant transformation of land and labor into consumers' goods will normally 
function without hitches if all commodities and services are produced on the 
unfettered initiative of competing producers—as if this did not require an> 
proof. 'Flic first to attempt a (primitive) mathematical definition of cquilibriiiin 
and a (also primitive) mathematical proof of that proposition was Isnard, who 
has as yet to conquer the position in the history of economic theory that is 
due him * as a precursor of Leon \V^alras. 

Cantillon’s great work * fared better both because of its well-rounded sys- 

" Petty, nevertheless, eoiisidcrccl capital as accunmlatcd labor. Boisgiiillebert’s set up. 
however, is an early case of the ‘resolution* of produced means of production into serv 
ices of natural agents and labor that was to be a central feature of Bolim-Bawerk’s 
theoretical scheme (.see below. Part iv, ch. 6», but Boisguillebert did not tr\' to exploit 
this conception analytically. 

® Achille N'icolas Isnard. an engineer about whom practically nothing is known, not 
even the exact dates of his birth and death, and who does not rate an article in the 
llncyclopaedia of the Social Sciences, wrote, besides another work that does not con 
tern us. a Traite des nchesses (17S1) that seems to have been rescued from oblivion 
by a lucky chance; jevons included it in his list of writings on mathematical economic s 
that he appended to his Theory of Political Economy. The (almost; complete neglect 
of Isnard’s work is understandable, however, because the historic performance men 
tinned in the text is embedded in a conventional argument against phy.siocrat doctrines 
and other neither very original nor very interesting matter. Owing to the weakness in 
our field of the specifically scientific interest, progress on this fundamental line was 
almost unbelievably slow. 

* Richard Cantillon (the date of his birth is uncertain, but is usually given as 1680; 
he died, presumably murdered, in 1734) was a Paris banker of Irish extraction, lie in 
fluenced r'rench economists much more than Engli.sh ones. Me was indeed plagiarized 
by some Englishmen and recognized by others, among the latter being A. Smith. But 
he had to be piactically rediscovered by W. S. Jevons (‘Richard Cantillon and the Na¬ 
tionality of Political Fconoiny,' Contemporary Review, 1881), whereas in France he 
was never quite lost sight of. lliiis. his influence is obvious in Canard*s Principcs 
d*economic politique i iSoO, which, with apologies to the Academic that ‘crowned’ it— 
the same Academic that ignored Cournot and Walras—we shall only briefly mention 
again. On these grounds I class him as French, but I admit that anyone interested in .such 
questions as the ‘nationality’ of a science can make out a strong case for claiming this 
Irish Frenchman as an l.^nglish economist becaii.se of his descent from Petty. 'Phe 
Essai stir la nature du commerce en general is supposed to have been written about 

1730 and was, though in a very unconventional scn.se, ‘published* soon after; that is 

to say, the manuscript circulated and exerted influence .soon after. (This meant a lot 

in a small and highly concentrated professional circle.) The date of its actual (pcst- 

huinons) jMiblication, i73v therefore has not the usual significance; there is a Harvard 
University reprint (1892) and an English trans. under the auspices of the Royal Eco¬ 
nomic Society (1932). See H. Higgs, ‘Richard Cantillon.* Economic Journal, June 1891. 

I do not know of any other good study on our author unless it be the very useful 
article in Palgrave's Dictionar\\ Jevons* estimate fails by overstatement. In particular 
nothing could be more infelicitou.s than to call the Essai the ‘cradle* of Economics: 
this is precisely what it was not. I’liere is a brief ‘Biographical Note on Richard Can- 
tillon* in the Economic Journal, April i944» by Joseph Hone. 
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tcmatic or even didactic form and because it had the good fortune to gain, 
long before its actual publication (sec footnote 4), the enthusiastic approval 
and the cffccti\c support of two \'cry influential men, Gonrnay and Mirabeau. 
What Pctt\ failed to accomplish—but for what he had oflpered almost all the 
essential ideas—lies aeeoinjjlislied before us in Cantilloirs Essdi. TVuc, it u'as 
not accomplished in the st\le of a pupil who at every step looks back over his 
shoulder for the master's guidance, but in the shic of an intellectual peer 
who strides along confidently according to his own lights. Likewise, Quesnay 
strode on according to his own lights and was no more a mere pupil of Cautillou 
than Cantillon was of Petty. Nevertheless, few scciiienccs in the history of 
economic aiiahsis arc so important for us to sec, to understand, and to fix in 
our minds, as is tlic sequence: Petty-C^antillou-Quesiiay. Cantillon\s economet¬ 
ric zeal cleii\cd its direction from Petty. I'he supplement to his Easai which 
contained his computations has unfortunately been lost. But, as wc shall pres- 
enth’ see, the results presented in its text suffice to show that it was Peth’s 
problems—iiiainh- the between land and labor—and Pett\'’s methods 

which inspired them. Moreover, dependence or possible dependence—there 
can be no certainh about it—extends beyond such important individual points 
as the theory of \eIocity of circulation or the theory of population to the fun¬ 
damental features of the general theoretical set up. Exactly the same conclu¬ 
sion will be seen to apply to the relation of Qnesnay’s work to Cantilloirs. 
Affinih' is obvious, differences being not less rcvelator\ of it than arc agree¬ 
ments: for a man may learn from another b\ criticizing him just as well as 
by accepting his teaching, and some of Qucsna\ \s \iews look indeed as if they 
had been derived from Cantillon by the former method. And, again, it is pre¬ 
cisely the fundamental features of Quesnay’s analytic set-up that arc unmis¬ 
takably foreshadowed in Cantillon’s work. An analogy may be helpful: Cantil¬ 
lon was to Quesna\', and Pett> was to Cantillon, what Ricardo was to Marx. 
This leaves out Boisgnillebcrt, though there are important affinities between 
him and Cantillon and, as regards money, between him and Quesnay. But 
just now it seems important to focus tlic reader's attention on one strong and 
simple line of development. The only way to raise all this above vague generali¬ 
ties is to take a bird's-evc view of Caiitillon's work or, to phrase it differently, 
to present a Readers’ Guide. This is what I proceed to do. 

The First Part contains the fundamentals of the analytic structure. In 
the first chapter we get the general layout by means of the key concepts— 
land, labor, and wealth. Exactly as with Petty, and just as misleadingly, 
land, the source of material, and lal)or, the form-giving or productive 
agent, enter on equal terms to turn out wealth which finest autre chose 
que la nourriiure, les commodites et les agremens de la vie (Boisguillc- 
bert’s definition). Chapters 2-6 present what to all intents and purposes is 
an economic sociology. We get first a theory of social classes: ownership 
of land—itself based upon conquest and violence as with Boisgnillebcrt— 
creates the three fundamental ‘natural’ classes of landlords, farmers, and 
laborers (traders and entrepreneurs do come in, along with artists, robbers, 
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lawyers, beggars; but they are added to this schema, not really fitted into 
it). Then we get a very interesting theory of tVie origin of villages, the 
emergence of townships (Cantillon adopted a 'njarket theory' of towns, 
the theory that makes them develop first from periodical, tlicn from per¬ 
manent markets), cities, and capital cities. Besides creating the form in 
which many a ninctccntli'centiiry textbook was cast (in a sense even 
Alfred Marshall's treatise), Cantillon thus clearly proved liis aw^arencss of 
the fact, which smaller minds so often failed to grasp, namely, that the 
problems of any analytic social science necessarily divide ii]) into tw'o 
methodologically different groups: the group that centers in tlie question 
how the actual belun ior of people jiroduces the social phenoinena W’c ob¬ 
serve, and the group that centers in the question how that behavior came 
to be what it is. In Chapter we also learn something about location— 
this is perhaps the first attempt (if we neglect einbry<jnic considerations 
in the agricultural literature) at making some headway in this field. 

Transition to pure economics—the economics that deals with behavior 
W'ithin the social framework described—is effected in Chapters 7-9 where 
Cantillon, for future reference, settles a number of preliminary questions 
concerning (a) differences in remuneration as between laborers and arti¬ 
sans and as between artisans in different eniploynients, and (b) popula¬ 
tion. The former subiect was to be a favorite with later writers, ]varticu- 
larly A. Smith, and becanic a standard toi>ic in the standard text of the 
nineteenth century. The latter subject will have to be dealt whh in the 
chapter on population, wages and cniplo\ iiient which follows. Bui it is 
just as well to record here, by anticipation, that Cantillon (cleaily devel¬ 
oping views of Petty) lets population, on the one hand, adapt itself to 
the demand for labor and, on the other hand, be regulated by a law- of 
minimum-of-cxistcncc wages, so that his authority might be claimed for a 
Malthusian viewv were it not for the fact that he also (in this still more 
like Pctt>’) looked upon labor as the ‘natural riches’ of a nation (eh. 16). 
Tliis last points in a different direction, though there is really no contra¬ 
diction between the two ideas. Both had become common doctrine in 
the seventeenth century. 

Having thus prepared the ground, our author presents (eh. 10) a cosr 
thcoiy' of normal price or \aluc [\aleur intrinseque: never mind the ob¬ 
jectionable word, it is quite harmless). This, if an\thing, falls .short of 
the theory of the scholastics except that Cantillon, going through w-ith 
Peth's theory, defined his cost in terms of the quantities of land and 
labor which enter into the production of each commodity. Tlic obvious 
problem thus raised—we might call it Petty’s problem—which Ricardo 
tried to dodge by eliminating land (see below. Part in, eh. 6) so as to be 
left with one factor onlv, Cantillon tackles in Chapter n by the alterna¬ 
tive expedient: labor is reduced to land by the consideration that the 
labor du plus ril Esclavc adulte vaut au mains la quantity de terre 
that must be employed to provide for his needs. Or, rather, sinec accord- 
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ing to Halley’s tables about half the children died before reaching the 
age of 17 (and also for other reasons) it was roughly double that quantity. 
Other laborers get more than the plus vil Esclave, but this is cither be¬ 
cause their labor costs moredand to produce or because their remunera¬ 
tion is subject to risk. The figures on workmerrs budgets that Cantillon 
held to justify this estimate were in the lost siiiiplement, but we must in 
any case credit Cantillon with having made the first important step in this 
particular field of research that w'as to develop considerably before the 
century was onct. For the rest, it is not necessary to enter here into criti¬ 
cism either of the land-labor tlicor\' of value itself (if such it may be 
called) or of the particular attempt to make it numerically operative. As 
far as this goes, it must suffice to say that the latter is not what it seems 
to be, that is, complete nonsense, and that success on this line is not out 
of the question at some distant future. Let us repeat, however, first, that 
the really important thing is the message of econometric research that 
comes to us from this attempt—the message that numerical calculations 
must be at the basis of any science, however ‘theoretical,’ that is quanti¬ 
tative by nature; and, second, that the arpents of land per year (i ar- 
pent - sq. ft.) phned exactly the same role in Cantillon’s anaivsis 
that days of labor played in Ricardo’s. And let us add that we lia\e here 
the positive kernel of Quesnay’s theory of normal value: his philosophies 
about the value-creating powers of nature added as little to the operative 
content of the Pcttv-Cantillon theory as Marx's philosophies about the 
value-creating power of labor added to the operati\c content of tlic 
Ricardo theory'. 

W’ith the deviations of actual prices from this norm—that he reduced 
from cost in terms of land and labor to cost in terms of land alone— 
Cantillon dealt \cry carefully. There is nothing in the Essai that could 
rank as a theory of monopoly, which is the more serious l)ceause, as will 
be exident from the rest of our narratixe, Cantillon reasoned on the 
hypothesis of the most perfect of perfect competitions so that an\' im¬ 
perfections in it naturally acquire particular importance. But there is a 
lot about temporary deviations because of other reasons, that is, Cantillon 
paid much attention to the problem of market price as distinguislied 
from normal price—exactly as did A. Smith later on. One feature of his 
treatment is worth noting because it jx-rsisted practically to J. S. Mill. 
Like all ‘classics* of the nineteenth century, Ricardo especially, Cantillon 
never asked the question how market price is related to normal price and 
precisely how the latter emerges—if indeed it does emerge—from the 
supply and demand mechanism that produces the former. Taking this re¬ 
lation for granted, lie was led to treat market price as a separate phe¬ 
nomenon and to restrict the supply and demand explanation to it. T’hus 
emerged the superficial and, as tlic later development of the theory of 
value was to show, misleading formula—normal price is determined by 
cost, market price is determined by supply and demand—of which we 
shall see more in Part in. 
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Going on, wc see Quesnay’s figure still more clearly looming in the 
future, and Boisguillebert’s no less clearly looming in the past. All the 
classes (ordres) of societ>' and all the men in a state subsist or enrich 
tliemsclvcs at the expense of the landowners (eh. 12). In the light of 
Chapter 14, this will be seen to mean no more than that, whereas every 
other income item is being balanced by a cost item, including in costs 
the necessary living expenses of the receiver, the landowners’ rent is the 
only one that is not so balanced because, to use a later phrase, it is a re¬ 
turn to a ‘costless,’ that is, non-produced, natural factor. Therefore, in¬ 
come from land, not being bound to certain more or less predetermined 
uses, can be spent in any way that the whims of the landowners may 
suggest. Its expenditure is the undetermined and, precisely because of 
this, the determining and active factor in the total of national consump¬ 
tion—hence also in the total of national production, so that everyone’s 
economic fate depends upon les humeurs, les modes ei les fagons de virre 
of the prince and the landowning aristocracy. These humeurs determine 
les usages auxquels on emploie les terres, and, in particular, how many 
people will he employed and able to make a living in a country (ch. 15), 
and how its balance of trade will look if both sides of it arc measured in 
teriiis of land—wliicli is the criterion he applied for judging the advan¬ 
tage or disadvantage a amntiy derives from foreign trade. Not all of this 
reappears in phvsiocrat writings, not, for example, the last-mentioned 
point. But most of it does, and it is therefore desirable to make it quite 
clear what wc are to think of it. Several aspects must be distinguished. 
First there is the theorem that pure rent is a net return that is explained 
b>- the productivity of scarce natural agents: this is a true and valuable 
proposition to which, after many wanderings, theory returned about 
iB-o. Second, there is the statement that this net return is the only one, 
and that it is therefore agriculture which produces the whole net income 
of society, no other economic activit\^ producing any of it. This, on the 
face of it, is urong but—like the labor theory of value—it can be made 
true by the introduction of a sufficient number of auxiliary assumptions 
or postulates—such as absolutely perfect competition, stationar\' state, 
absence of urban rent, minimiini-of-cxistcncc wages so that labor becomes 
a product of what the laborer consumes, and others ®—which, however, 
destroy the statement's practical value. Third, there is the emphasis 
upon the importance of this net income’s being promptly spent in order 
to keep the economic process going. TTiis point plavcd a small role with 
Cantillon but more with Boisguillcbcrt before him and with Quesnay 
after him. And fourth, there is the emphasis—that is specifically Cantil¬ 
lon’.s—upon the way in which the net income is spent. A common-sense 
case can obviously be made out for this, especially for the socich* that 
stood before Cantillon’s eyes. 

Now, the produit de la terre is, so Cantillon as.sertcd, divided into 
^ The reader will derive benefit from working them out fully. 
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three approximately equal parts {Ics trois rentes), one-third replacing the 
farmer's outlays, including his own necessary keep, another third going 
to him as ‘profits/ and the last third to the seigneurs. Tlicsc landlords 
spend the cqui\alciit of their third of the product of land in the towns 
where approximately half of the total population is supposed to live. 
"Hie farmers also spend something on the mamifacturcs produced in the 
towns, namely, one-fourth of their two-thirds. 'I lius, the equivalent of 
one-half (Vn h';) of the total product of agriculture finds its way to the 
towns, into the hands of the marchands ct entrepreneurs, who expend it 
in turn on foodstuffs and raw materials and so on. Interinetation of this 
schema, for which Cantillon himself claims no more than the value of a 
very rough thumb-nail sketch, presents various difficulties into which w’c 
cannot enter. But it also presents many points of interest, of which we 
shall mention two. 

First, Cantillon had a clear conception of the function of the entre¬ 
preneur (cli. 1^). It was quite general, but he analyzed it with particular 
care for the ease of the farmer. The farmer pays out contractual income.s, 
W’hich are therefore ‘certain/ to landlords and laborers; he sells at prices 
that are ‘uncertain.' So do drapers and other ‘merchants’: they all com¬ 
mit themselves to certain payments in expectation of uncertain receipts 
and arc therefore essentially riskbearing directors of prcKluction and 
trade, competition tending to reduce their remuneration to the normal 
value of their scr\iccs. Ibis, of course, is scholastic doctrine. But nobody 
before Cantillon had formulated it so fulh'. .And it may be due to him 
that French ccon()inists, unlike the F.nglish, ne\er lost sight of the entre¬ 
preneurial function and its central importance. Though presumably Can¬ 
tillon had ne\er heard of Molina and though there is nothing to show’ 
that he actually influenced J. B. Say, it is none the less true that ‘ob¬ 
jectively' his performance on this j)oint—and this was not suggested 
by Petty nor deseloped by Quesnay—is the link iK’tween those two. 
Second, if we look once more at Cantillon’s sec|uencc of payments and 
deliveries, which starts from the tripartite di\ision of the gross product 
or revenue of farming—the trois rentes —and, through a number of defi¬ 
nite stations, takes us back again to its starting point, the farmers, w'C 
immediately feel that we arc beholding something that is novel, some¬ 
thing that is not explicitly present in the schemes of Cantillon's prede¬ 
cessors or contemporaries—not even in Pctt\'s—or in fact in the schemes 
of most theorists of any time. I'rom tliem, w'c get indeed statements of 
general princijilcs that govern the economic process. But they leave it to 
us to visualize this process itself as it runs its course bctw’cen social groups 
or classes. Cantillon w'as the first to make this circular flow concrete and 
explicit, to give us a bird’s-eye view' of economic life. In other words, he 
was the first to draw a tableau economique. And, barring differences that 
hardly affect essentials, this tableau is the same as Quesnay's, though 
Cantillon did not actually condense it into a table. Cantillon's priority is 
thus beyond question as regards the ‘invention' that Mirabcau, indulging 
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as usual his generous ardors, eompared in importanee to the 'invention' 
of writing. But sinee Quesnay's formulation is so mueh more famous we 
shall add what there is to add in connection with his work. 

It stands to reason that the tableau method ofFers special opportunities 
for iiivcsiignting monetary phenomena, especially velocity of circulation— 
this is one of its chief advantages. In fact, Cantillon is at his best in this 
field. Chai)tcr 17 of Part i, which presents the fundamentals of monetary 
theory, is not particularly original; we get pretty much the old stuff, in¬ 
cluding the divisibility, portabilih', ct cetera, of gold and silver that recom¬ 
mend them for the monetary function. But the whole of Part ii (which, 
however, also includes the theories of barter, market price, and so on) is 
devoted to nKuiey, credit, and interest, and so is much of Part iii (mainly 
on foreign trade), where we find Cantillon's analysis of banks, bank 
credit, and coinage. Consideration of the main items of this brilliant 
perforinanee, which in most respects stood unsurpassed for about a cen¬ 
tury—the automatic mechanism that distributes the monetary metals in¬ 
ternationally is, for example, almost faultlessly described, an achievement 
usually credited to Hume—will however be reserved for subsequent 
chapters.® 

5. The Physiocrats 

f(a) Quesnay and the Disciples.] The small group of French economists and 
political philosophers who were known in their own day as Les* cconomistes 
and are known to the history of economics as Physiocrats presents strongly 
characteristic features to c\en the most perfunctory backward glance. But, 
when seen from our standpoint, the group really reduces to one man, Quesnay, 
to whom all economists look up as one of the greatest figures of their science. 
I know of no exception, though there arc no doubt some differences in the 
reasons which different people would proffer in motivation of their individual 
agreement with the unanimous vote. Of the other members of the group we 
need to notice only Mirabcau, Mcrcicr de la Riviere, Lc Trosne, Baudeau, and 
Dupont. They were all of them disciples, nay, pupils of Quesnay in the strictest 
and most meaningful sense these terms will bear—disciples who absorbed and ac¬ 
cepted the master’s teaching with a fidclit\* for which there are but tu^o ana¬ 
logues in the whole history of economics; the fidelih’ of the orthodox Marxists 
to the message of Marx and the fidelih' of the orthodox Keynesians to the 
message of Ke\ncs. lliey were a school by virtue of doctrinal and personal 
bonds, and alwa>s acted as a group, praising one another, fighting one an¬ 
other’s fights, each member taking his share in group propaganda. Tliey would 
in fact illustrate the nature of that sociological phenomenon to perfection had 

® A. Marsliall (Principles, p. ss, n. 1) states that Cantillon was in important respects 
anticipated by Barbon (sec below, cli. 7). Unless this refers to a certain (but not at all 
close) similarity between Cantillon’s and Barbon\s views on foreign trade—which both 
of them had in common with many other writers—I fail to see what Marshall can 
have meant. 
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they not been something more than a scientific school: they formed a group 
united by what amounted to a creed; they were indeed what they had been 
called so often, a Sect. 'Ihis fact naturally impaired their influence upon every 
economist, French or foreign, who was not prepared to take tlic \'0\\s to One 
Master and One Doctrine: niorco\er, it in\ited wholesale rejection of their 
teaching even by people who agreed with them on many points of theory as 
well as of polic>’ or even by people who were under obligation to them. Some 
serious foreign scholars, particularly the leading Italians—among them Geno- 
vesi, Bcccaria, and X'^erri—were indeed friendly. But so far as anal>’sis and not 
policy is concerned, this friendliness meant little more than occasional lip 
ser\'ice to specifically physiocrat tenets and should not mislead us into calling 
them physiocrats. Enthusiastic adherents of any importance arc to be found 
in Germany only: it will suffice to mention the Margra\e of Baden, Schlett 
wein, Mamillon, and the Swiss, Ilcrrenscliwand. The necessary ininimum of 
facts about the men so far mentioned is assembled below. 

Francois Quesnay (1694-1774), the son of a moderately successful 
lawyer, was above all else a surgeon-plnsician. His distinguished profes¬ 
sional career absorbed the bulk of his energy and never left more of it 
for economics than a man may be able to rescr\e for a passionately be¬ 
loved hobby. He wrote a medical treatise on bleeding, became General 
Secretary of the Academy of Surgery and editor of its journal, singeon 
and eventually first physician to the king. Actually, he was medical ad¬ 
viser to Mine dc Pompadour, in whom he found a protectress who was 
not only extremely kind but also intelligently understanding, a fact that 
assured to him a strategic position in the intellectual life of X'ersailles and 
Paris and should assure to the lady the lasting gratitude of economists. 

He was pedantic and doctrinaire to a degree and must have been an 
awful bore. But he had all the force of character that often goes with 
pedantry. It is pleasant to add that he was also thoroughly upright and 
honest. His loyaIt\ to his protectress and his iiniKTvioiisness to the typ¬ 
ical temptations of his environment arc amply established by an anec¬ 
dote related by Marinontel that is more amusing than proper. 'I’lie fact 
that he was the only creative force in his circle is somewhat obscured by 
his inability or unwillingness to work out his ideas fully and systemat¬ 
ically. XVc will notice of his economic writings (his only voluminous 
w’ork w'as the Essai physique sur Vecotiomie animale^ 1736) the Encyclo- 
pedie articles ‘Fermiers’ {i7!;6), ‘Grains’ (1757), ilommcs’ (1757); the 
Tableau economique (175S; see below, sub d); the article ‘Droit natureP 
(1765) and the dialogue ‘Du Commerce* (1766), both in the Journal de 
Vagriculture^ du commerce et des finances; also the article ‘Despotisme de 
la Chine’ {Ephemerides^ which has given rise to speculations on the 

subject of Chinese influence upon the physiocrats. (See, c.g., the article 
under this title by L. A. Maverick, Economic History, Supplement to the 
Economic Journal, February 1938.) Finally, there are Quesnay’s Maximes, 
a highly revealing supplement to, or political commentary on, the Tableau 
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(1758), and the Oeuvres economiques et philosophiques edited by Au¬ 
gust Oncken with an interesting introduction fi888). All histories of 
economies deal with Quesnay, of course, the treatment in Gidc and Rist 
calling for special notice. See H. Higgs, The Physiocrats (1897); G. 
Schelle, Le Docteur Quesnay (1907); G. Wculcrssc, Le Mouvement 
physiocratique eu France de 1756 a 1770 (1910), and Les Physiocrates 
(19:51); M. Beer's Inquiry info Physiocracy (1939) is, quite rightly, al¬ 
most entirely devoted to Quesnay himself. 

Mirabeau we have met already (sec above, ch. 3). After his conxersion 
by Quesnay he devoted himself wholeheartedly to the cause of physi¬ 
ocracy, without however completely siirrendcring independent judgment. 
'IVo of his works already mentioned, the Theorie de Virnpdt and the 
Philosophic rurale, may have been written in collaboration or consulta¬ 
tion with Quesnay but are certainly not pure Quesnayism and contain 
things of which Quesnay cannot have ajiproxed. Nevertheless, the 
Philosophic (1763) xxas generally accepted as the first of the four text¬ 
books of pin siocrat orthodoxy. The sixth Part of UAnii presented among 
other things Mirabcau's cxjilanation of the Tableau. 

Pierrc-Paiil Mercicr dc la Rivite (also known as Lcmcrcicr; 1720-93), 
whose impulsiveness or bad manners made him more conspicuous than 
he deserxed to be, xvas responsible for the second of those textbooks, 
namely, UOrdre naturcl et essentiel dcs societes politiques (1767, re¬ 
print xvith useful introduction by E. Depitre, 1909), which Diipo.it de 
Nemours republished, in abstract, with a title that is revelatory of the 
group’s frame of mind: it read De Forigine et des progres d*une science 
nouvelle (176S). 'I he first thirty-five chapters of Mcrcier’s work arc dc- 
x'oted to topics of political theoiy, xxhich was xxhat primarily interested 
him—Quesnay’s scheme of despotisme legal that xxas really no despotism 
at all. I hc economics that occupies the remaining nine chapters is negli¬ 
gible. Both Diderot and A. Smith, howexer, thought highly of the book. 

G. E. Lc Trosne (172S-S0) xxas a much abler man. But he xxas a laxvxcr 
and mainly interested in the natural-law aspects of the phx siocrat system. 

In the field of economics he embraced physiocrat orthodoxy xvith some 
reservations. His Lihcrte du commerce des grains (176;) and his De Vin- 
teret social . . . , second volume of De Vordre social (1777), are meri¬ 
torious performances, though they are not more than that. 

llic Abbe Nicolas Bandeau (1730-92) began as an enemy but had his 
day of Damascus in 1766 and from then on proved a most useful jiopu- 
larizer and controversialist as xvcll as an efficient editor. His Premiere 
introduction . . . (1771; reprint with instructive introduction by A. 
Dubois, 1910) is the third of the group’s textbooks, perhaps the xveakest 
of all. 

The fourth and best of these textbooks xvas the short Abregi dcs prin- 
cipes de Veconomie politique (publ. first in vol. i of the Ephemerides, 
for 1772) by Karl Eriedrich voii Badcn-Durlach. 

Pierre S. Dupont de Nemours (1739-1817), who entered adult life as an 
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all-round literary free lancc, was by far the ablest of the lot. Napoleon I 
once described Marshal Villars as a ‘fanfaron d'hoimcur/ Similarly we 
can describe Dupont as a ‘go-getter' who nc^cr forgot honor and prin¬ 
ciple and who, in particular, retained both a genuine interest in purely 
scientific questions and loyalt>’ to the physiocrat creed throughout a 
career that offered every excuse for dropping them, lie was won over to 
the cause of ph>siocracy by shrewd old Qiiesnay himself, who knew per¬ 
fectly with whom he nas dealing and never pulled the curb too sharply. 
Dupont immediately began to write copiously and effectively, publish¬ 
ing, among other things, a free-trade tract on grain exports and imports, 
1764. On the strength of his success as a writer and editor, he secured 
various important employments under Turgot and later on under the 
last great minister of the aricien regime, V'ergennes. \\"e need not follow 
him through the ups and downs of life which, through the Comtituemte 
and the Dircctoirc finallv- landed him—a Roman would say, with the 
loss of his shield—in the United States. Nor need we record his numer¬ 
ous publications, all of which ])ear witness t(» the brilliance his talents, 
though these talents were those of the pianist and not those of the com¬ 
poser. The interested reader finds all except his letters in G. Schclle's 
Dupont dc Seinours ct Vecolc physiocratic/ue {iSSS i; also see W'eukTsse’s 
work previously quoted. 

As alrcadv mentioned, the school was thoroughly alive to the impor¬ 
tance of propaganda and some of its membeis. Bandeau and Dupont 
especially, were very good at it. They founded discussion groups, worked 
upon individuals and agencies in key j^ositions (the parlcmcnts espe¬ 
cially), and produced a large quantity of popular and controversial litera¬ 
ture. Their exploits in economic journalism, however interesting in them¬ 
selves, would not have to be mentioned here were it not for tlie fact that, 
rising above it, they also produced the bulk of the material that went into 
the pages of the first scientific periodicals in the history of economics. 
The Journal Oecoiiomique had from the first kept a highly 

creditable level, rendering such services to scientific economics as the 
publication of translations of Ilume (an important fact to keep in mind) 
and Josiah Tucker. The Journal d*agriculture, du commerce ct des 
finances (1764-85) wa.s intended from the first to supiilement the 
Gazette by taking care of ‘heavier' articles. The phvsiocrats partly con¬ 
trolled, partly had ready access to, this journal in 1765-6 and 1774-85. 
In 1765, however, Bandeau founded the famous f.phemerides du citoyen 
(‘the citizen's daily records would render this title, though it was a 
weekly), which, after Baudeau's conversion (from protectionism) in 1766 
became identified with pliysiocracy. In 1768 Dupont took over. It was 
suppressed, owing to its strong hostility to the ])olicy of the Aiguillon- 
Maupeou-Terray govemment, but recalled to life by 'I'lirgot (1774), 
whose policies it of course supported and some of whose enemies it at¬ 
tacked. TTie Nouvelles ephemerides died in 1776, and several efforts at 
resuming publication ended speedily in failure. But in a sense the short- 
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lived Journal dUconomie puhlique^ de morale et de politique (founded 
1796), though neither physiocrat nor the equal of the physiocrat journal, 
was the same kind of thing—as was in fact the later Journal des econo- 
mistes. In more than one rcs])eet, therefore, the T^phemerides should be 
renienibcred by the student of the history of economics as one of the 
major aehie\'cments of Quesnay and his group. The reader will find an 
excellent sketch of this joiirnars career, giving all the essential facts in a 
short compass, in Palgravc's Dictionary of Political Economy, article 
‘^jdicmtTidcs* by Professor S. Bauer. I. Isclin founded a German replica, 
not equal to the prototype (Fjphemeriden der Menschheit, 1776-82). 

The impressions a reader gets as he wades through the volumes of the 
EphemMdes (I have ]>een able to do so only to 1772) will of course var\' 
from one reader to another. Personally, I have been greatly struck by a 
certain similarity they dis]day to the scientific journals of late nineteenth- 
century Marxist orthodoxy, especially the Neue Zeit: the same fervor of 
conviction, similar controversial talent, quite the same inability to take 
an\ other but the orthodox \icw of an\thing, comparable capacity for 
bitter resentment, and equal absence of self-criticism. This shows par- 
ticiilarh in the review articles. But solid merit all but obliterates these 
blemishes. l‘!\en apart from 'Purgot’s Reflexions, which arc, of course, in a 
class })>• themselves, and the explanations of the Tableau, there is a lot of 
thoroughly good stuff. Dupont, for example, contTibuted what is to my 
knowledge the first genuine history of economics. Masses of historical ma¬ 
terial are presented. Contemi>orancous events from all corners of the 
globe are currently ic\ie\\ed, though always from a narrowly sectarian 
point of view. All in all, the first of tire long series of scientific journals of 
economics set a high standard for a long time to come. Its international 
success was well deserved. 

'Tlic three Germans mentioned above need not detain us long. As re¬ 
gards the Margra\e of Baden-Durlach (later Grand Duke of Baden, 
1728-1 Si 1), who jiolitically was one of the ablest public men of his time, 
we need add only a reference to his correspondence with Mirabcau and 
Dupont (edited, with introduction by K. Knies, 1892), which will repay 
perusal. J. A. Schlcttwcin (17^1-1802) was the Margrave's executive 
collaborator in the experiment on the practieal application of the physio¬ 
crat rcciiie to the village of Dictling which he reported in Les moyens 
d*arrSter la miskre piihlique . . . (1772). Neglecting his later and fuller 
account of this experiment, we shall be content to mention his Grand- 
feste der Staaten odcr die politischc Oekonomie (1778). His almost turbu¬ 
lent activih' in the ser^■iee of physiocracy, considered as a practical 
scheme of agrarian reform, made a stir wherever he went and secured 
him one of those traditional positions in the history of scientific econom¬ 
ics for which no analysis of published performance can unearth a justi¬ 
fication. In one respect only can this man interest us, excellent though he 
no doubt was in his w-ay. lie illustrates to perfection the tv'pc of econo¬ 
mist who will, I fear, never die out and who will forcNcr discredit eco- 
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nomics in the eyes of men whose approval is worth having. This is the 
t\pc that says: here is the patent iiicclicine that will cure all ills, ‘the 
most important thing for the public’ (these words arc the title of one of 
his publications); in fact, the only thing that is important for humanity, 
is to swallow it. Jakob Maiivillon (17^^-94) was a still more excellent man 
in inan>' respects, but still weaker as an economist. Ilis essay on luxury 
included in his Sammlung von Aiifsiitzen . . . (1776-7) is negligible. 
His PhysiokrutiscJic Briefe an den llemi Professor Dohni (17S0) is in or 
near the center of a German contnnersy on physiocracy, for the sake of 
which alone tliis publication deserves to be mentioned. But tliis contro¬ 
versy itself needs to be mentioned only because some interest attaches 
to the fact that the physiocrat doctrine, though very little understood in 
its true scientific importance and mainly discussed in its practical aspects, 
could raise a full-dress debate around 17S0. However we u.se tlie oppor¬ 
tunity to refer to the best performance on behalf of physiocrac>, K. G. 
Fursteiiau's Apologia dcs physiokraiisehcri Systems (1779). Of oi)poueiits 
it ^^•ill suffice to mention C. K. W. von Dohni (Kurze Vorstcllimg dcs 
physiokratischen Systems, 177S) and J. V. von Pfeiffer (Antiphysiokrat, 
17SC'. The latter’s voluminous systematic works of the liisti type, no 
doubt marked by strong practical sense, have earned for him high praise 
from several historians. Jean {Johann) Ilerrcnschwand (itiS iSii ), was a 
late physiocrat. Perhaps he should not be called a physiocrat at all, for 
he was not orthodox. But he was an able economist. His chief works 
were De Veconomic politique moderne (17S6); De Veconomic politique 
et morale de Vespece humaine (1796); Du vrai principe act if de 1 'econo¬ 
mic politique (1797). There is a German monograph: A. Jdhr, Jean 
Herrensch wand (1901). 

A sect with a creed and a political program naturally presents many aspects 
and calls for interpretative analysis from many standpoints other than ours; 
wc shall first glance at some of these, then consider the bare bones of Ques- 
iiay’s economic analysis, and cspecialh* the I'ahleau economique. 

[(b) Natural Law, Agriculture, Laissez-Faire, and Vlmpot Unique.] Pln si- 
ocracy ^ was nonexistent in 1750. iout Paris and still more Versailles talked 
about it from 1760 to 1770. Practically cver>bod>' (excluding professed econo¬ 
mists) had forgotten it by 1780- This meteoric career will be readily understood 
as soon as we realize the nature and extent of this success, that is to say. as 
soon as wc realize precisely what it was that, for about two decades, succeeded 
so conspicuously, how it succeeded, and why. 

Abo\e (in Chapter 2) wc have interj^reted Quesnay as a philosopher of nat¬ 
ural law. In fact, Quesnay’s theories of state and society were nothing but 
reformulations of scholastic doctrine. Tlic motto, Fx natura jus, ordo, ci leges 
might ha\c been, though it presumably was not, taken from St. Thomas. The 

' The term means Rule of Nature and was used by Dupont as a book title in 1767. 
But according to Oncken it was used earlier by Baudeau and is perhaps due to Quesnay 
himself. The question is of no importance. 
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physiocrat ordre naturel (to which there corresponds in the world of real phe¬ 
nomena an oTdre positif) is the ideal dictate of human nature as revealed by 
human reason. What difference there is between Quesnay and the scholastics 
is not to the former's credit. Wc have seen that St. Thomas and still more 
the late scholastics, such as Lcssius, were perfectly aware of the historical rela- 
tivit\' of social states and institutions and that they always refused to commit 
themselves, in mundane affairs, to an invariable order of things. But Quesnay's 
ideal order is invariable. Moreover, in his paper on Droit naturel, he defined 
Physical Law as the ‘regulated (regie) course of all physical events which is 
evidently the most advantageous to mankind,’ and Moral Law as ‘the rule 
(regie) of every human action conforming to the physical order evidently most 
advantageous to mankind’: these ‘laws’ form together what is called ‘natural 
law,' and they are all immutable and the ‘best possible ones' (les meilleures 
lots possibles). In the case of the scholastic doctors, such principles were con¬ 
fined to the realm of metaphysics and not directly applied to historically con 
ditioned patterns. In the case of Quesnay they were directly applied to par¬ 
ticular institutions, such as property. And Quesnay’s political theory— both 
analytically and normatively—turned upon a monarchical absolutism in an 
uncritical and unhistoric manner that, as we have seen, was also quite for¬ 
eign to the scholastics.'-* Now, we know how well the old natural-law system 
fared in the eighteenth century and how acceptable it proNcd to be, in its es¬ 
sential features, to la raison. Therefore, Quesnay’s particular form of it, some 
non-essential frills excepted, fell in with the intellectual fashion of the hour: 
everybody readily understood this part of liis teaching, sympathized with it 
from the start, and felt at home when discussing it. And, unlike other votaries 
of la raison, Quesnay harbored no hostility either to the Catholic Church or 
to the monarchy. Here, then, was la raison, with all its uncritical belief in 
progress, but without its irreligious and political fangs. Need I say that this 
delighted court and society? 

Again, agriculture held a central position in Quesnay’s program of economic 
policy as well as in his analytic scheme. And this feature of his teaching, too, 
fell in with the fashion of the hour. Just then everybody was raving about agri¬ 
culture. Tliis enthusiasm had two different sources that reinforced each other, 
though they were really quite independent. First, the revolution of agrarian 
technique gave a novel actuality' to agricultural problems. It amounted to less 
in France than it did in England, but it produced just as much drawing-room 
talk in Paris as it did in London. Second, the illogical association of the nat¬ 
ural rights of men with a glorified primitive state of society' and the not less 
illogical association of the latter with agrarian pursuits gave to agriculture a 
drawing-room popularity that had, to be sure, no relation to Quesnay's serious 

* It should be observed, however, that in Quesnay’s time and country there was per¬ 
haps much practical wisdom in this, h'or in the actual situation of eighteenth-century 
France, the reforms advocated by the physiocrats could have been carried (without revo¬ 
lution) only by the strong hand of a de.spotic monarch. 'Fhe hostility of the phy.sio- 
crats against ‘privilege’ of any kind was therefore not, as one might think, in contradic¬ 
tion to their allegiance to monarchy but on the contrary the very reason for it. 
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teaching but nevertheless blew wind into his sails. Vi'c have the picture if we 
add one more touch, llic dogmatizing doctor's apartment in the entresol of 
the palace of Versailles was not far from the well of all preferment, Mme dc 
Pompadour’s suite. The amlntious on the lower rungs of the ladder could 
hardly fail to pcrcci\c this fact, and some of them may ha\c thought that 
an hour’s boredom in the former was a cheap price to pay for a good word 
dropped in the latter. Mannontel was quite frank about this, and it is safe 
to assume that he was not the only one to make the discover}'. 

Such things do matter at all times though different environments have dif¬ 
ferent methods of faxoring doctrines without absorbing, or caring for, their 
real scientific import, if any. Expressed in terms of that particvilar environ¬ 
ment, Quesnax’s success was priinarilx* a succes de salon. Polite society talked 
physiocracy for a time but very fexv people outside took much notice of it 
except by wax* of sneering at it. There xvas thus a physiocrat fashion but there 
xvas no physiocrat movement in the sense in xxhich there was (and is) a Marxist 
movement, cspeciallx- not one rooted in agrarian class interests. But xxhat about 
the political influence of the jdixsiocrats of which xxe read so much? What 
about their historic role in combating privilege, abuses, and all the horrors 
of protection? 'fhe reader would completely misunderstand the drift of the 
argument presented, as xxell as the reasems xxhx it xxas thought necessary to 
present it, if he concluded from what has been said so far that this influence 
should be equated to zero. No group so well disciplined and so bent upon 
propaganda as the physiocrats were can fail to exert some influence. For in¬ 
stance, such a group as our own League of Women \’otcrs is a cog in our 
political engine that no realistic analxsis of our time can afford to neglect 
entirely. The point is that the physiocrat group exerted this kind of influence 
and no other, and that their importance as a motixe poxver of politics was 
small. A brief examination of Quesnay’s recommendations xvill establish this. 

These recommendations max* for our purposes be reduced to two: laissez- 
faire, including free trade, and the single tax on the net income from land. 
In order to arrive at a true estimate of Quesnax 's competence as a ‘practical’ 
economist, it is necessary xvith regard to both to distinguish doctrinal frills 
from underlying common sense. ITius, Quesnay taught laissez-faire and free 
trade as absolute norms of political wisdom. But these imperatives must be 
viewed in the light of the physiocrats' hostility' to all kinds of privileges and 
to a great many things that seemed to them to be abuses, monopoly positions 
among others. Since these could not have been abolished without a good deal 
of gox^rnmental ‘interference,' Quesnay urged upon government w'hat really 
was an activist policy, and not at all one of doing nothing. Moreover, in spite 
of his wholesale condemnation of government regulation or control, it is rele¬ 
vant to obser\'e that w'hat he actually faced were regulations that were in¬ 
herited from the past and no longer fitted current conditions: the absolute 
norm of laissez-faire acquires in such a ease a relative significance that differs 
greatly from what its absolutism suggests. Finally, we must not forget that 
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French agriculture in 1760 not interested in protection: there was no 
‘danger' of large wheat imports as a normal phenomenon; and free trade in 
agricultural products would have, if anything, increased their prices. We shall 
jircscntly disco\cr reasons for doubting wlictlicr Quesnay would ha\c been a 
tliorongb-going free trader if he had written in 1S90. Similarly, as regards his 
single tax, we must distinguish the common-sense idea from the trappings 
that made it an object of ridicule. To simplify and rationalize tlic French 
s>'stcm of taxation by basing it upon a tax on net income was evidently a 
sensible idea. To base it exclusively on such a tax was a doctrinaire’s way of 
putting this idea. To base it exclusively on a tax on the net rent of land was 
Quesnay’s way of applying his theory that the net rent of land was the only 
kind of net income in existence and that any tax must ultimately fall upon 
it in any ease. This theory may be untenable. Even if it were tenable as an 
abstract ])roposition, its application to the practical question of taxation would 
be indefensible because the mere ]>rcscncc of friction in the system would be 
enough to produce net returns other than the rent of land. But the value of 
the fundamental idea is not entirely destroyed by this particular twist. More- 
o\er, the suggestion to tax the pure rent of land, in view of the fact that it 
was then not directly taxed at all, carried sense whatever the frills in which 
it was presented—sense that cannot be claimed for later proposals of a similar 
nature, such as Henry George’s. The physiocrat contribution to public finance 
in fact stands out well in the group’s textbook on it, Mirabcau’s Theorie de 
Vwipot (1760). ’I’his work—Dupont called it ‘sublime*—relieved the stress 
uj)on the single tax panacea by properly emphasizing the importance of ad- 
ministrati\e reforms, of re\enue from the domaine, the mint, the post office, 
a special tax on tobacco production, and a salt tax: all of this helps to remove 
the stigma of freakishness that has Ixcn put upon the impot unique. 

But observe that there was nothing in the physiocrat general program that 
w'as substantially new. The traditional assertion to the contrary may be traced 
(1) to tlie understandable desire of historians of the group to protect its pri¬ 
orities against A. Smith, in which they were, of course, quite right; (2) to the 
optical illusion that will victimize any historian of doctrine who concentrates 
his vision upon a particular group and pays inadequate attention to what lies 
around and, historically, before it; (3) to Quesnay’s way of quaint and dis¬ 
tinctive formulation, which separates his views from similar ones by over- 
accentuated but all the same artificial dividing lines. Thus, the single-tax idea 
was as we know an old one: if Quesnay can be said at all to have done some¬ 
thing novel with it, then his contribution consists in his having given it that 
particular twist which few of us will hail as an improvement. In matters of 
free trade it ma\ indeed be held that the plnsiocrats were the first group to 
advocate unconditional free trade though they had been anticipated by in¬ 
dividuals such as Sir Dudley North. But for us this is not important. Much 
more important is it that as regards grasp of the scientific principles involved, 
many of tlieir contemporaries, including their professed enemies such as For- 
bonnais, were their equals. It cannot be too often repeated that sponsorship 
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of a particular practical conclusion proves nothing for or against a man's in¬ 
sight into economic causes and effects. In fact, if cqiialit>' of insight be doubted 
at all, the doiilit should be raised against Qucsna\. For ‘whole-hog' positions, 
though there arc many other explanations for them, usually point to some 
defect in insight rather than to the contrary. 

Nevertheless, Quesnay's views about the economic process and his policies 
being what they were, it is of course possible to trace to him practically the 
whole arsenal of nineteenth-century liberal argument. But all those ideas floated 
toward ninctecnth-ccntiirv writers and politicians in a much l)roadcr stream, 
in which the plu siocrat element was but a small part. This also applies to the 
politicians of the Constituante and of the Revolution in general. Nor is there 
more justification for the claim that physiocrat influence was responsible cither 
for Turgot’s appointment or for his policy (sec below, see. 4). The only in¬ 
stances of practical influence were the experiments with the irnpot unique 
made by Karl Friedrich of Badcn-Durlacli and b>' Peter Leopold, Grand Duke 
of Tuscany. However, it has been remarked already that Quesnay. if he got 
rather more than his due as a patron saint of economic liberalism, has to this 
day been receiving less than his due as a scientific economist, if we neglect 
the glowing eulogies of his immediate disciples. Fspecially that kind of recog¬ 
nition—the only serious one—that consists in the acknowledgment by com¬ 
petent workers of obligation, or at least of priority, in definite points, has been 
dealt out to him rather sparingly. One reason for this was that his anahtic 
work was little understood and that in consequence later economists actualh 
did not owe as much to him as one might think. Another was the presence 
in his teaching of what people felt to be an element of oddih'. In the ease of 
A. Smith both reasons seem to have been operative: almost certainly he did 
not fully grasp the importance of the tableau economique; quite certainly he 
was overanxious to a\oid associating himself with nn\thiiig that was in any 
way odd. Karl Marx was the only first-rank economist to gi\c Quesnay his due. 

[(c) Quesnay's Economic Analysis.] Recall Quesnay’s definition of Natural 
Law. As soon as we realize all its implications we shall understand what those 
historians mean who, pointing to a theological bent in Quesnay’s thought, 
either deny the analytic character of his work or, if they go not quite as far 
as that, at least hold that Quesnay's religious beliefs must have been a factor 
in shaping his economics.- Tlicre may be some truth in this as far as Quesnay’s 
views on economic policy and his value judgments are concerned. But there 
is no truth in this as regards his economic theor>*. It is not decisise of course 
tliat Quesnay himself repeatedly claimed that he was faithfully describing 
facts.^ But application of our own test yields the same result and c:stabli.shcs 

I’his point will stand out particularly if we compare Quesnay's definition witli 
Montesquieu's, wliose natural laws arc nothing but rapports necessaires qui derivent de 
la nature des choses, a definition that cannot be commended too highly. 

** Two references may be useful: first, in the dialogue Du commerce (1766), where 
Quesnay expounds part of his theory of capital, he invites his readers to visit farms 
and factories in order to satisfy themselves of the realism of his theory; second, speak¬ 
ing of the economic relations between classes he tells us: La marche de ce commerce 
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the validity of that claim: the reader will presently sec that no economic 
proposition of Qiicsnay’s rests upon any theological premisses or would be 
affected by discarding what we know about his religious beliefs. Hiis proves 
ipso facto the purely analytic or ‘scientific* nature of his economic work and 
leaves no room for extra-empirical influences. Let us now consider briefly the 
salient features of his theoretical set-up. 

1. All reasoning on economic topics necessarily imjilies recognition of an 
Economic Principle of some sort. Precisely because of this it is difficult to 
say when and by whom such a principle was first formulated. But if uc wish 
to stress explicitness of formulation, then, I think, ])riority fas against the 
Italians) belongs to Qnesnay’s rule of conduct: greatest satisfaction ijoiiissance) 
to be attained with the sinallcst expense or, as he goes on to sa\, laboi pain. 
'I he importance of this rule or principle, considered as a contribution to formal 
theory—or, as we may also eall it, to the pure logic of economies—consists 
l^rimarily in bringing out the fact that the fundamental problem of that theory 
is a maximnm problem. *J’hc importance of the hedonist garb in which Quesnay 
presented it consists in the fact that, considering dates, it gives him a prom¬ 
inent place in the history of utilitarian social philosophy: he certainly was 
one of the founding fathers of utilitarianism though he did not state the 
greatest-happiness principle in so many words. 

Hut he also is the most important of all the founding fathers of the doc¬ 
trine that will henceforth be referred to as the Maximum Doctrine of Perfect 
Competition (see A. Marshall, Principles, p. 531). lliat is to say, he held that 
maxinuun satisfaction of wants f(u all members of society, taken together, will 
result if, conditions of perfect competition prevailing, e\eryone be allo’vcd to 
act freely upon his own individual self-interest. 'Ibis doctrine was taught 
throughout the nineteenth century, unconditionally or with some qualifica¬ 
tion, by most nonsocialist theorists of standing, including many who refused 
to accei)t the utilitarian philosoifliy: serious, though at first ver> cautious, 
criticism realh’ starts with A. Marshall. All the more necessary is it to point 
out how weak its foundations were from the first. 'Ihe doctrine is of course 
ne\cr strictly true under any circuinstaiiccs. But, for certain historical environ¬ 
ments, a ease can be made out for it under assumptions that arc restrictive 
indeed, but not so restrictive as to dci>rnc it entirely of practical value. The 
point to which I wish to call the reader’s attention is. however, that Quesnax 
did not make any attempt to prove it. It did not seem to him to stand in 
need of explicit i)roof. He manifestly thought that if cxcry individual strives 
to realize inaxiinum satisfaction, then all indixidnals will ‘of course’ achieve 
maximum satisfaction. The fact that one of the best brains of our science 
conld have been content with such an obxious non sccpiitur is indeed food 
for thought: low standards of rigor and slop]nncss of thinking have been worse 
enemies of .scientific economics than has been political bias. 

Observe, howexer, that the physiocrat slogan—‘the interests of individuals 

entre Ics differentes classes et ses conditions essenticUcs ne sont point hypothdtiques. 
Quiconque voudray reflcchir, verra quils sont fidekment copies d'aprds la nature. 
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are the servants of the public interest’—is not per sc open to our objection. 
It may mean no more than that, as A. Smith was to put it, we owe our bread 
not to the bencNolencc of tlic baker but to his self-interest, a pedestrian truth 
which it is wortli while to repeat again and again in \’iew of the ineradicable 
prejudice that every action intended to serve the profit interest must be anti¬ 
social by virtue of this fact alone. A. Smith was careful not to build too nmeli 
on this. In particular, he was keenly aware of the antagonism between social 
classes. But Quesnay went on, from asserting universal compatibility—or, in¬ 
deed, compicmentarih—of individual interests in competitive society, to as¬ 
serting universal harmony of class interests, which makes him the forerunner 
of nineteenth-century Harnionism (Say, Carey. Bastiat). In this ease, however, 
we ha\c an attempt at proof: the fuhlcau economiqiie shows how e\cry class, 
as it were, li\cs upon cvcr\ otlier class, and in ixirticnlar how the prosperit\ 
of the landowners conditions the prosperity of the other classes. The juoof— 
which hails from Cantillon—is open to obsicnis objectiems and e\en to ridi¬ 
cule, but nevertheless Quesiiay’s harmoiiism does not simply hang iu the air. 
Nor is it necessary to appeal to belief in providential ordinance in order to 
explain it. 

II. Quesnay possessed a very comprehensisc analytic schema, though he 
presented it by means of disconnected sketches. Some parts of it, especially 
those conceming population, w-ages, interest, and money, will conic in for 
notice in subsequent chapters. In order not to lea\c the present picture in¬ 
complete, however, 1 shall indicate his positions on these subjects: liis theory 
of population anticipated that of Malthus in all essentials; his tlicory of wages 
centered in a minimum-of-cxistcncc proposition; his tlieory of interest nia\ he 
said to be almost nonexistent and he entirely failed to account for the phe¬ 
nomenon; his theory of mone>, unlike Cantillon’s, was what wc have decided 
to label cartalist. 

Barter and pricing he analyzed on strictly ‘subjective’ lines—basing his 
theory resolutely upon the fact of consumers’ wants. 'This is of some iinijor- 
tance—though he added nothing to the price theory of the late scholastics— 
because his treatment of the problem (like Condillac’s) must be counted among 
the influences that kept this theory alive in Krance: it points directly to J. B. 
Say. There is, however, another point to he recorded in this connection. A. 
Marshall may have been right in denying that the theory of consnmj)tion is 
the scientific basis of economics. But it was certainly the basis of Quesnay’s 
economics. Tiberal’ economists of the nineteenth century were in tlie habit 
of commending cightcentli-ccntury free traders, especially A. Smith, for liaving 
duly emphasized the truth that consumption is the ‘sole end and purpose of 
production’ and for having thereby alnrlishcd one of the ‘errors of mercan¬ 
tilism.’ There is very little to this: the truth, so far as it is a truth, is trivial 
and the error is largely imaginaiy. However, Quesnay also attended to con¬ 
sumption in a different sense that would have been very little to the taste 
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of those ‘liberal’ economists and is, if anything, suggestive of ‘mercantilist’ 
lines of thought: “ unlike Turgot and A. Smith, he made it an explicit con¬ 
dition for the economic process to function smoothly that everybody should 
promptly spend his net receipts upon consumers* goods or, to use a phrase 
that has gained currency in \\-ashington in the last years, that everybody 
should ‘utilize’ his income fully. If this were not dune, he thought, and es¬ 
pecially if some people saved in order to increase their individual stocks of 
money, all classes would decay and total output would shrink, since anybody’s 
refusal to spend necessarily destroys somebody else’s income. This ‘Keynesian’ 
aspect of Quesnay’s teaching will be considered later. 

III. Particularly significant as a creative contribution was Quesnay’s theory 
of capital. Cantillon and other precursors notwithstanding, he may be said 
to have laid the foundations of this part of economic theory. The performance 
is an interesting illustration of the way in which, in the mind of the born 
theorist, analytic generalization may grow out of observation induced by pre¬ 
occupation with practical problems. Quesnay’s agricultural program, which to 
him was practically equivalent to the sum total of economic policy, was geared 
to the needs of fairly large-scale farming: like Cantillon, he never considered 
seriously any agraiian world other than one that turned on, and was propelled 
by, the enterprise of an intelligent and active farming class in full possession 
of all the technological and commercial opportunities of its time, "^nicsc in¬ 
telligent farmers he did not visualize as owners of their land, but as free from 
all interference from landlords, from wliom they would rent, for long periods, 
large lots of land—cleared and equipped with buildings—in order to do with 
them as they pleased. Connnons should he dissolved and let to individuals 
like the rest of the land; feudal rights and duties—in particular the right to 
hunt on farm land—.should be abolished; so should internal and eicternal cus¬ 
toms that hamper disposal of products, and taxes that discourage effort (one 
of the practical reasons for the single tax that was to be paid by the landlord); 
the countrxside, as it were, was to dissolve into a sw’arm of prosperous enter- 

Qucsiiay’s frcc-tradc rceoninicndations are, of course, responsible for the tradition 
that put him into a position of uncoinproniising ho.stility to ‘mercantilist’ doctrine. \\*e 
have seen, indeed, th,it c\cn in those recommendations there is an element that dis- 
tiimuislu's his free trade from the free trade of the ninctecnth-centiny' ‘liberals’; viz., the 
emphasis upon the bon prix. the high price, of agricultural products. But in itself this 
might be interpreted as an insertion, for reasons of political preference, of a practical 
consideration into a doctrinal structure to which it was thoretically extraneous. Looking 
more closely. howe\er, we discover that there was more than that to the bon prix. 
Unlike A. Smith, who carried the chcapne.ss and plenty doctrine to victory (and there¬ 
fore was, if w’c adopt l.()id Keynes’s view', a victim of the ‘fallacy of cheapness’), 
Quc.snay sponsored, as a matter of analytic principle, the dearness-and-plenty view 
(.sec below, ch. 6. sec. 1). And this, taken together with the point to which I am 
about to call attention in the text, makes him a brother in spirit, as far as analysis 
and not policy' is concerned, of writers that are usually cla.ssed as ‘mercantilists’ and 
distances him from the nineteenth century writers who were to follow' A. Smith and 
from Smith himself, at least in one very important rc.spect. 
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prises, left to their own devices, selling at high prices, buzzing with energy 
themselves, and energizing the whole of the national economy." 

Now, if the reader \ isiializcs this particular type of program, he w'ill imme¬ 
diately see that its success presupposed fulfilment of three conditions: first, 
that these faniicr-entrepieiieurs should actualh' buzz with energy, a eoiulitioii 
that Quesuay took lightly because, being a typical child of his age, he did 
not attach much importance to the problem of innate qualities of personnel; 
second, that this farmer’s paradise should not be undersold from abroad, a 
condition about which, in eighteenth-century France, it was not necessary to 
worr\'; and third, that there should be plenty of ca])ital—cheap capital— 
available for these essentially capitalist farmer-entrepreneurs. Quesnay did 
worry about this last condition. He had every reason for doing so, because 
his realistic studies, which w^ent into all the details of the technology and 
business policy of farming, had given him a true idea of what the capital 
requirements of this kind of farming actually arc. And it was from these in¬ 
vestigations that, conceptualizing his findings, he developed his theory of 
capital. "I he immediate result is embodied in liis classification of the fanner’s 
capital requirements into arauces foticieres, initial expenditures on clearing, 
draining, fencing, building, and the like that d(» not recur at all or recur onl\ in 
long periods, arartces primitives, expenditures on equipment including cattle and 
horses and the avanccs annuelles, the current expenditures on seed, labor, and 
the like.' 

Quesnay did not bother much about generalizing these concepts: their ex¬ 
tension to include industry does not present any difficulK. But what do these 
axances consist in? It is no doubt the drainage, buildings, oxen, ploughs, seed 
and labor, and the like, that the farmer needs. A slock of goods and services, 
then? But jf so, what are we to do with the facts that ‘ca])ital required’ or 
‘capital invested' is, at the \cTy least, expressed in terms of money, and that, 
as a matter of fact, it is also bought for rnonc>', winch is realK what landlord 
(for the avances foncieres] and farmer need in the first instance? JJucsnay ran 
up against all the problems that lurk behind these questions, and his rudi- 
mentar\’ attempts at solving them may have been—c*vcn if they were not ae 
tually, for it is iii)])ossible to be certain about this—the starting points of all 
further work upon them. W'c shall discuss below the reasons that have been 
adduced for belie\ing that A. Smith’s capital theory grew' out of critical ab¬ 
sorption of Qucsna> \s, which w'ould in fact make the latter the ancestor of 

" By way of suppIcTncntiiig wliat has already been said about the coiniiioii .sense 
of much of yiiesiiay’s economic pliilosophy, it may be observed that a policy of tlii.s 
kind seems indeed a more reasonable thing to recommend, in the domestic and inter¬ 
national situation of France around 17^0 or 1760, than throwing away means on 
colonial ventures which, even if successful, would only inovidc prizes for the Fhiglish 
fleet, or on financial enterprise that might end as )ohn Law’s had ended, or on mili 
tar>' establishments that might produce another Ros.sbach. Iliis psychology of the 
thorouglily di,sappointed nation that Quesnay was addressing must be understood. 

^ 7 *here arc in addition the avances souveraines, public expenditure on roads, et 
cetera. 
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practically all the capital theories down to J. S. MilVs. And since the man 
who first tackles a subject will often throw out all sorts of suggestions that 
point in many more directions than he himself is aware of, we might even 
l)c tempted to trace back to Quesnay such later developments as are asso¬ 
ciated with the names of Walras and Irving Fisher, on the one hand, and of 
fevons and Bbhm-Bawcrk, on the other. This, howe^'e^, is hardly permissible, 
for the logical possibility of doing so simply results from the rich and in¬ 
definite possibilities—of truth as well as of error—that are enshrined in the 
word avanccR. Of course, no writer on economic subjects can ever have doubted 
the simple fact that what ‘capitalists’ do is to provide either goods or money 
with whicli to start and carry on production; and ‘capitalists’ themselves always 
knew that what they were doing w'as to ‘advance’ money for these purposes. 
But one of the fundamental hpes of analytic achievement precisely consists 
in raising some simple ract (for example, that apples, severed from the branches 
of the apple tree, will fall to the ground) into the light of theoretical con¬ 
sciousness. This is what Quesiun’s contribution to capital theory' consists in: 
impressed ])> the fact that his farmer-entrepreneurs could not start upon their 
careers unless they were proxided with all sorts of things beforehand, lie intro¬ 
duced capital into economic theory as wealth accumulated previous to starting 
the production under consideration. But more than this he did not do, and 
widely divergent paths may open out from this starting point. In particular, 
he did not analyze the formation and behavior of money capital as a thing 
distinct from ‘real’ capital—a thing, moreover, that plaxs tricks of its own. 
And he accepted the Janus face of nonmonctarx capital, which is value on one 
side (xdlcurs accunmUk»s] and physical goods on the other, xxithout straighten¬ 
ing out the problems invohed, particularly that of the carrying charges which 
enter the value concept but do not enter the phxsical one. 

IV. The third chapter of Book ii of Marshall’s Principles opens with the 
sentence, ‘Man cannot create material things.’ 'This statement hails from J. S. 
Mill and Rae and many earlier writers. Since economics is concerned with 
the ‘creation* or production of cither utilities or market values, it is difficult 
to see the relevance of such a statement, of which, in fact, none of those 
writers ever made anx' use. But, as excryonc knoxxs, the physiocrats did put 
it to analytic use: folloxving Cantillon they dcrixed from it their theorx' of 
the produit net. This is the only reason why the subject crosses our path 
again. For neither their statement of what they believed to be a physical fact 
nor the philosophies in xxhich thex’ indulged in connection xvith it are in 
thcmsclxes xxorth our xvhilc to discuss. Nor would there be anything par¬ 
ticularly interesting in Quesnay’s terminological decision to call, on the strength 
of that fact, agricultural activity ‘productive’ (the farmer’s activitx*, not that 
of the farm laborer^ and every other actixitx' ‘sterile’ (xvhich, of course, docs 
not mean useless), though it is precisely this xxhich xvas felt to be odd and 
attracted an undue amount of critical attention. Let us, hoxvevcr, observe that 
it is really not so verx' odd to look upon an economy as an engine that is 
fed materials draxvn from the xvomb of nature and that simply works up these 
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materials without adding to them: the only question that arises is whether 
or not the analogy is useful. After what has been said on the subject in oui 
surve>' of Cantillon's work, we can dispose of it quickly. 

We have seen in that survey that the theory of Cantillon’s pToduit de la 
terre —^and Quesnay’s produit net is the same thing—is a method, though 
certainh' not the most correct or convenient one, of expressing the fact that 
the rent of land is, or contains, a net return. But, as we have also seen, tlie 
theory goes further than this. It holds that the rent of land is the only net 
return in existence, and that it is coextensive with the whole of society’s dis¬ 
posable net income, all other returns being balanced by cost items in the 
sense that they arc not more than sufficient to rejjlace v\liat production uses 
up. The workman gets no more than is necessary to reproduce his ability to 
work. The capitalist, taking account of risks, gets no more than is necessary 
to replace his stock and his abilih' to work: labor, management, and capital 
arc ‘sterile* in the sense that, though they produce utilities, they do not pro¬ 
duce any Surplus V'aluc. 

In general conception this theory bears a striking similarity to that of 
Marx. Exactly as Quesnay let land alone be productixe of surplus value, so 
Marx let labor alone be productive of surplus value. Neither construction 
allows any productivit}- to capital—meaning plant, e(|uipnient, and material 
—which is indeed a conductor or embodiment of a surplus \alue created, 
rcspcctiveh', by land or labor but does not add to it. So far Marx’s theory 
looks as if it were the result of switching (Juesnay*s schema from one of 
Petty’s two original factors of production to the other. M’here seems, howexer, 
to be a fundamental difference between the two. Marx’s way of carrying out 
his postulate of productivih’s being inliercnt in labor alone is, as we shall 
sec, open to objection. But, w'ith him, labor’s productivity is from the fust 
a value productivity, and he attempted to show, on tlie basis of his law of 
values, how' .surplus value emerges from the mechanism of einnpetitivc mar 
kets. Quesnay made no such attempt. His starting point was jdiysical pro- 
ductivit\\ that is, ‘creation’ of stuff and not of values. Me took it for granted 
that the fact of physical productivity implied value productivity, and he shifted 
in midstream from the one to the other. On the face of it, this seems to be 
a definite error of which Marx was not guilty. But we have seen above that, 
by means of suitable assumptions, it is nevertheless possible to make the 
proposition that the rent of land is the only net return formally valid. And 
this means in turn that if we grant these assumptions—which are, after all, 
not much worse than those which it is necessary to grant in order to validate 
the labor theory of value—it is possible to transpose Quesnay’s irrelevant argu¬ 
ment from physical productivity into a relevant one from value productivity: 
the scarce natural agent, by hypothc.si.s oiK:rating in agriculture alone, produces 
a value surplus over the other factors there employed, and manufacture adds 
nothing to it because competition will reduce what it docs add to the value 
of the materials to the level of the value of the agrarian products that the 
manufaeturers and their workmen consume. If we be grimly resolved to go 
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through with this argument, even interest could be explained as a derivatc 
of the produit net. This would complete the analogy with Marx. 

(d) The Tableau flconomique. The analytic structure we have been survey¬ 
ing is logically quite complete, and he who knows how to piece it together— 
which Quesnay did not do—will not miss any of the essentials that go into a 
coniprchensi\e treatise on pure and applied economics. The over all descrip¬ 
tion of a stationary economic process which Quesnay embodied in his tableau 
is not, as his pupils and practically all critics believed, the centerpiece of that 
structure but an addition to it that is separable from the rest—])ainted, as it 
were, on a separate canvas—and therefore can be dealt with separately. What 
it depicts is the flow of expenditures and products between social classes, which 
here become the actors in the economic play—whicli they are not in the rest 
of Quesnay’s work. 

Economists, of course, always had some schema of the class structure of so¬ 
ciety' at the back of their minds. Cantillon seems, ho\\c\er, to have been the 
first to construct such a schema explicitly and to use it as a tool of anahsis. 
'Ihis schema was adopted by Quesnay. Accordingly, he distinguished land¬ 
owners {classe dcs proprietaircs, or classe souveraiue or, what is significant, 
classe distrihuthe), fanneis (classe productive), and all the peoi>le engaged in 
nonagiicultural i)uisuits, roughly cquixalciit to the bourgeoisie (classe sterile). 
Labor may either be treated as a fourth class or added in proper proportions 
to the seeiJiid and third. The latter seems preferable in order to bring out the 
nature of the schema, which is not so much a schema of classes as sociological 
entities, hut of economic groups of the kind we meet in the familiar statistics 
of people ‘attached' to, say, agriculture or mining or manufacturing industries. 
In any case, however, labor plays an entirely ‘passive* role with him exactly as 
it did with Cantillon. The flow of expenditures and ]5roducts, then, is between 
a ‘fanner basin,* a ‘landowner basin,’ and a ‘sterile-class basin.’ It is not neces¬ 
sary to reproduce Quesnax's picture of it or to enter into its details.^ All the 
reader needs to retain is this. 

Supjmsc that in the unit period f-i the landoxvners have received and ac- 

^ As already stated, the Tuhlcau economique ('picture' would render the meaning 
better than does the more usual ‘table'i was first printed in X'crsaillcs, 1^58, with 
much jioiiip and circiinistaiicc—Louis XV himself, so we arc told, correcting the 
proofs. This original, lost for over :i hundred years, was recoxered and reproduced in 
facsimile for the British Kconomic Society fas the Royal Economic Society tlien xvas 
called) in iS(j5 with a valuable introduction by 11. Higgs, and has been repeatedly 
reprinted since. Hut Quesnay himself published another simplified version in the 
Analyse (see Oeuvres), which Dupont used in his Physiocratie. I’he reader finds a 
translation of Qnesnay’s connnentarx' in A. E. Monroe's I'arly Economic Thought. 
Mirabeau. in the sixth Part of L*A?ni presented a xersion of his oxvn. 'I'hcre are thus 
at least two tableaux (disregarding variants that differ but little), xvliich not only use 
different figures but also differ somexvhat in theoretically relevant features. W'e shall 
not. hovxever. go into these matters. Hie best xvay to get the essential idea xxith a 
minimum of troid)le is to look up the excellent presentation by Shigeto Tsuru in 
Appendix A to T. M. Sweezy’s Theory of Capitalist Development (194-)* 
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cumulated in many instalments the rent due them by the farmers, so that, at 
the beginning of period t, they hold in cash all the net national income (in 
Qnesnay’s sense) while everybody else stands ready to sell and to produce. We 
arc to follow the meandcrings of that rent or net income through the economy. 
Let its amount be looo units of money. The landowners, so we will further 
assume, spend 500 of this on farm products and 500 on manufactures, the 
products of the sterile class, that is, the class that docs not produce surplus 
value. 'Ihe ^00 units that the farmers get back in this way (for these units 
came out of their payments in f-i) arc first of all doubled in their hands in 
consequence of their surplus valuc-pr(»ducing activity so that they swell up to 
1000. Half of this then goes to the landlords for rent (not to be spent until 
period t+ 1), one quarter is ‘consumed* within the agrarian sector, the last 
quarter goes to the ‘stcriles* in payment of maunfaetiues fi>r the farmers* use. 
'I'hc ‘stcrilcs* do not add any \aluc but only reproduce it. Of the 500 they 
rccei\'ed from the landlords, 250 units arc absorbed by their and their work¬ 
men's consumption of their own products. Tor the other 2^0 they buy food 
and raw material from farmers in whose hands these 2^0 again swell up to 
:;oo. And the same happens with the 2:;o and any later amounts the> get from 
farmers. W hatever the fanners receive is alwa\ s doubled and used for pa\ incut 
of rent to the landlords to be spent in period t -f 1 for consinnption in the 
agrarian sector and for further purchases from the Meriles.* It will be readily 
seen that, if the length of the unit period be proi)eiK chosen, we shall find at 
the end of it tliat the 1000 units of net income arc back again in the hands 
of the landowners, who will, at the beginning of period £4 1, spend them 
and so start the whole process again. Tlie reader w ill realize that all this, apart 
from the pictorial form, amounts to no more than a develojnnent in fuller 
detail of Cantillon’s schema.But what is the use of this picture, and what is 
the nature of the anah tic achievement it embodies? 

It should be obser\cd at the outset that so far as the idea of such a schema 
is concerned the specifically physiocrat features in the Cantillon-Qucsnay 

®Tlie question liow ‘credit’ should be distributed between Cantillon and Qiiesnay 
is both difficult and, fioni the standpoint of the sociology of scientific invention and 
scientific success, interesting. Cantillon no doubt felt the scientific need for some such 
tool, had the idea of how to construct one, and actually pointed the way tow^ard doing 
so. If one of these three criteria for attributing inventions to individuals had been 
absent, the ease would be much easier to deal with: as it is, Cantillon did for the 
tableau method what both Newcomen and W'^att did for the steam engine. Yet I frankly 
confess to a reluctance toward attributing to Quesnay no more than the merit of 
sharpening Cantillon’s concepts and putting results into the tableau form which puzzled 
and attracted. Such derp understanding and u'holehearted absorption of another man’s 
work is rare unless it is propelled by original perception of the same thing. Moreover, 
as will presently be pointed out in the text, an essential part of the achievement was 
the circuit flow idea. It is tempting to assume that this idea came indeixnidcntly to 
Quesnay, the physician, through analogy with the circulation of the blood in the 
human body. William Harvey’s (1578-1657) discovery of the latter was then a century 
old but had lost nothing of its freshness {Exercitatio anatomica de motu cordis ct 
sanguinis, 1628). 
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tableau are irrelevant. Having dealt with these already, we are therefore no 
longer interested in the central position Cantillon and Quesnay assigned to 
landowners and their expenditure: wc could just as well start from one of the 
two other ‘basins.’ Nor arc we any longer interested in what was of primary 
importance to Quesnay, namely the principle that every sum that goes to farm¬ 
ers increases (doubles) in their hands and that sums that go to manufacturers 
do not. Every analyst can arrange these points so as to suit his theoretical 
set up. What we arc now interested in is the tableau idea considered as a tool, 
the tableau method itself, llirce aspects of it call particularly for attention. 

First of all, the tableau method achieves a tremendous simplification. Ac¬ 
tually the economic life of a nonsocialist socict>' consists of millions of rela¬ 
tions or flows between individual firms and households. Wc can establish cer¬ 
tain theorems about them, but wc can never observe all of them. But if we 
re]^lacc them by relations between classes or by flows of class (or other) aggre¬ 
gates, the unmanageable number of variables in the economic problem sud- 
denl>- reduces to a few which are ca.sy to handle and follow up. Reserving this 
aspect for later discussion, wc take the opportunity of noticing a cognate though 
different j^oint. A glance at the tableau suggests the idea of a Social Product 
or 'i'otal Output that is produced in one series of steps and ‘distributed’ in 
another. W’e arc so familiar with this idea that wc rarely if ever realize how 
very unrealistic an abstraction it is. Production and distribution arc indeed dif¬ 
ferent processes in a socialist socict>-. But in capitalist society they are but 
different aspects of one and the same procc.ss: the bulk of capitalist incomes 
is formed in the course of the transactions that constitute production in the 
economic, as distinguished from the technological, sense. Nevertheless, the 
realistic idea of income formation—the realistic virtue of which moreover does 
not carry any disadvantage that might justify its neglect—has come to the 
fore only sporadically.*'* With the iTcnch economists, the physiocrat idea of 
distribution prevailed throughout and the same holds true of English econo¬ 
mists who adopted it, pci haps, under the influence of ). B. Say, at the begin¬ 
ning of the nineteenth century. The concept of total annual output and its 
value (valeiiT de la reproduction annuelle) has, of course, its uses independently 
of this. It was adopted by A. Smith. 

Second, the simplification of the analytic pattern achieved by the tableau 
method opens up great possibilities for numerical theory. Quesnay was more 
alive to these possibilities than liad been Cantillon and, in this particular re¬ 
spect, lie carried the latter’s work much further. He troubled himself about 
statistical data and actually tried to estimate the values of annual output and 
other aggregates. That is to .say, he did genuinely econometric work. This 
aspect, too, has acquired new actualit}^ in our time through the great work of 
Leontief,** which, entirely different though it is from Quesnay’s in purpose 

'I'hc first to urge the ca.se for income formation vs. distribution was, I believe, 
E. von Philippovich (in the later editions of his textbook, Gruudriss der politischen 
Oekonomie, ist cd.. 189^ 1007). 

Wassily W. Leontief, The Structure of the American Economy (1941; new rev. 
cd., 1950 * 
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and technique, nevertheless revived the fundamental principle of the tableau 
method. Marx, who stands between the two, did not attempt to make his 
schcnui statistically operati\c.’- 

Third and most important, tlic Cantillon-Qucsnay tableau was the first 
method ever devised in order to coiney an explicit conception of the nature 
of economic cqnililuiiim. It nould seem impossible to exaggerate the impor¬ 
tance of this achievement if admiring disciples had not actually succeeded in 
doing .so. Economies. like every other science, started with the investigation of 
'local' relations between two or more economic quantities, such as the re¬ 
lation between the price of a commodity and the quantity of it that 
is available in a market; in other words, it starts with Partial Anahsis (.see 
bclow% Part iv, eh. 7. sec. 6). nisconnected efforts of this t>pe were directed 
toward jwiints that happen to be of some practical interest or to attract our 
curiosih- for other reasons. It was but slowly that the fact began to dawn uj)on 
anabsts that there is a pervading interdependence between all economic phe¬ 
nomena, tliat they all hang together somehow'. \\'e ha\e seen that the best of 
the se\cntcenth-ccntury Discourses of Trade, such as Cliild's or Pollexfen's or, 
still more, the writings of Davenant, display unmistakable symptoms of a 
growing awareness of this. But they nc\er bothered to investigate how things 
hang together. I hey took it for granted and either were unable to raise this 
interdependence to the plane of explicit formulation or did not see the neces¬ 
sity for doing so. 'I’hcy were very far from realizing that this all-pervading in¬ 
terdependence is the fundamental fact, the analysis of which is the chief source 
of the additions that the specifically scientific attitude has to make to the prac¬ 
tical man's knowledge of economic phenomena; and that the most funda¬ 
mental of all specifically scientific questions is the question whetlicr analysis 
of that interdependence will yield relations sufficient t() determine—if possible, 
uniqueh'—all the prices and quantities of products and productive services that 
constitute the economic ‘system.' I have said on a juevious occasion that the 
first discovery of a science is the discovery of itself. But this does not spell 
discovery of its fundamental problem. Tliat comes much later. In the ease of 
economics, it came particularly late. The scholastics had an inkling of it. The 
sc\ cntecnth-ccntiir\' busincssmcn-cconoinists came nearer to it. Isiiard, A. Smith, 
J. B. Say, Ricardo, and others all struggled or rather fumbled for it, c\ery one 
of them in his own way. But the discovery was not fully made until Walras, 
whose system of equations, defining (static) equilibrium in a system of inter¬ 
dependent quantities, is the Magna Carta of economic theory—the technical 
imperfections of that monument c»f constitutional law being an essential part 
of tlie analogy (sec below'. Part iv, eh. 7, see. 7). Tlie histor\' of economic anal¬ 
ysis or, at any rate, of its 'pure' kernel, from Cliild to Walras might be written 
in terms of this conception's gradual emergence into the light of consciousness. 

Now Cantillon and Quesnay had this conception of the general interdepend¬ 
ence of all sectors and all elements of the economic process in w'hich—so 
Dupont actually put it—nothing stands alone and all things hang together. 

On Marx's reproduction schema see P. M. Sweezy, op. cit. Appendix A. 
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And their distinctive merit—shared, to some extent, by Boisguillebcrt—was 
that, without realizing the possibilities of the method later on adumbrated by 
Isnard, they made that conception explicit in a way of their own, namely, by 
the tableau method: wliilc tlie idea of representing the pure logic of the eco¬ 
nomic process by a system of simultaneous equations was quite outside their 
range of vision, they represented it by a picture. In a sense, this method was 
primiti\c and lacking in rigor—which is, in fact, wliy it fell out of the running 
and why anabsis historically developed on the other line. But in one respect 
it was superior to the logically more satisfactory method; it visualized the (sta¬ 
tionary) economic process as a circuit flow that in each period returns upon 
itself. This is not only a method of convex ing the fact that the economic proc¬ 
ess is logically self-contained, a distinct thing that is complete in itself, but it is 
also a method of conxexing features of it—definite se(|iienees in particular— 
that do not stand out equallx- xxcll in a system of simultaneous equations. Of 
course, there is also the simplification of the theory of general equilibrium 
adverted to already: Quesnay identified general equilibrium, that is, equilibrium 
in the economy as a whole in distinction to the equilibrium in any particular 
small sector of it, with the equilibrium of social aggregates—exactly as do the 
modern Keynesians. 

4. Turgot 

Although Turgot xxas no econometrician, his great name has been assigned 
tins place in our gallery because he is so often classed with the physiocrats, 
tliough mostly with cjualifications. At first sight, this seems reasonable enough, 
for his main work abounds in passages that arc evidently intended to empha- 
si/e alleciance to s])ecifically i^hysiocrat tenets. Wc read that land is the only 
.source of richesses: that the ciiltivateur produces not only his oxx’u compensa¬ 
tion but also the income that serves to remunerate the class of artisans and 
other stipendies; that the farmer’s activitx’ is the prime mover of the social 
engine, whereas the manufacturer’s only transforms; that the farmer suy^ports 
and feeds all other classes; and so on. But, if we look more closely, wc make a 
surprising discoxery. 'Ibose passages arc then seen to be strangers to the argu¬ 
ment into xvhich they are inserted, ^^’‘e can suppress them xvithoiit affecting 
the rest. In fact, the rest gains in consistency thereby. Therefore, if xx’e ad¬ 
here to a principle that is uniformly applied in this book to the interpretation 
of such professif)us of faith, namely, the principle of rclcxance to analytic pro¬ 
cedure and results, xxe haxe no choice but to neglect those passages. ^^Tat are 
we to think of this? hirst of all, commonly accepted rules of criticism would 
lead us to suspect those passages if xxe xx*crc dealing xxith an ancient text. And 
it so happens that in this particular ca.se such distrust is not completely un- 
xvarranted. For xx-e knoxv that there xxas a not quite amicable discussion bctxxccn 
Dupont and Turgot on the subject of the publication of the latter’s manu- 
seript, and xvc do not knoxv exactly xxhat the result xxas. Iloxvexcr, I xxill xxaixe 

’3 See in particular Joan Robinson. ‘The I’hcoiy of Money and the Analysis of 
Output,’ Review of Economic Studies^ October 1933- 
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this point. But quite independently of it, there is, considering what we know 
of Turgot's generous character, no difficulty in understanding why, writing for 
publication at that particular time, he should ha\e gone out of his way to 
pay respect to a group with which he agreed on main points of scientific eco¬ 
nomics—from which he had, perhaps, learned a good deal, for example, in 
matters of capital tlicory—and with which he agreed wholeheartedly on all 
the immcdiatch* practical points of economic jM)licv, though he disagreed with 
them on some iioints of their political philosojiliy. According to this hypothesis, 
which puts him, morallv, high above all those who emphasi/c points of dif¬ 
ference in order to distance themsehes from fellow workers to whom they 
owe obligation, he should not be classified as a plnsiocrat with reservations, 
but as a nonphysiocrat with phssiocrat s\ inixiihies. 'Ihis seems, in fact, to 
meet the case. 

We went to the trouble of disentangling Turgot from the physiocrats not 
only in order to make his figure stand upon its own pedestal, as it should, but 
also in order to put this pedestal into the right place. For more closely than 
with the physiocrats was he associated with another group, if ‘group’ is the 
word for a very loose connection that was no school in the proper sense of the 
term. It centered in a strong and influential man, who was no doctrinaire, 
liowevcT, and no exponent of any ‘system*—Gournay.^ This fact throws 

1 Jacques C. M. \‘iiicciit de Goiirnay (1712 50) was a boiirycois biisinessinan (the 
‘de Gournay’ came from an estate that was left to him Iw a business connection) who 
later in life made himstif a public servant by the puKhasc of the office of intendant 
of commerce. He was an altogether superior sort of ])erson of a type that is rare 
outside Fiiglancl. But his great services to economics are by no means easy to char¬ 
acterize. They are not cinhodied in publications die wrote reports, though, and also 
notes to translations of English economic works). Nor are his letters and various utter* 
anccs (one of which has become faimms: laissez fuire, laiaacz paaner has been attributed 
to him) adequate to comey what he means to the history of our science. W'c know 
pretty well his role in shai)ing opinion on economic policy by exerting formative infliiencx* 
upon some of the best minds of the age, and we also know in a general way what it was 
he advocated: relaxation of the fetters of public control, moderate jirotection. and 
that sort of thing. But we can only sense, or reconstruct from a few indications, the 
formative influence upon analytic work. lie appointed himself, as it were, tutor to 
his friends, whom he knew liow to choose and, like a good tutor, he effaced himself 
ill order to give stimulating pointers to other peoiilt’s teaching. Ilis two provable 
claims to our gratitude arc his successful propaganda for Cantillon’s work and Ins 
contribution to riirgot’s education as an economist. Hut below these two peak achieve 
ments there must have been broader middle ranges. In the liigliest sense of the word 
Teacher, this man who never taught in the technical sense may have been one of the 
greatest teachers of economics that ever lived. ‘I’liercforc it seems that the traditional 
place that practically every textbook on the history of economics or economic thought 
accords to him is well merited, however slender the direct evidence that justifies it. 
T’he whole literature on physiocracy deals with him. G. Sclicllc s Vincent de Gournay 
(1897) is still the standard W'ork. Sec also Turgot’s de Vincent de Gournay* in 

the latter’s Oeuvres, and A. Orickeii's Die Maxitne: Laissez faire et laissez passer . . . 

(1886). 
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much light on Turgot's background as an economist. Gournay had traveled 
extensively and was an intelligent observer of English developments. Much of 
what we know about his views has a distinctly English flavor. And among his 
^^Titings arc several translations, in particular one of Child’s New Discourse. 
Turgot was his personal friend and was also interested in the works of English 
economists, especially Hume and Josiah Tucker, whom he translated. If the 
ob\ious inference may be trusted, wc have here an instance of the way in 
which not only political but also scientific ideas crossed and recrossed the 
Channel. The possible filiation Child-HuinC'-Turgot is particularly interesting— 
still more so in case wc have to add the name of A. Smith after that of 'iurgot.- 
In the French part of his background, the most important figure is Cantilloii. 

Turgot's brilliant achievements, his unchallenged place in the history 
of our science, and his evident title to meinbersliip in the triumvirate in 
which Bcccaria and A. Smith arc his colleagues arc sufficient reasons why 
it is desirable to look for a moment at the man and liis career. Anne 
Robert Jacques Turgot, Baron de TAulne {ijzr-Si; referred to, by his 
contemporaries, as M. de Turgot; before 1750, he was known as Abbe 
dc Brncourt), came from a Norman family that was of old, if not high, 
n(»bilit>’ and fairh* well to do, if not rich. The sociological h pc is rendered 
by the English word 'gentry' and by the German word ‘Jm^kcr.' He was, 
as a third son, educated for the Church, and this clerical education, 
which ga\’c full sco])e to his brilliant and precocious gifts, ought to re- 
cei\c recognition, though it usually docs not, in an enumeration of the 
factors that made for his achievements. He emerged full of great plans 
and master of wide horizons (scientifically and otherwise) as an abbe at 
the Sorbonne, where he became quite a figure, writing, discussing, ex¬ 
periencing the second formative influence of his youth, that of the 
‘scete ciie>elopedistc,' though he very soon moved away from it. 'riicn 
he exelianged the career of churchman for the civil .service, and a civil 
servant he remained for the rest of his active life. The bureaucracies of 
all times and countries may be proud of him, for not only was he an 
ornament of the h'rench bureaucracy of the ancien regime, but this bu¬ 
reaucracy also was the third of the environmental influences that helped 
to form him. He was a great succe.ss as inlendant (general administrator) 
of the district {generalite) of Limoges, 1761-74, where his zeal, resource¬ 
fulness, and public sjurit showed up to best advantage. On the strength 
of this .success he was appointed, in 1774, Mhiistcr of the Navy and, a 
few months later, Coutroleiir General des Finances (which means Min¬ 
ister of Finance and Commerce and Commissioner of Public Works), a 
position he held for twenh* months, much of the time tortured by gout. 
After his fall, he lived in retirement until his death. 

hA'cept for the just pride wc economists may take in so brilliant a fel¬ 
low worker, the main importance of this career for a histor\’ of economic 

2 Sec below, ch. 6, see. 6. 
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analysis is that it explains wliy Turgot’s scientific work did not come to 
full fruition. Biographers and historians of economic thought, however, 
have always allocated most of their .space to liis exploits as a minister of 
finance and, in dealing with them, have propagated two sagas that have a 
bearing upon the sociology of our science and must therefore be briefly 
noticed. Before doing so I wish, however, to disclaim any intention of 
‘debunking’ the fame of one of the none too numerous significant fig¬ 
ures of which the history of economics can boast: it goes without saying 
that nobody would think of writing a volume on Cireat Ministers of 
Finance without including Turgot. The first of those sagas might be en¬ 
titled: ‘Hie Economist in Action.* It depicts the man who, from scien¬ 
tific analysis, derhes recipes for curing the ills of the state and, on at¬ 
taining power, rushes to carry them into effect. 'I'lieie is nothing what¬ 
ever in this. I’lirgot was, first and last, a great ci^il ser\ant, wlio looked 
upon state and socieh' with the eyes of a civil servant. So, when he at¬ 
tained caln'net office—‘power’ would be a misleading term to use—he 
set about to improve the financial administration and the all but des¬ 
perate situation of the ro\al finances. In both these respects he succeeded 
remarkably—in tact almost unbelievably—well, and these were his main 
achievements. Me also established, by royal decree, internal free trade in 
grains and—the only other measure relevant for us—abolished the 
jurandes. the craft guilds. T hese and some minor measures were not 
successes in the political sense mainly because of his failure to consider 
tactical aspects: they immediately elicited violent resistance, the one con¬ 
cerning the grain trade through a piece of Inid hick—its coincidence with 
a bad har\est. The point to be observed is, howeser. that nothing T urgot 
actually did or showed any intention of doing has any particular relation 
to any doctrine, scientific or other. It was all in the line of an unusually 
able civil servant who perceived the currents of his time and tried to 
serve them in a practical spirit. He was so little given to obeying abstract 
principles—which of course is all to his credit—that, in one instance, he 
actually introduced a protective dutv', and, in another, emijaiked upon 
state enterprise (in the chemical industry). The phvsioerats applauded 
him, of course, and made jnopaganda for him, but they had little to do 
with his policies and nothing to do with his advent to office, for in 1774 
they were in no position to exert any influence. By tlie same token, his 
fall was not a defeat of any doctrine that was specifically their own. 

The other saga derives from the saga of the b'rench Revolution. Since 
most of the writers r)n Turgot were and arc in .sympathy with the latter, 
they were and arc inevitably driven to c.xalting into ‘lieroes that fought 
for the light in the darkness of despotism’ a cho.sen few of the servants 
of the ancien regime. Turgot is the chief beneficiary of this tradition that 
was initiated by the revolutionaries themselves, who, even officially, some¬ 
times referred to Turgot as ce hon ciioyen. And some writers liave added 
the touch that Turgot was raised to office by the voice of the peojde and 
dismissed at the behest of an intriguing court. As a matter of fact, Turgot 
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was apj^ointcd Contrdleur by a thoroughly wcll-mcaning monarch who 
looked around among his bureaucrats for the best man for the job. If 
there was aiiN- other influence, it was that of the Minister de Maurepas. 

As soon as he was in office Turgot, no doubt with the most meritorious 
intentions, ])egan to lean hea\’ily on the royal prerogative. Now it is very 
easy, when a minister is supported by a monarch, to draw up excellent 
decrees and to force them down the throats of parleimmts who refuse to 
register them. The difficult) , since government is carried on among living 
peojde and groups, is to make those decrees accepted. Louis XVI at first 
lent his wholehearted su])port, but the trouble w'ith him, who had many 
good cjualities, was j)reeisel> that he was no despot and quite unwilling 
to use force. And though 'I'nrgot was also the target of court and other 
intrigues—of the former, mainly owing to his policy of retrenchment—it 
was the popular resistance of the rural proletariat and of craft guilds that 
became after a time the dominant factor of the situation: there were 
even local revtdts which 'I’nrgot suppre.ssed with a firm hand. It would 
not be true either. l)ut it would be nearer the truth than is the opposite, 
to sa\ that '1 ingot was raised to ministerial office by the king and over¬ 
thrown b\ the i)ef)ple. For our purpose, the relevance of this is in the 
light it sheds on the personality of one of the greatest scientific econo¬ 
mists of all times. 'J'he interpretation submitted makes the king come off 
better than does the usual one but, what alone matters here, it docs not 
make Turgot come off worse. It only makes him come off differently. 
^^’e sec the excellent civil ser\ant who is a good administrator and per¬ 
haps \ adN iser but no leader or tactician. We also see honesty and firm¬ 
ness fciuitc as much as do other interpreters') and (what docs not, perhaps, 
impress these other interpreters quite as much) loyalh* to his king. 1’he 
answer to the academic question that has been raised, whether or not, 
had he staNcd in office, he might have prevented the Revolution, de¬ 
pends on what we mean by revolution. If we mean the overthrow of 
the monarch)- and the sanguinary excesses, the answer should be in the 
affirmative: no more, however, because of the reforms he might have 
carried in that case than because of his willingness to call out the troops. 

No cap of liberty will fit Turgot. 

His chief work, the Reflexions sut la formation et la distribution des richesses, was 
written for the bcncfif of two Chinese students in 1766, and published (as has been 
stated a]x)vc. not without sonic friction that arose from Dupont’s attempts at edi¬ 
torial intcTfcrcucc, prcsuin.ibly made in the interest of physiocrat orthodoxy^ in the 
f fdicnuhidcs (1-69 70; ITiglish trails. iSgS). Of minor publications that usefully sup 
pleincnt this work, the most important arc the r:/ogc de Goimiay, the letter on paper 
iiioncy to the Abbe de Cacc (his first economic publication, i':’4gh the observations 
on the c.ssays by St. Peravy fi- 6-1 and Graslin (i"67l on indirect taxation, and a 
paper on loans of money (1769). His contributions to the Encyclopedic, inchidiiu: 
.such topics as ‘cxistciue,’ ‘ex])ansibility,’ and ‘etymology.* and his criticism of Berkeley’s 
lihilosophy—and many others—are interesting as .so many proofs of the breadth of 
his range. The Oeuvres of lurgot were edited by Dupont de Nemours (180811) and 
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again by G. Schelle (1915-23), the latter edition being the one to use. Ldon Say’s 
Turgot has been translated into English by M. B. Anderson (18S8). Also sec Alfred 
Ncyniarck. Turgot . . . (1885); S. Feilbogen. Smith und Turgot (1892); W. W. 
Stephens, The Life and Writings of Turgot (1895); and especially G. Schelle, Turgot 
(1909). 

If we now try to compare Turgot’s scientific personality with those of Bcc- 
caria and A. Smith, significant similarities strike us first: all three were poly- 
historic in learning and range of vision; all three stood outside the arena of 
business and political pursuits: all three displayed single-minded devotion to 
the duty in hand. Turgot was undoubtedly the most brilliant of the three, 
though his brilliance was .somewhat tinged with superficiality, not in econom¬ 
ics. but in his outlying intellectual domains. 'I’lie main difference, from the 
standpoint of their scientific achievement, is that A. Smith expended very 
little of his energies on nonscicntific work. Beecaria very much, and 'I’urgot, 
from 1761 on, almost all he had. During the thirteen \ ears at Limoges, 'I’lirgot 
can have had but scant}’ leisure; during his {nearly) two years of ministerial 
office, practically none: his creative work must ha\e been done between the 
ages of 1 S and 54. And this explains all there is to explain, not indeed about 
the comparati\e merits of the three works in question, but about the differ¬ 
ent degrees to which they were finished works at all. 

I’urgot was much too able a man to WTite anything insignificant, Neverthe 
less, only the Turgot specialist needs to go beyond the Reflexions, and with 
one exception we shall confine ourselves to this. 'I’he slender work was esi 
dcntly wTitten in hot haste and never thoroughlv revised. It looks as Marshall’s 
Principles would look if text, notes, and appendices were destro\ed and only 
the marginal suminaries—and not all of those—were preser\ed. In fact, it is 
not much more than a \cr\ elaborate anah tic table of contents written for a 
bulky but nonexistent treati.se. Such as it is, however, '1’urgot‘s theoretical 
.skeleton is, even irrespective of its priority, distinctly superior to the theoretical 
skeleton of the Wealth of Nations. In order to arrive at this opinion, it is not 
neces.sar}- to impute to I’urgot anything he did not actually say or to credit 
him with any implications of what he did say that he may possibly not ha\e 
seen him.self. Me actually delisered the goods. In calling the work unfinished 
or a skeleton, I do not mean to say that there is need for uncertain conjecture 
or generosih’ of interpretation in order to finish it. It presents a conqdete 
system of economic tlicory. What is lacking any competent economist could 
.supply without adding (except criticismi from his own stock of knowledge. 
Of course, nobody admires the Wealth of Nations for its theoretical skeleton 
alone. It owes its position to its mature wisdom, its luxuriant illustrations, its 
effective advocacy of policies. And there is, also, something to be said for the 
ponderous creation of the academic profe.ssional; it was the product of patience, 
of meticulous care, of self-discipline—^and wc cannot be sure that 'Turgot 
would ever have produced something comparable to it, even if he had had all 
the leisure in the world. Still, a lesson does follow from the very different suc¬ 
cess of both works: in economics, at least, intellectual performance is not 
enough; fini.sh counts; and so do elaboration, application, and illustration; even 
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now the days arc far off when it will be possible, as it is in physics, to shape 
international thought by an article that covers less than one page. Turgot's 
contribution fared as well as it did because of his eminence in another walk 
of life. Even so it never bore the fruits that it easily might have borne. 

Since the only satisfactory way of suniinarizing that summary is to tran¬ 
scribe it, and since, more()\'cr, the most important points will be touched 
upon in subsec|uent chapters, only a few general comments will be offered 
here instead of a Reader’s Guide. Roughly the first third of the treatise—the 
first sections "—presents the groundwork including the Cantillon-Qucsnay 

schema of classes and an analysis of their relations in production and distribu¬ 
tion that is splashed with ])hysiocrat colors. Certain fundamental propositions, 
like the pr()]K)sition that conii)ctition always reduces wages to the minimum- 
of-existence le\el, are insisted on from the first. Sections xxxii-i. contain a theory 
of barter, price, and money that, so far as it goes, is almost faultless, and, 
barring explicit formulation of the marginal principle, within measurable dis¬ 
tance of that of Bdhm Bawerk. The rest of the treatise is devoted mainly to 
a capital theory that anticipates most of the nineteenth-century work, and to 
the subjects of interest, saving and investment, and capital values. Originality in 
individual ]V)ints is difficult to assert or to deny, the more so because Turgot 
does not cpiotc—which is no reproach in the case of such a sketch. But com¬ 
prehensive vision of all the essential facts and their interrelations plus excel¬ 
lence of formulation are in evidence to a degree that would make the whole 
of the work an original contribution even if no individual point had been ex¬ 
clusively Turgot’s own. And there arc practically no definite errors to be 
found in this first of all the treatises on \^alue and Distribution that were to 
become .so i>opulai in the later decades of the nineteenth century. It is not too 
much to say that analv tic economics took a century to get where it could have 
g()t in twenty years after the publication of Turgot’s treatise had its content 
been pioperlv' understood and absorbed by an alert profession. As it was, even 
J. B. Sav—the most important link between Turgot and Walras—did not 
know how to exploit it fully. 

fApparently, the nuinheiing of the sections in the Sdiellc edition of the Oeuvres 
differs slightly from the original version in the ^phcmcrides where one (or more) of 
the sections was suppressed. See eh. 6. sec. 7, n. 5.] 
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I. Till:; Principle of Popui.ahox 

The: problems of population, that is to say, tlic cpicstions wliat it is that 
determines the size of human societies and what the consequences are that 
attend the increase or decrease in the number of a country's inhal)itants, might 
well be the hist to occur to a perfectly detached obser\cr as soon as he looks 
at those societies in a spirit of scientific curiosity. 'I'lic view that the key to Ins 
torical processes is to be found in the variation of populations, though one¬ 
sided, is at least as reasonable as is any otlier tlieory of history that proceeds 
from the prejudice that there must be a single prime mover of social or eco¬ 
nomic evolution—such as technology, religion, race, class struggle, capital for- 
matioii, and what not. Thus it is quite imdcrstandablc that population prob¬ 
lems should have received attention in the \ery beginnings of economic anal¬ 
ysis; that the should have loomed large in the* thought of all leading writers 
of the period under discussion; and that the> should ha\e been given a place 
of honor in the one great prc-Smithiaii .system of economics tliat hingland 
produced. Sir James Stcuart's Principles. 

But there w'as also a practical reason for this prominence of pojiulation 
problems. Kver since primitive tribes had solved theirs by abortion and in¬ 
fanticide. people in general and social philosophers in particular never ceased 
to w'orry about them. Roughly speaking until the end of the sixteenth century, 
the trouble arose from a relation between birth rates and death rates that was 
incompatible with stationary or quasi-stationary economic env-ironments: the 
problem of population was one of actual or threatening overpopulation. It w'as 
from this angle that it presented itself to Plato and Aristotle. 'I he opposite 
type of trouble w'as quite exceptional—the outstanding example is the decay 
of the native Roman stock in the last century of the Republic and throughout 
the epoch of the Empire. In the Middle Ages the dwelling |)laces of the low'cr 
stratum of the warrior class, the simple knights, suflFered from overcrowding 
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whenever there were no crusades, wars of the Roses, epidemics, and so on to 
reduce iiunihers; and tlic artisans' guilds offered livelihood for restricted num¬ 
bers only and experienced perennial difficulties with ever-lengthening 'waiting 
lists/ But all this changed during the seventeenth and eighteenth centuries. 
\Vc have seen that the practical economic problems of tliosc centuries were 
the problems of countries that were poor in goods but rich in possibilities. 
Seen against these possibilities, the population i)roblem became one of under- 
population. Moreo\er, some countries, particularly Gemiany and Spain, had 
actually experienced depopulation for decades together.^ And, as we have also 
seen, these conditions prevailed when ideas of national or territorial powder and 
expansion filled cverybod>'’s thought and heart. 

f(a) The Populationist Attitude.] Accordingly, go\'ernmcnts began to favor 
increase in population by all means at their command. Measures differed from 
lime to time and from country to country but w'cre in some cases—for instance 
in I’rance under Colbert—as energetic as any that have been resorted to by 
modern dictators. Meonomists fell in with the humors of their age. With rare 
e.\ce]>lions they were entlinsiastic about ‘popiilousncss’ and rapid incrca.se in 
numbers. In fact, until the middle of the eighteenth century, they were as 
nearly unanimous in this ‘populationist' attitude as they have ever been in 
anytliing. A numerous and increasing population was the most important 
sMuptorn of wealth; it was the chief cause of wealth; it wcis wealth itself—the 
greatest asset for any nation to have. Utterances of this kind w'crc .so numer¬ 
ous as to render quotation snj)erfluous. In Mngland, in particular, the first-flight 
men who go on record as leaders of populationist .sentiment, such as Child, 
lVtt>-, Barbon, Davenant, were joined by almost all the rank and file.^ That 
Cerman and Sjxinish writers went finllier than any others is amply explained 
by the conditions of their countries. Since Italy had a comparatively den.se 
population and was least favored as regards opportunities for national cx]van- 
sion, the Italian economists went less far in this direction and, later on, less 
far in the opposite one than did their Isnglish and French brethren. As always, 
the one question that intciests us is: what was the economic rationale of all 
this, if indeed economic analysis had anything to do with it at all? The answer 
should be ob\ious. The anahtic complement of the poi)ulationist attitude 
boils down to one proposition: under prerailing conditions, increase in heads 

' German and cspceiallv S])anish writers may have exaggerated the extent to which 
there was depopii 1 ati(m. The fact itself is nevertheless beyond doubt. 

2 M(»st (»f those writers came within the traditional category of ‘mercantilists? who 
as a groii]^ have been charged with the famous ‘confusion’ between wealth and money 
or gold and siher which will have to be noticed later on. It is interesting to note, 
therefore, that .s(»nie of the writers who seem to be most guilty of that confusion, 
such as the a!itlK)r of Brituwiia JMns>uens (W. I’ctyt). at the same time ‘confuse' 
wealth with size of i)opnlation. 'I'h.it author. f<ir instance, expressly .stated that ‘people 
are . . . the chiefest, most fiindanienlal, and precious commodity.’ Should not this 
make ns pause before we take either of the.se ‘confusions* too literally? But there were 
also dissenting voices. One of the earliest of them was that of Malynes, who already 
pointed to the ‘positive checks’ that iiicrca.se would eventually bring into operation. 
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would increase real income per head. And this proposition was manifestly 
correct. 

With unimportant exceptions, these conditions did not substantially change 
in the eighteenth century or e\en in the first decades of the nineteenth. There¬ 
fore, it is quite a problem to explain why the opposite attitude—which might 
be called anti-populationist or. to associate it with the name of the man who 
made it a popular success in the nineteenth centur\', Malthusian—should have 
asserted itself among economists from the middle of the eighteenth century 
on. Why was it that economists took fright at a scarecrow! The first step to¬ 
ward a solution of this problem is to localize the emergence of the Malthusian 
attitude. German and Spanish economists were not afraid of the scarecrow. 
In fact there never was any native Malthusianism eitlicr in Germany or Spain: 
such Malthusianism as there ever was in those countries was the product of 
English teaching during the first half of the nineteenth century. 'Hie Italians, 
as stated above, had some real reason to be (mildly) frightened, and were. But 
the cradle of the genuinely anti-populationist doctrine was France. The second 
step toward a solution is therefore to find out whether there was not some¬ 
thing in the economic and political situation of hrance that might, ‘objective' 
opportunities notwithstanding, suggest pessimism as regards the economic fu¬ 
ture of the country and thus explain that change in attitude. As a matter of 
fact, there was. During practically the whole of the eighteenth century France 
was fighting a losing battle with England. Main of her leading spirits began 
to accept this defeat by 1760 and to discount the t)i)portunities for national 
expansion. Moreover, the outworn institutional pattern of the last half cen- 
tur>- of the monarchy was not favorable to vigorous economic dc\elopnicnt at 
home. Tims, thought turned from bold venture to the possibilities offered by 
agriculture, from dreams of evolution to the picture of a ‘mature' or quasi- 
stationar\- economy. The third and final step, then, is to explain why anti¬ 
populationist sentiment gained a hold on the English mind in spite of the fact 
that exactly the opposite state of things prevailed in England. In order to un¬ 
derstand this we have to realize that the long-run trend of an evolution is one 
thing, and the sequence of short-run situations through which it fights its way 
is quite another thing. Thus, the English populationists of the seventeenth 
and eighteenth centuries may have been quite right in considering rapid in¬ 
crease as motor, condition, and symptom of economic development, and 
equally right in worrying at the same time, as most of them actually did, about 
the short-run vicissitudes, the unemployment in particular, which accompanied 
that development; this does not convict them of contradiction either in their 
analysis or in their recommendations. But in the Industrial Revolution of the 
last decades of the eighteenth centur\-, these short-rnn vicissitudes grew more 
serious than they had been before, precisely because flic jjace of economic 
development quickened. And some economists—as will Ire pointed out in a 
moment, a minority only—were so impressed b\’ them as to lose sight of the 
trend. The resulting anti-populationist mood then produced the set of analytic 
propositions that came to be known, in the nineteenth century, as the Mai- 
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thusian principle or theory of population. Before considering its early history, 
we must attend to another matter. 

[(b) Growth of Factual KnoMdedge.] In the United States the first census 
was taken in 1790; in h'ngland in 1801. In Canada and in some countries of 
continental Kuioik* there had been earlier ones, but it was only in the first 
decades of the nineteenth centim- that reliable information about the nu¬ 
merical facts of pop\riation became available at regular intervals. Tlie writers of 
the se\enteenth and eighteenth centuries, therefore, theorized about popula¬ 
tion in ignorance of statistical facts. All they had to go on, if we except the 
rare cases in which local obser\ation yielded definite results, were untrust¬ 
worthy indications and ^ague impressions: thus, it was possible for iMiglish 
wTiters to disagree on such a (luestion as whether the English population had 
increased or decreased during ihe century between i6j;o and 17^0. Hence, the 
imestigations that were undei taken in order to dispel this fog and the resulting 
contro\'ersies exemplify a peculiar tyjx: of theory. Ordinarily, theoretical anal- 
>sis is concerned with facts that are, or arc supposed to be, known: it marshals, 
interprets, explains, establishes relations between, and generalizes from given 
fac ts or ‘data.’ 'I'his, of course, is also what the theory of population was to do 
in the nineteenth century. But in the seventeenth and eighteenth centuries, 
the main task of research on population was not to analyze given facts but, so 
far as possible, to find out what the facts actually were: it was the kind of 
theory that, unlike other kinds, retreats before advancing factual knowledge 
and must eventually be replaced by it. But the work done by those investiga¬ 
tions—first by the Political Arithmeticians—also laid the foundations of the 
later theory of ])o]>ulation. l-'or many of the considerations that were originally 
de\elo])ed in order to form an idea of the facts, serxed later on to interpret 
them. 'Phis is why examples of those controversies are presented below. 

Sir W illiam Pettx’s Kssay concerning the Multiplication of Mankind 
(2nd ed. rev. and enl., 16S6) is the standard example of seventeenth- 
century speculation about the facts. Sir Matthew Hale’s Primitive Origin 
nation of Mankind i i6""; partly republ. in 1782 under the title of Essay 
on Population: on the author sec J. B. W’^illiams. Memoirs of the Life, 
Character and Writings of Sir Matthew Hale, may also be men¬ 

tioned. Both authors infer facts, on scanty observations, mainly from 
‘laws’ derixed from general considerations. 

Of eigliteenth century controversies we shall first notice one that arose 
from Montesc|nicu’s statement in the Lettres persancs that the ancient 
world xx'as more populous than was the W'estern xxorld of his time. In his 
essay ‘Of the Po])uloiisness of Antient Nations' (Political Discourses^ 
17:;2), Hume i^roffered reasons for the opposite opinion that were criti¬ 
cized bx Robert Wallace in the Appendix to his Dissertation on the 
Numbers of Mankind (i7^;b in which he upheld Montesc|uicu\s thesis. 

W allaee found a folloxxer in W’illiam Bell, who expanded the discussion 
on numbers into a discussion of causes and effects: in his di.ssertation 
What Causes principally Contribute to Render a Country Populous? 
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And what Effect has the Populousness of a Nation on its Trade? (1756) 
he presented the tlieory that the development of niamifactiire and trade, 
by diverting resources from the production of foodstuffs, tends to pro¬ 
duce a decrease in population (which he took io be a fact and of which 
he disapproved); aeeordingK, he advocated fosieiing agriculture and an 
equal distribution of land among farm families. 'J’his tract called forth 
another, A Vindication of Commerce and the Arts (i7v^) by W. 'remple 
(a clothier, not to be confused with Sir William 'remjde, the seventeenth- 
century statesman and writer). No great importance attaches to either 
Beirs or 'Temple's works. I’liey arc mentioned here because of a similar 
discussion on a similar subject that took place half a century later and is 
much better known: opinions not unlike those of Hell, hasiiig been re¬ 
asserted by 'riionias Sjkmicc, elicited a reply b\' James Mill that estab¬ 
lished his reputation as an economist. 

Another controversy was more interesting. In i' 77 Q, Richard IViee, 
now mainly remembered on account of his proj^osal to establish a sink¬ 
ing fund that would extinguish the national debt, published an Essay on 
the Population of England in which he stated that population had de¬ 
creased by one-fourth since the revolution of ibSS and that urban ag¬ 
glomeration was responsible for it. Naturally this was attacked by a 
number of writers, especially by W. W'ales (.An Jnqiiiry into the Present 
State of Population in England and \i\dcs, 17S1), John llowlett {Exam¬ 
ination of Dr. Prices Essay . . . 17S1), and others, A. Young among 
them. ITowlctt’s contribution is the most interesting one, not only be¬ 
cause it is a good cxami)lc of the art of reasoning on inadequate facts 
but also because, like Bell, he launched out into an aual\sis of related 
economic ])hcnoinena. In particular, he interpreted enclosures as a conse¬ 
quence of the increase in poi)iiIation and as a ‘cause’ of some of those 
impro\cmcnts in agriculture that were called for because of that increase 
—a thecjry in whicli there was an important element of truth. 

ffc) Emergence of the AlaJtJwsian Principle.] 'Ihe theory of population as 
understood in the nineteenth century, however, tliat is to say, a theory of the 
factors—or ‘laws’—that determine numbers and rates of increase or decrease, 
emerged much earlier than that.'* Divested of nonesscntials, the 'Malthusian* 
Principle of Population sprang fully developed from tlic brain of Botcro in 
15S9: populations tend to increase, beyond any assignable limit, to the full 
extent made possible by human fecundity (the virtus gencratixa of the Latin 
translation); the means of subsistence, on the contrary, and the i)ossibilitics 
of increasing them (the \irtus nutritira) are definitely limited and therefore 
impose a limit on that increase, the only one there is; this limit asserts itself 

5 See especially: Rene Connarcl, llistnire dcs doctrines de la population (1923); J. 
Bonar, Theories of Population from Raleigh to Arthur Young (1931); C. K. Stange 
land, Pre-Malthusian Doctrines of Population (1904); J. J. Speiigler, French Predeces 
sors of Malthus . . . (1942); F. V'irgilii, // Problema della popolazione (1924). Readers 
arc referred to these w'orks for details of a story that cannot be presented here. 
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through want, which will induce people to refrain from marrying (Malthus' 
negative check, prudential check, ‘moral restraint') unless numbers are peri¬ 
odically reduced by wars, pestilence, and so on (Maithus' positive check). This 
path-breaking performance—the only performance in the whole history of the 
theory of liojiulation to dcser\c any credit at all—came much before the time 
in which its message could have spread: it was practically lost in the popula¬ 
tionist wave of the seventeenth century. But about two hundred years after 
Botero, Maltlius really did no more than repeat it, except that he adopted par¬ 
ticular mathematical laws for the operation of the rirtus generativa and the 
rirtiis imtritira: population was to increase ‘in geometric ratio or progression'— 
that is, in a divergent geometric series—food in ‘arithmetic ratio or progres¬ 
sion.’ •* But the ‘law of geometric progression,' though not in Botero's work, 
was suggested by Petty in his Kssay concerning the Multiplication of Man¬ 
kind fi686), by Siissmilcli (1740), by R. ^^'allace (175^), and by Ortes (1774), 
so that, within this range of ideas, there was nothing left for Malthus to say 
that had not been said before. Of the eighteenth-century authors who, with¬ 
out committing themsehes to this particular mathematical form, stated that 
l>opulation will always increase to the limit .set by the supjdy of means of sub¬ 
sistence, it will suffice to mention Franklin "’ (1751), Mirabeau (17=56)—who 
expressed himself in his picturesque manner: men will multiply to the limits 
of subsistence like ‘rats in a barn'—Sir J. Stcuart (1767), Chastellux (1772),® 
and 'I'ownscnd (i7'S()).‘ Steuart, whose priorih’ Malthus was to acknowledge, 
was particularly explicit, l^xaetly as Botero did, he took the ‘generative fac- 
ulh' as a constant force to be compared to a sjning that is held down by a 
weight and is certain to rcsi^ond to any decrease in this weight. Townsend 
defined the limiting factor as ‘hunger, not as directly felt or feared by the in- 
dividu:il himself, but as foreseen and feared for his immediate offspring.’ As 
far as I know, Ortes was the only writer to admit that ‘reason’ may have more 
influence than is implied in the anticipation of want—an influence that he 
illustrated by the celibacy of the Catholic clergy. 

Botero, then, was the first to sound that note of pessimism which was to 
become so famous a bone of contention in the days of Malthus: as we have 
seen, he associated increase of population with actual or potential misery. But 
most of the authors who believed that populations tend to increase without 

^ If an initial value be denoted by a and another constant by b, then a geometric 
scries runs like this: d, ah, ab'^, ab^^, . . . 'Hie series is divergent, i.e. the sum of its 
elements soars above any figure we care to name, if b is equal to, or greater than, 
unity. .‘\n arithmetic series runs like this: d. d -f- b, d -f zb, a -f 3b. . . It is always 
divergent. 

® Hcnjamin I'ranklin. Ohacn'ations concerning the Increase of Mankind. Still more 
than others Franklin treated the case of human populations in the light of the general 
case of all animal species. On the other hand, he emphasized ‘room' and ‘enemies' as 
limiting factors rather than food. 

® Francois fcan, Marcpiis de Chastellux, soldier by profession, published a treatise 
De la felicite publique that is not without merit. 

^ Joseph 'I'ownscnd, see especially his Dissertation on the Poor Ldirs, 1786. 
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assignable limit did not share Botero’s pessimism but were on the contrary 
in sympathy with the populationist sentiments of their times and countries. 
Peth* and, before their conversion to the Botero-Malthus view of he matter, 
Mirabeau and Palcx may serve as examples.® I his position involves, of course, 
no error of reasoning. For the fact that a population is physically capable of 
multiplying until it lacks not only food but also ground to stand on is no 
cause for worry unless complemented by the additional proposition that it ac¬ 
tually will tend to do this instead of nicrch* responding to an expanding eeo- 
nomic environment by growing along with it (or even, possibly, by a decrease 
in the birth rate). In other words, population must actually tend to *prcss 
against* the food supply. But e\cn if such a tendency be admitted, it need 
not cause any worry about the calculable future or, what is more important 
for us, have any rcle\ance to the explanation of contemporaneous phenomena. 
For this to be the case it is evidently not sufficient to believe that population 
will or may ‘press against’ food supply at some indefinitely distant time: we 
must believe the pressure to be either actually present or actually imminent. 
Unless this can be established, belief in that tendency is compatible with the 
opposite belief as regards any given situation or as regards the outlook ex visu 
of any given situation. 'Fhe reader may well think that I am placing unneces¬ 
sary emphasis upon these obvious distinctions, but their neglect is responsible 
for the futilih' of many of the controxersies that arose about population both 
in the eighteenth and in the nineteenth centuries. 

A work by R. Wallace will, however, illustrate the way in which mere be¬ 
lief in pressure of population at some indefinitely remote future may after 
all be made rclcxant to economic anahsis. Wallace considered cqiialitarian 
communism as the absolutch' ideal form of society. Nevertheless, he rejected 
it. And the only reason he adduced for doing so was that in sucli a society 
there would be no check to the operation of mankind’s physical powers of 
multiplication, so that the career of a comnmnist society would eventually 
have to end in overcrowding and misery—a standpoint that cxidently did not 
imph- any oiiinion about the situation that actually prevailed in W^dlace’s 

* Petty listed populoiisiiess among the main assets of the Netherlands which made 
them such formidable competitors of England. Mirabeau, in those parts of LWrnt 
des homines on traitc de la population that were published in 17^^. declared that a 
large population is a blessing and the source of wealth: agriculture should be cn 
coiiragcd precisely because this would make jicoplc multiply like rats. It was Quesnay 
himself who induced Mirabeau to reverse the causal relation between wealth and pop¬ 
ulation. W'illiain Paley (Principles of Moral and Political Philosophy, 17S5. Book vi, 
ch. 11) held the same opinion, lie was converted by .Malthus’ Essay and recanted in 
his Natural Theology (1802). 

^Various Prospects of Mankind, Nature, and Providence, 1761. This work was 
criticized by Godwin and, since Malthus' work in turn started from a criticism of the 
latter's ideas, W'allacc may have had more influence upon what became known as 
Malthusianism than any other of the w'riters who anticipated Malthus* doctrine. 
Malthus did full justice to Wallace’s work but made it cpiite clear that, unlike Wallace 
and like Quesnay, he believed that pressure was an actual and indeed ever-present fact. 
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time. Whatever wc may think of the merits of the argument, it presents two 
characteristic features that cannot be underlined too strongly. First, if the prop¬ 
osition about unchecked multiplication were valid, it would evidently come 
near to being a ‘natural law’ in the strict sense of the term. Most of the Eng¬ 
lish economists of the subsequent hundred years accepted it as such—as formu¬ 
lating an inexorable quasi-physical necessih^ The same economists were in the 
habit of claiming similar necessity and universal validity, not only for those 
economic propositions that are nothing more than applied logic, but also for 
others such as their ‘law of wages/ It is evidently not unreasonable to suspect 
that this habit of the English economists had something to do with their be¬ 
lief in that biological ‘law/ If this be so, the question of the classic ‘eternal 
laws of econonrics’ should not be treated as a question of the philosophy of 
scientific method but simply as a question of the validity or relevance of an 
individual proposition. Second, it never seems to have occurred to Wallace to 
look for obstacles to human perfection other than mankind’s power of multi- 
jjlication: except for the dangers that threatened from this he had no more 
doubt about human iierfectibility than had Condorcet. 'I'his w\as in keeping 
with the superficial sociology of the Enlightenment, but it is interesting to 
note that Malthus and in fact all the ‘classics’ seem to have been of the same 
opinion. 1 know of only one writer who at least sounded the eugenic note. It 
w'as 1 ’ownsend. In the work mentioned above he argued that provision for 
the ‘idle and \ icioiis’ would put a burden on the ‘more prudent, careful, and 
industrious’ that would restrain them from marrying: ‘the farmer breeds only 
from the best of his cattle; but our laws choose rather to prcser\'e the worst. . 

'Fhe outstanding authority for the other opinion, that is to say,’ for the opin¬ 
ion that pressure of population was actually present around 1750—and is in 
fact an evcr-]>rcscnt phenomenon—was Quesnay. Unlike Cantillon, from whom 
he broke away in this point.^^* he held not only that propagation has no other 
limits than those of subsistence but also that it tends always to go beyond 
them. The only justifiention he proffered for this dogmatic statement was that, 
always and e\erywhere, there arc people who live in poverty' or want (mdz- 
gcriccV This overpopulation thcor\- of poverh* is of the essence of ‘Malthusian¬ 
ism.’ But before the publication of Malthus’ Essay it had so few adherents that 
to this day most historians attribute it to him. Population ism did not indeed 
hold its own—not, at least, outside Germany and Spain. But everywhere econo¬ 
mists refused to accept the opposite view. Most of them seem to have agreed 
with Bishop Berkeley, who delighted in the vision of joyfully bustling multi- 
tudes, or with Mume, who called the happiness of socieh and its populous- 
ncss ‘ncce.ssary attendants.’ Accordingly, A. Smith summed up by reducing 
the principle of population to a stale truism, pre.ser\ing however its character 
as a natural law: *c\cr\ species of animals naturally multiplies in proportion to 
the means of their subsistence, and no species can ever multiply be>ond it.’ 

Substantially, Cantillon was populationist. But he touched in passing ui^on the 
problem ‘whether it i.s better to Iiave a great nuiltitnde of poor people or a smaller 
number of more prosperous ones.’ 
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{Wealth, Book i, ch. 8.) And at the same time he declared, in the spirit of 
the old populationists, that *thc most dccisi\'e mark of the prosperih^ of any 
country is the increase of the number of its inhabitants* (ibid.). Bcccaria dis¬ 
counted both the enthusiasms and the pessimisms of eeonoiiiists about in¬ 
creasing numbers: he recognized that increase was not ahva>s a blessing to be 
prayed for at all times; but also that there was no reason for being afraid of 
it at all times. In fact he seems to have been the one authority to teach ex¬ 
plicitly the obviously sensible view. Cenovesi went further than this, however, 
in effecting a s>nthesis between the two opposites. He saw that, from the 
standpoint of a population living under given eonditions, numbers are capable 
of being either too small or too great in the sense that increase or decrease 
would produce greater ‘happiness.’ I'his led Gcno\csi to reassert the old idea 
of optimum poinilation {popolazkme ^iiista, Lezioni, Part i, ch. j;) that was 
to be sponsored again by Kiuit Wicksell. '1‘his concept is difficult to handle 
and perhaps not very \aluablc. But it has the merit of bringing out the truth 
that populationism and Malthusianism are not the mutually exclusive oppo¬ 
sites they seemed to be to so many people. 

2 . Increasing and Di:cre.\sinc Returns and ihe Theory of Rent 

[(a) Increasing Returns.] We have seen that the populationist attitude, so 
far as it is economically moti\atcd, implies a belief that increase in population 
will (within limits) increase per capita wealth or, as we may also put it, a 
belief in Increasing Returns. So docs, in most eases, the protectionist attitude 
that went with populationism (sec below, ch. 7). 'Ihe idea of increasing re¬ 
turns in this sense—that is to say, increasing returns with reference to a na¬ 
tional economy as a whole, and irrespective of any well-defined reason whv 
returns should be increasing and of whether it is physical returns or returns 
in terms of money that are meant—is no doubt a hazy one and does not 
amount to more than an ‘inkling’ of any of the various meanings that the 
concept W’as to acquire. But beyond such inklings, which w'crc of course very 
frequent, we also find here and there more precise arguments such as Petty’s 
argument that expenditure on what may be termed social overhead—expendi¬ 
ture on goxernment, roads, schools, and so on—df)es not, other things being 
equal, increase proportionately with population: this puts increasing returns 
into the not quite cquixalcnt form of decreasing cost per unit of service, but 
nevertheless identifies a definite phenomenon that can be observed in every 
society and in every individual firm. Before this, a general law of increasing 
returns in manufacturing industrv% also in the form of a law' of decreasing 
unit cost, had been stated explicitly and in full awareness of its importance 
by Antonio Serra,^ much as it was to be stated in the nineteenth-centiiry text- 

^ Brere trattato (1613), Part i, eh. 3: ticIV artefici ri pud essere moltiplicazione . . . 
e con minor proporzione di spesa (in matinfneturing inclnstiy, onti)ut may be increased 
at less than proportional increase in expense). Serra does not tell us to what this fall 
in cost is due. It may be plausibly assumed, howx'vcr, that he thought of the .same 
facts that A. Smith was to cnunicratc. 
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book. The restriction of increasing returns to manufacturing should be par¬ 
ticularly noticed. Serra did not indeed assert that agrarian production was 
su])ject to decreasing returns. But the idea that industrial and agrarian pro¬ 
duction as such follow different ‘laws’ was as clearly expressed by him as il 
lie had. Thus lie foreshadowed an important feature of ninetcentli'Centur\' 
analysis that was not coiujdetely abandoned even by A. Marshall, lii the seven- 
teentli and eighteenth centuries, however, most ccononiists said nothing about 
this. But many implied, or even explicitly said, that increasing returns pre¬ 
vailed also in agriculture. We shall jjrcscntly discuss the most important ex¬ 
ample of this position. At the moment let us notice that A. Smith, more than 
a century and a half after Serra, took a view that was closely similar to his. 
He clearly, tliough loosely, stated a law of increasing returns for manufactures: 
first, in connection with division of labor (Book i, eh. 1) and. second and more 
fully, in tiie digression on the ‘Effects of the Progress of Impnnement upon 
the Real Price of Manufactures,’ which he inserted into Part in of liis huge 
chapter on the rent of land (Book i, eh. 11), where he attributed the fact that 
'a much smaller quantity of labour becomes requisite for executing any par¬ 
ticular piece of work’ ‘in consequence of better machinery, of greater dextcrit>% 
and of a more proper dix isioii and distribution of work.’ “ But nowhere did 
he state a law of decreasing returns, though he repeatedly brushed against it, 
especially in Chapter 11. In fact, in Chapter i, he merely noted a difference 
between agricultural and industrial production in the scope they offer for ever 
increasing division of lalior, and his text is compatible with the intcri)rctation 
that he meant to assert increasing returns also for agriculture but to a lesser 
degree. And this in spite of the fact that the trvo eases of decreasing (phssical) 
returns, nhich West and Ricardo were to rccognkc, had been fully described 
before him by Sir James Stcuart (1767) and Turgot (lyby).'* 

[(b) Decreasing Returns: Steuart and Turgot.] Stcuart in his Principles 
—and after him Ortes in his Economia Nazionale (1774)—presented 
what the late followers of Ricardo were to call the case of the Extensive Margin: 
as population increases, poorer and poorer soils have to be taken into cultiva¬ 
tion and, applied to these progressively poorer soils, equal amounts of produc¬ 
tive effort produce progressively smaller harvests. 'I urgot discovered the other 
ease of decreasing physical returns, the one that the same followers of Ricardo 
were to refer to as the ease of the Intensive Margin: as equal quantities of 
capital [axances) —amounts of labor would, however, do just as well in this 

2 Observe that this statement mixes up two entirely different things: ‘better’ ma¬ 
chinery seems to |)oint to an effect of the widening of knowledge the Technological 
Horizon—that occurs in the course of economic development. Improved division of 
labor, on the other hand, is one of the consequences of mere increase in output and 
may occur within an unchanging technological horizon or an unchanging state of the 
industrial arts. 

3 Observations 5 ?ur Ic Memoire de M. dc SaintPerayy, included in the editions of 
the Oeiivrc.s (mentioned in eh. 4, see. 4). The date given in the text is not absolutely 
certain; moreover, it is the date of writing. We do not know how wide or nanow a 
circle of readers the paper reached at the time. 
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case—^are successively applied to a given piece of land, the quantities of product 
that result from each application will first succcssixely increase up to a certain 
point at wliich the ratio behveen increment of product and increment of 
capital will reach a maximum. Bc>ond this point, however, further application 
of equal quantities of capital will be attended b>' progressi\ely smaller increases 
in product, and the sequence of these decreasing increases will in the end 
converge toward zero. Ihis statement of what exentually came to be recog¬ 
nized as the genuine law' of decreasing returns cannot be commended too 
highly. It embodies an achievement that is nothing sliort of brilliant and 
suffices in itself to place 7 'urgot as a theorist liigli above A. Smith. It is much 
more correct than arc most of the nineteenth-eentur\- formulations—Turgot’s 
formulation was indeed not surpassed until Mdgeworth * took the matter in 
hand. 

A particularly felicitous feature is the insertion of an interval of increasing 
returns before the interval of decreasing returns; that is to say, the recognition 
of the fact that decreasing returns do not prc\ail right from the ai^plieation 
of the first ‘dose’ of some \ariable factor but set in only after a certain point 
has been reached. This should have disposed, once for all, of the erroneous 
opinion that he who asserts that extension of productimi will, under given 
circumstances, be attended by increasing returns tliereforc denies the \alidity 
of the ‘law- of decreasing returns.’ Moreover, 'I'lirgot’s increasing returns are 
defined with unsurpassable neatness: they are the increasing leturns that at¬ 
tend the apjdication of a variable factor to one that is given in a fixed quan- 
tit>'—or to a set of factors whose quantities are held constant —before the 
optimum combination of factors is attained. 'Ihus, I'urgot ma\ be said to 
have formulated a special ease of what American economists around 1900 
were to call the Law of Variable Proportions.'* 

^ See below. Part iv, ch. 6, sec. ^b. 

® 'Hie same thing may be expressed, by means of a different eoircept, in a somewhat 
different way. 'I'his cfMicept, wliich emerged toward the end of the nineteenth teutur\ 
(sec below. Part iv, ch. 7, see. S', is now being called the Production riinetioii. This 
function expresses the technological relation that exists between the c|n:mtity of product 
and the quantities of the ‘factors’ that co-operate in varying projxirtions to proiluce it. 
Reducing, for the sake of simplicity, the iiniiiher of these factors to tw'o, wc may 
mark off the quantities of the product and of tlic two factors on the axes of a .system 
of rectangular space co-ordinates. Kveiy point in space that corre.sponds to any positive 
and finite values of those three quantities will tlieii represent that quantity of product 
that can (at best) be produced by the corresponding quantities of factors, and the 
set of all these points will identify a surface in three-dimensional space, the production 
surface. Now' let one of the factor quantities be lield c<instant, and cut this surface 
by a plane at right angles to this factor’s axis and go through the point on this axis 
that corresponds to the constant. The curve of intersection between the surface and 
the plane will represent Turgot's law of first increasing and then decrca.sing returns. 
Though 'I’urgot did not discover either the production function or its geometric pic¬ 
ture, the production surface as such, we may .say that he discovered a property of it, 
viz., the form of one of its contours, and hence that he got hold of something, pos¬ 
session of w'hich (with ordinary care and competence prevailing in our science) should 
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And finally it must be recorded to Turgot’s credit that he stated his law 
in terms of successive increments of product and not in terms of average prod¬ 
uct (per unit of the variable factor). I'his means that he actually used marginal 
anabsis and that command of modern technique could ha\c improved only 
the form of his statement. 'Ihcrc is really nothing to criticize in it except 
inadequate awareness of the ncccssih’ to specify both the product for which 
his law is to hold and also the variable factor that is to be applied: the 
basketful of disparate things that hide behind his avarices does not meet the 
latter requirement but mcreh' dodges it.® To the further objection that he did 
not emphasize the fact that his law made sense only with a given state of 
technological knowledge, or a given technological horizon, or a given produc¬ 
tion function—as we should say—he would probably have replied that this 
goes without saying. But we arc about to see that this is not so. Another 
point must, howe\er, be nf)ticcd before we go on. 

Both Stcuart and I’urgot spoke of agriculture only. Fifty' years ago this 
would not ha\c astonished anybody, since it was then established practice to 
restrict decreasing returns to agriculture. But we who take it for granted that 
neither increasing nor decreasing returns arc restricted to any particular branch 
of eeoiKunic activih' but ma\ ]^rcvail in any branch, pro\idcd certain general 
conditions are fulfilled, are in a position to realize how surprising that actually 
was. Fxplanatifin seems to lie in the fact that, to the unsophisticated mind, 
there is sonietliing ])ariicularly compelling in the limitations imposed upon 
human acfi\ity by an inexorably ‘given’ physical environment. It takes pro¬ 
longed effort to reduce the analytic importance of these limitations to their 
proper dimensions and to divorce them from the .soil and the industry that 
works the soil. Vet it should not have taken so long to .sec that there is really 
no logical difference between tr\ ing to expand output on a gi\cn farm and 
trying to ex])and outinit in a given factory, and that if farms cannot be in¬ 
definitely multiplied or enlarged, neither can factories. 'Vhe additional ex¬ 
planation required is provided by the belief of practieally all eighteenth-century 
authors—a belief that carries over to the ‘classics’ of the nineteenth century— 
that while the factor land was given once for all, the other original factor, 
labor, would alwa\s increase to any amount required if allowed to do .so. 
If we adopt this \iew, we shall at once .ssmpathizc with the reluctance of 
those authors to treat labor and land alike and to apply the laws of physical 
returns impartially to both. Then wc shall also sympathize with the lopsided 
analytic structure they set up. 

have brought out the ])roduction fiinetion of today before the eighteenth century was 
r»ut. The reason why this aigiuneu! is being inflieled upon the reader at this stage is 
that the ease is so levelatoiy of the ‘ways of the human mind,’ which rarely discovers 
the obvious and fundamental fust. More often it gets hold of some particular aspect 
of an idea and then works back to the conce]>tions that hold priority in logic. 

" IJnle.ss the factor applied is such a definite physical thing as a fertilizer of invariant 
kind and quality or even labor of a gi%’en kind and quality, difficulties arise that 
threaten the meaning of the law. 



262 II: BEGINNINGS TO ABOUT I79O 

[(c) Historical Increasing Returns.] As wc have seen above, asserting that, 
in a given situation, increasing returns prevail in a country’s agriculture, that 
is. that increase of input would be attended b\’ more than proportional in- 
crease in output, does not imply denial of the validih' of the law of decreasing 
returns. This fact must now be brought to bear upon the interpretation of the 
views of those English economists and politicians who actually did make that 
assertion. Whether right or wrong in point of fact, their position was logically 
defensible if the\- meant no more than either or both of two things. 'I'hey 
were all right as to logic (though possibh- wrong as to their facts) if the\' 
meant that in the last decades of the eighteenth century English agriculture ' 
was moving in an interval of increasing returns, that is to say, that land had 
not >ct received its optimum complement of other factors. They were not less 
right in logic (and. to some extent, in fact) if they meant that there were 
looming in the future possibilities of improving agricultural methods of pro¬ 
duction that \\ould materialize if additional resources (‘capital’) were made 
a\ailablc to agriculture—in the same way in which this was actually happening 
in industry. Observe, howe\er. that this is something cpiite different from the 
increasing returns \Ne have been discussing. W'e can indeed, if ^^e so choose, 
speak of increasing returns’ attending increased aj)])lication of resources also 
in this case. But these spells of increasing returns, unlike the others, do not 
occur within the given jwttern of technological practice. Like A. Smith s im¬ 
proved machines they invoKe a change in this pattern. If we visualize 'I’urgot’s 
intervals, first of increasing and then of decreasing returns, as a curve that 
ascends, reaches a inaxiinum, and then descends,** then we see that the in¬ 
creasing returns in the prc\ious sense are depicted by a section of the curve, 
but that increasing returns in the sense now under discussion are not. 'rhe\ 
can, however, be represented by shifting the whole curve upward filtering its 
shape or not as the case may require) into a new position: the old curve bieaks 
off and is replaced by a new one that keeps a higher level (though not neces 
sarily all along its course) but again displa>s both an interval of increasing re¬ 
turns in the previous sense and an interval of decreasing returns. 'I'lic increase 
in returns in the new sense occurs as the curve shifts from its old to its new' 
position. It should be added that, if the curve shifts again and again, there 
is no reason why the differences between these suceessive levels should grow 

^ 'Hiose authors and politicians always spoke of returns to agriculture as a whole 
just as nineteenth centur>’ economists were in the habit of doing. Strictly, however, the 
laws of returns in the sense of 'I’urgot arc defined only for the individual farm. It is 
an additional merit of Turgot that he so envisaged them. 'I’ransition to a whole in 
dustrs', let alone the national economy as a whole, is not quite such plain sailing as 
primitive analysis assumes. 

® See footnote 5 above. To repeat, the abscissae of the curve tlicrc described represent 
successive equal ‘investinent.s' of some resource, say, labor of a given quality, the ordi 
nates the corresponding amounts of total product. But w'C may also let the ordinates 
represent the increments in total product that successively result from each additional 
dose of ‘investment.' Of course, this ‘derived* curve (of marginal products) will reach 
its maximum before the other docs. 
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smaller: there is no law of decreasing returns to technological progress. In 
order to avoid confusion between two entirely different phcnoincna, we had 
better restrict the term Increasing Returns to Turgot’s case. I'liis we shall ac- 
corclingly do. When we wisli to retain the association between the two, mis¬ 
leading though it is, we shall use, for the phenomenon now explained, the 
phrase Historical Increasing Returns. 'I’lic phrase has been chosen in order 
to indicate that these historical increasing returns cannot, like the genuine 
ones, be represented by any curve or ‘law,’ least of all by a curve on which 
we can travel back and forth. For new levels of technique arc reached in the 
course of an irreversible historical process and are hidden from us until they 
arc actually reached. 

An example will illustrate this situation. One of the most interesting Kng- 
lish economists of the late eighteenth century, Anderson,^ boldly asserted that 
man’s power to increase the productiveness of his fields was such ‘as to make 
it keep pace with his population whatever that might be.’ 

This has been interpreted to spell denial of the law of decreasing returns, 
Malt bus being the first of Anderson’s critics to misunderstand him in this 
sense. But Anderson’s emphasis was not upon the product but upon the pro^ 
ductivencss of land. And this, together with his reference to ‘discoveries’ which 
occurs in the same i)assagc. should be sufficient proof that all he was thinking 
of was what we have just decided to dub Historical Increasing Returns. In 
Anderson’s case, it is particularly easy to satisfy ourselves that his no doubt 
exaggerated ideas concerning these possibilities were compatible with the rec¬ 
ognition of the law of decreasing returns. Though it is true that he nowhere 
mentioned 'I nrgot’s case, it is ec[ually true that he accepted Sir James Stcuart’s 
case, r’or he actually invented the ‘Ricardian’ theory of rent which presupposes 
it. 

f(d) Rent of Land.] W’c have seen that the explanation of the rent of land 
was not one of the problems that attracted attention in the early stages of 
economic anabsis. Cantillon and, after him, the physiocrats, may be said to 

'•fames Aiiclcrsoii iSoS) was a Scottish gentleman farmer. Ilis numerous 

writings are as important for an appreciation of the course of the corn law controversy 
as they arc for the history of economic analysis. 'I’hc most important ones are: 
Ohsenaiium on the Means of exciting a Spirit of National Industry . . . (1777); 
An Enquiry into the Nature of the Corn Imws (1777); and several es.says in his 6 
volumes of Recreations in Agriculture. Natural History, Arts, and Miscellaneous Litera¬ 
ture (pnbl. 1S02L lie had to an unuNual degree what .so many economists lack. 
Vision. 

Recreations. \’ol. iv, p. ^-4; the passage has been quoted by Cannan, A History 
of the Theories of Production and Distribution (3d ed., 1937. p. i45)» in order to 
prove that tlie law of decreasing returns w'as unknown to tlie agriculturalists of that 
time. It is of course beyond doubt that thev* were thoroughly confused about it and 
that, since ’I'urgot’s performance had pas.sed unnoticed, professional and political opin¬ 
ions of the time sometimes read like unalloyed nonsense. But it should not be asserted 
without qualification that they actually were unalloyed nonsense or that they were 
always vitiated by the ignorance of that law. 
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ha\ c been the first to entertain a distinctive \ iew of the plicnoinenon: it 
simply amounted to the proposition, if \vc may couch it in terms of a later 
time, that land yields rent because it is a scarce factor of production (or 
c\en the only 'original’ one), and that this rent is partly an interest payment 
on investments made by the landUud and parth' a payment for the ‘natural 
and indestructible prodiicti\e powers of the soil.’ This theory was primiti\c 
and not fully articulate but nevertheless superior to many later speculations. 
In addition to the merit of saying or implying nothing that is definitely wrong, 
it had another one that raises it above triviality: \\lioe\er holds this theory 
thereby pro\es his awareness of the fact that productiveness and scarcity, in 
the case of a costless factor, arc sufficient to account for its yielding a net 
return so that there is no point in looking for other explanatory eircuinstances. 
But this is precisely what most economists failed to realize, then, and through 
out the first half of the nineteenth centurv. Accordingly, they engaged in 
speculations that produced, before the eighteenth century was out, both the 
theories of rent that were to jvrcvail during the subsequent epoch (roughly t») 
the last quarter of the nineteenth century). The one may be associated with 
the name of Adam .Smith, the other with the name of James Anderson. 

A. Smith’s theory of value, which will be discussed in the next chapter, 
yields the result that, under conditions of competition, a costless thing reallv 
cannot have a price. Ihc services of land are costless: A. Smith exjjlained at 
length that tliesc services arc not to be identified with the services of the 
capital that may have been invested in the land. Nevertheless, they fetch a 
price. Hence ‘the rent of land . . . considered as the price paid for the use 
of land, is naturalh a monopoly price’ \\Vealth, Book i, ch. 111. If this were 
true, rent would have to 'enter into the conipositi<»n of the price of coni 
inodities' cxactlv as do profit and wages, which .\. Smith explicitly denies on 
the next page. But of course it is not true: the landed interest is not a single 
seller and therefore its income cannot be explained bv the theory of monopoly. 
1 he povertv' of this rent analysis is overlaid by a plenty of materials and de¬ 
tailed comment that made the eleventh chapter l)iirst the framework of Book 
I. Many of these details deserve recording but wc must confine ourselves to 
three. First, A. .Smith placed much emphasis upon the rent of location. Sec¬ 
ond, he worked out a theory that was to enter Malthiis’ stock in trade, and 
that kept on cropping up in the lower strata of the ninctccnth century theory, 
namely, the theory that ‘Human food seems to be tlie only produce of land 
which always and neccssarilv affords some rent to the landlord’ (ch. 11, Part ii) 
because, by virtue of the principle of population, food i>roduclion is the only 
kind of production which, as it were, will always create its own demand— 
mouths always increasing in response to every increase in the supply of food. 

This disregards the comments that Petty made on the subject—w-hicli do not 
amount to much—and also .something else. 'I'hose authors who, like Locke, explained 
—rrr ‘justified*—property in land by labor invested in it might be interpreted to have 
held a labor theorv' of rent. Such attributions arc, how'cver, un.safe and I prefer not to 
stress this point. 
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1 hough comment is, I trust, superfluous concerning the merits of this proposi^ 
tion, it is not superfluous to point out that this sort of thing goes far toward 
justifying the animosity to theory harbored by institutionalist and historical 
economists. It is for the same reason that I mention a third tlieory (presented 
in the Conclusion of eh. ii): believing that every increase in tlie real wealth 
of society tends, directly or indirectly, to raise the real rent of land, he con¬ 
cluded that the class interest of the landowners ‘is strictly and inseparably 
connected with the general interest of society' so that, unlike ‘those who live 
by profit,’ landowners when s]>eaking from the standpoint of their class in¬ 
terest ‘ne\er can mislead’ the public in its search for measures that promote 
the general welfare. A truh' unbclic\'able piece of reasoning—the premiss could 
be shown to be wrong from material and argument within the co\crs of the 
V^’cdliJu and the conclusion would not follow even if the premiss were right.^^ 

As has been stated, we need nothing be)ond the productiveness and the 
searcih' of land in order to explain why there is such a thing as rent. Neither 
the fact to be explained nor the explaining facts ha\c anything to do with 
decreasing returns. However, the association of rent with decreasing returns, 
whicli was to be one of the most characteristic features of the Ricardian sys¬ 
tem. was cstablislied 1 )\' Anderson. In his Observations of 1777 he arri\'cd at 
the conclusion that the rent of land is a premium paid for the privilege of 
culti\ating soils that are more fertile than others, and in his Enquiry of the 
.same \ear he formulated more precisely the conditions which Caiman stated 
established the formula: ‘'I’lie rent paid in respect of any particular boll is 
eipial to the difference between the expense of raising the most expensive boll 
raised and the expen.se of raising that boll,’ explaining fully how the com- 
])etition among farmers will secure exactly this amount for the landlord.'*' In 
a later essay, included in the Recreations (\'ol. v), he presented another aspect 
of the same idea by saving that rent was a ‘contrivance’ for equalizing the 
profits on lands of different fertilih'—an emphasis upon the ‘law of the aver¬ 
age rate of profit’ that makes In’m a forerunner of Ricardo in still another .sense. 
Except for the claim that it explained rent, all this was quite correct so far 

Reasoning sucli as this indicates certain liniitaticnis of a man’s judgment once 
for all. Blit we are also within our rights to suspect .such an argument of ideological 
bias, ])rccisely because of the obviousness of its faults. 'Iherefore, it is interesting to 
note tliat as a matter of fact A. Smith harbored an ideological bias against the landed 
interest (.see below, cli. 6) .so that no explanation can be derived on this line. 

131 fail to understand why the late Professor Caiman, who quoted the passages 
(op. cit. pp. slionld have thought it neccssaiy’ to warn his readers that ‘Ander¬ 

son’s anticipation of particular jHiiiits in the Ricardian theory mu.st not be mistaken 
for an antieipation of the whole theoiy.* It is true that Rieardo also noticed the 
'I’nrgot case of deereasing returns. But his reasoning practically rims in terms of the 
Stciiart case, just as does Anderson’s, bike Andcr.son. inoreincr. Ricardo seems to have 
thought that there would be no rent if there were no decreasing returns, thus con¬ 
fusing the latter with scarcity of land. Hence, as far as the theory (to which Cannan 
specifically refers) is concerned—and not the diagnosis of the actual conditions of 
English agriculture or the political recommendation—1 cannot .see any difference what¬ 
soever between Anderson and Ricardo, or, for that matter between Anderson and W est. 
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as it went. But the achievement of anticipating a eentury’s thought on this 
subject would ha\c been a notewortliy one, even if all of it had been wrong. 


5. Wages ^ 

The most obvious analytic use to which the principle of population can 
be put is surely the theory of wages. Maii>‘ writers—among the leaders, es¬ 
pecially Quesnay and Turgot—might be cited to show how easy it was, start¬ 
ing from an uncritical acceptance of that prineiple, to arrive at a minimum- 
of-existence theon of wages as an ec|ua]ly uncritical eonehision. Since. 11101 e- 
over, the idiysiociat theory of capital—the idea of the uvunccs —was of a na¬ 
ture to suggest the concept of a ‘wage fund,’ another pillar of Ricardian cco- 
iioinics was thus erected by pre-Smithiaii writers, mainly ITciicli. 

But tlic pniposition that wages per head tend toward a nhniinuin-of-existcnec 
level I however defined ) is no more a theory of w ages than the cpiantih theory 
is a theory of money. Both are propositions about the values eeitaiii eeonoinie 
quantities assume in a stale of long run equilibrium and form ])art of a compre¬ 
hensive theory of wages or moiie>—that is, if we l)elie\c m them—but are not 
the wliole of it. \o such comprehensive theory was worked out before A. Smith. 
But many pre-Smithian economists contributed fragments. 1 ’he most impor¬ 
tant of these contributions was Child's, discussed alnwe in Chapter 4. It had 
nothing to do with the principle of population. Child, as we know, was a 
populationist who declared that ‘most nations in the civilized parts of the 
w'orld arc more or less rich or poor proportionable to the paucity or plentv of 
people.’ This paucity or plenty he made de]Hndent upon ■employment.* so 
that we may interpret him to have meant that the wage rate is determined, 
on the one hand, b> tlic demand for labor and, on the other hand, by the 
supply that this demand calls forth, 'riiis was a good beginning, the nioie so 
because Child said nothing about the particular level at which the forces of 
demand and supply would fix wages. In particular, he kept clear of any mini 
mum-of-existence law. Instead, he said that high wage rates are the conse¬ 
quence and ‘infallible evidence’ of the riches of a country. Davenant went a 
little further in his statement that in a poor countrv interest is high and land 
and labor cheap. Also other writers got as far as this. But nowhere do \\v find 
more than this until we reach the minimum-of-existence theorists mentioned 
above. 

This docs not mean, of course, that people were not interested in wage 
questions. On the contiary, ccomnnists debated them eagerly and practically 
every one of them left us his opinion about wage jDolicy. But most of these 

1 7 'lic works on the histor>' of population doctrines all take some nceoiint of the 
history of wage doctrines as well, hut .Speiiglcr’s should be particularly inentioned 
l''acts as well as views the reader finds in llcckseher and Mantonx. Also, see Iv S. 
Fiirniss, The Position of the iMborer in a System of Satumalism (1920), wliith woik, 
how'ever, concentrates on the task of bringing out one particular aspect of the ])ictiiie 
and does not aim at presenting the whole; and K. J’icard, Titiide sur c|iielqnes theories 
du salairc an XVIII« sieclc’ in Revue d’histoire dcs doctrines economiques (191c). 
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utterances were prcanalytic in nature. They reveal sentiments and evaluations 
that reflect important aspects of social history and are a legitimate object for 
the ap])1ication of the Marxist theory- of ideology, provided that it be handled 
without unintelligent dogmatism. l*’or us, however, these sentiments mean only 
an additional difficulty of interpretation; we are dri\en to unraveling elements 
of aiiahsis from the various recommendations of our authors—or such reasons 
as they give for their normative statements—and in doing so we arc in con¬ 
stant danger of mistaking for an analytic proposition what may have been 
no more than a jnofession of sympathies. I'hns CJiild, though he interpreted 
high wages as a svnijjtom of wealth, did not proffer any higli vvagc theory in 
the sense that Ihgh wages arc in themselves a factor that makes for prosperity. 
Hut he was evidently in sympathy with high wages and hence seems to have 
held a higliwage theory in this sense. 'Ihat this was not the case we can sec 
from the way in which he behaved when confronted with a low vvagc argu¬ 
ment. lie did not really argue but simply got angry and hurled defiance at 
the obn(»\ioiis doctrine: *a charitable project and well becoming a userer!’ Other 
authors offer hints at motivating analytic propositions. Some—including Cary 
—looked upon high wages as a part in the mechanism of brisk Irusincss and 
adumlnated the i)urchasing-iH)wer argument. Others were of the opinion that 
high real wages are conducive to better performance.- But this did not amount 
to much. Neither did the reasoning of the low-wage men. Peth's argument 
was that high wages would only encourage sloth and that if wages were doubled 
the sup])lv of lal)or hours would be reduced to half. 'I he most important ar¬ 
gument on this side of the question was, of course, the argument from com¬ 
petition in international tiade. It was because high wages would impair the 
com])etitive situation of the country that Sir James Steuart held that wages 
‘should’ be kept at the level of physical necessities.’ D. Ilumc also believed 

- Por iN.nii])lf. Danii'l nefru; ‘c. i6qg i-^i> in Vlun of the Kii^Iish CoiwncTce (1-28); 
H. I'raiikliii, in his Rcficriions im the Au^mcniaiion of W'dgtw, also distingnishccl high 
wages from hiiili cost f>f labor per unit of pTmliiet. 

'I here cannot he any doubt, of course, that many cleelarations in favor of low 
wages .simply and naivclv voice class interest and arc not the result of any attempt 
at api>raising causes and eonseiiuenecs in a scientific spirit. Not only did low-wage 
opinions fit the social structure and the re.sulting national spirit of tljosc times, but 
also wliatcvcr low wage opinions weie held were quite freely uttered because the labor 
interest was not yet a political factor and intellectuals therefore did not .side with it. 
So opinions were held with regard to labor—and voiced without inhibitions—that 
.sometimes recall the opinions lield by the Romans with regard to their slaves as 
voiced, e.g.. by C:ato. I hat the welfare of the laborers, or laboring poor.’ or simply 
the poor, .should have been, by implication, denied tlie status of an end in itself— 
in the economic literature roughly until Beccaria and Smith—docs not necessarily 
mean what it seems to mean. I’or sneli statements also occur witli respect to the 
mcKhant class and arc only what wc should expect in a nationalist civilization. But 
opinions could be cited to the effect 4hat workmen ‘.should’ be kept poor, and ignorant 
as well as poor, that they ‘should* he strictly disciplined and. in order to facilitate this, 
kept at work from early yontir and continually, so that they should never know what 
it is to be at leisure arid so on. Such views, like the opposite ones, naturally tended 
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that high \^'age rates arc detrimental to a eountry's foreign trade, though he 
did not draw the same conclusion; on the contrary, he went on to say that 
this disadxantage weighs lightly as compared with ‘the happiness of so many 
millions/ 

A. Smith’s performance in the field of labor economics * is highly charac¬ 
teristic and in fact a fair sample of his work as a whole. M()rco\cr it acquires 
additional importance by virtue of its liaxing been the first fully systematic 
treatment of the subject. He no doubt followed the axailable leads but, sealing 
off edges here and dc\eloping there, he made a well rounded whole of it that 
was qualified to serxe, as in fact it did scr\e, as a basis of further analysis. 
First of all, he worked out a comprehensixe theorx- of xvages. Borrowing a 
natural-laxv proposition that xxas xxidely accepted in his time, namely, that 
‘the produce of labour constitutes the natural recompense or wages of labour,' 
he proceeded to explain hoxv it came to pass that labor has to surrender part 
of *its* product—meaning the entire result of the prodnetive process—to land¬ 
lords and another part to ‘niastcrs.’ Obserxe tliat this indeed ])osits the funda¬ 
mental problem of xxages but that it does so in a peculiar xxax: A. Smith’s 
argument starts from a pseiido-liistorie backgrraind of a natural state in which, 
on the one hand, there are no landlords and no ‘masters’ and in xxhieh. on 
the other hand, labor is the onlx scarce factor of production; confusing these 
txvo quite different facts, he reduced the problem of xvages at once to the 
problem of the txvo other distributixe .shares xxhieh thereby became ‘deduc¬ 
tions from the produce of lal)Our.’ Rent is a deduction from ‘naturar wages 
that is motivated not by the productivity of land but by the emergence of 
prixatc property in it xxhieh tallies nicely with his monopoly theory of rent: 
some pco])lc monopolize land exactly as they might monopolize air, xxere it 
technologically possible to do .so. And profit is another deduction niotixated 
not by the productix itx- of capital—stock ‘adxanced’ to the laborer—but .solely 
by the poxver of its owners to insist on it, a poxx'er that is much enhanced 
by the case with xvhich these oxvners can combine against the poor and hel])- 
less laborers who ‘must cither starxe or frighten their masters into an imme¬ 
diate compliance xvith their demands.’ llie reader should realize both the 
obvious weaknesses that this argument presents when considered as a piece 
of analysis and the appeal it xxas bound to have. It foreshadoxxed, in fact, all 
the exploitation and bargaining poxxcr theories of xxages that the nineteenth 

to reflect themselves in the analytic work emanating from their sponsors or in the 
way in xvhich its results are formulated: and if that analytic work is rudimentary, it 
becomes still more difficult than it is in the case of elaborate theories, to separate what 
for brevity's sake we may call the logic and the class interest serxed by that logic. This 
political aspect is also important for the toi)ic$ to be touched upon in sec. 4, which 
follows. 

^ 71 ic substance of it is to be found in chs 8 and 10 of Book i of the Wealth of 
Nations. But additional facts and comments are .scattered all over the xvork. 

** It is only here, within the theory of wage.s, that A. Smith adopts this view. Else¬ 
where he leaves room for other elements, such as risk and trouble. 
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century was to produce, and also suggested the idea that labor is the 'residual 
claimant.’ 

A. Smith went iniicli further than that, however. Since the laborer cannot 
li\c without the advances of the ‘masters,’ the latter can, strictly speaking, 
reduce his \\ages to the physical ininimum of existence. But the masters’ com- 
jK'titiou for labor will, w'ith increasing national wealth, force them to ‘break 
through the natural combination of masters not to raise w^ages’ and will raise 
w'age rates abo\e that level for indefinite jjcriods of time. Accordingly, A. 
Smith denied vigorously that wages in Great Britain were anywhere near the 
niinimum-of-existence level or that they fluctuated with the price of provision 
as they would have had to do in that ease.'* I'or practical purposes this amounts 
to denying the validity of the physiocrat theory of wages. In principle, how¬ 
ever, A. Smith accejUed it. 1 'his reconciliation of tw^o apparently contradictory 
olhnions he achiexed by emphasizing not so much the absolute level of the 
wealth from which the demand for labor proceeds but ‘its continual increase’ 
—it was not great wealth as such but increasing wealth which, outstripping 
increase in population, causes wage rates to rise in monetary as wxll as real 
terms. But wealth that docs not increase, how'cver great it may be, is no guar¬ 
antee against low wages: the hands will ‘in this case naturally multiply beyond 
their employment,’ so that (Juesnay would be right in the cud. A. Smith also 
accepted tlic wage fund theor\ . which he restated in the form that was to be 
the object of both elaboration and attack in the nineteenth century. When 
dealing with the demand for labor, he stated what reads like a harmless truism: 
this demand ‘it is evident, cannot increase but in proportion to the increase 
in t]»e funds which are destined for the payment of wages.’ The joker that 
links beliind the word ‘destined’ was responsible for many a headache later 
on. But A. Smith ]ightheaitedl\- concluded that the demand for labor, since 
it comes either from the income of the well to-do, who demand personal 
sersicc, or from the stock of ])iisincssmcn. who demand productive services, 
and since ‘the increase of re\enue and stock is the increase of national wealth,’ 
will increase with the incre:ise of wealth, ‘and cannot possibly increase without 
it.’ There is no innrc fertile source of error than apparently trivial premisses. 

’I'his theorv of wages was copiously illustrated by all sorts of facts, w’hieh 
is whv it gives the reader the impression of fullness and realism. Critical—and 
often wise—c’oniments on the labor legislation and the poor laws of that and 
earlier times arc freeb inserted. And A. Smith s interest in the concrete phe¬ 
nomena of practical life is responsible for many anahses of particular ques¬ 
tions, one of which may be mentioned. Abstract theory reasons about an im- 
aginarv wage rate, the counterpart of which in real life is a structure of widely 
varying wage rates. In order to make sure that a theory working with a single 
rate has any relevance at all to the explanation of real phenomena, we must 

« This seems, however, to have 1 h‘cii the prevalent popular opinion. Galiani in his 
Dialogues (see below, eh. 6) attributes it to Le Marquis whose role it is to voice popular 
opinions. 
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analyze the nature of the differences in the wages—and profits—earned in dif¬ 
ferent einploynients and places. I’liis is the kind of thing in which A. Smith 
both delighted and excelled. 'I’lic lead had been given by Cantillon. But A. 
Smith went much more deeply into the matter, thus creating an important if 
not exactl}’ exciting chapter of tlic nincteenth-cciitury textbook. 

4. Unemployment anu the ‘State of the Poor’ 

In principle, mcdic\al society provided a berth for everyone whom it recog¬ 
nized as a member: its structural design excluded unemployment and destitu¬ 
tion. Actually, the threat of involuntary unein])lo\ nieiit was not completely 
absent. The journeymen who worked under the masters w'ithin the craft guilds 
were often, and the agricultural laborers {mcrccuarii) were always, hiied work¬ 
ers whose cmplo>incnt was not guaranteed. But as a rule neither group had 
much difficulty in finding jobs. In normal times uncnij)lo\inent was quanti¬ 
tatively unimportant and confined to individuals who had broken loose from 
their environment or had been cast off by it and who in consequence had be 
come beggars, vagrants, and highwaxmen. ‘The highwa\ineii were treated with 
brutal yet ineffective cnerg\: with the other types, the charity enjoined and 
organized by the Catholic Church was perfectly able to cope. It is important 
to keej) this pattern in mind because it formed an attitude toward imeniploy- 
ment and the unempkned that persisted for centuries after medieval condi¬ 
tions had passed away. Let us remember in ])artieular that mass unemploy¬ 
ment, definitely unconnected with any jjcisonal shortcomings of the unem¬ 
ployed, was unknown to the Middle Ages except as a consequence of .social 
catastrophes such as desastation by wars, feuds, and j^lagues. 

'Ihis changed in and after the fifteenth century. The breaking up of the 
medieval world, attended as it was by social uphea\als, is in itself sufficient to 
account for the widesj)rcad suffering and destitution we observe, 'llie agrarian 
revolution not only destroyed cmironments that might have sheltered fugi¬ 
tives from distressed areas but also caused the landless proletariat to increase 
more rapidly than did the effective demand for labor. 'I’hc resistance to change 
offered by the organized crafts, while it protected some elements of the ])opu- 
latioii, made things worse for others. 'Ihe rising capitalist industry in the long 
run absorbed rather than created uncmplo\ incut. But there were many bottle¬ 
necks that impeded the development of the new opportunities and the flow 
of labor into them. Moreover, when the pace of industrial development quick¬ 
ened in the second half of the eighteenth century, technological uncmj)Ioy- 
incnt put in an appearance as a mass phenomenon and frequently overshad¬ 
owed that long-run effect. This exj>lains why the rise of the factory system 
was associated with so much misery: for many years labor w'as not attracted to 
the factories by higher wages and better li\ ing conditions, but driven into them 
in spite of lower real incomes and w-orsc living conditions. 'I’lic old protective 
regulations broke down not so much under the influence of laissez-faire phi¬ 
losophies as under the weight of actual or threatening unemployment, h'or a 
time, though not everywhere to the same extent, all barriers to the deteriora- 
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tion of the worker’s lot were giving way. Thus it is not difficult to understand 
the paradox already noticed, namely, that governments and writers who were 
enthusiastically populationist never ceased to worry about how ‘to set the 
poor to work* or how to combat ‘idleness.’ ^ 

But the first problem that confronted European go\'crnments from the be¬ 
ginning of the sixteenth century w'as an administrative one. E\cry'\\here the 
swelling numl)crs of destitute beggars and vagrants outgrew the possibilities of 
private charity and e\’crywhere public organization of relief had to take its 
place. In I’lngland, earlier measures were systemized by the Elizabethan Poor 
Law of i6oi, which definitely established the compulsory poor rate on a per¬ 
manent basis. The poor rate was a tax that was le\icd in every parish for the 
maintenance of its own destitute inhabitants. The burden was considerable 
and abo\c all very visible. Principles and results were evidently debatable. Ac¬ 
cordingly, amendments were suggested, di.scus.sed, and actually enacted in an 
unending stream until the advent of modern securih' legislation. Because of 
the iniporlanec for the history of economics of the corresponding stream of 
books, pamphlets, and articles which for more than three hundred \'cars were 
to deal with those problems, we had better note the two main questions at 
issue. Ihe Elizabethan enactment had left the administration of the funds 
raised by the poor rate to honorary local officers elected for the purpose, a 
highly inefficient arrangement which was not radically changed until the Poor 
Law Amendment Act of thus the first question was one of central versus 
local control. The second question, which is more interesting from our stand¬ 
point, was Outdoor Relief versus Maintenance in a Workhou.se. Outdoor re¬ 
lief was the original method which, owing to a variety of administrative abuses 
that were only in part inherent in its principles, elicited the criticisms that 
brought the workhouse method steadily to the fore, and thus prepared the 
ground for its temi)orary victory in 1854.= repeat, legi.slation and adminis¬ 
tration in the .sexenteenth and eighteenth centuries did little to supplement 
existing systems of unemployment relief by measures for the protection of the 
employed with respect to hours, working conditions, and so on (not even in 
the ease of women and children’}. In some continental countries we find the 
beginnings of factory legislation within our period, in Austria, for instance, 
under the reign (1781-90) of Joseph II. But in England there was next to 
nothing before the (incffcctixc) Health and Morals of Apprentices Act of 

* Tlio.se conditions have been described numberless times w’ith widely varying de¬ 
grees of competence and accuracy. Reference to the works of Hcckscher and Mantoux 
must again suffice for our puriwsc. 

2 The reader will find a sufficiency of relevant facts in almost any economic histor}\ 
Three books, however, should he particularly rcconimended: K. M. Hampson, The 
Treatment of Poverty in Cambridgeshire, 1597-1834 (1934): S. and B. Webb, English 
Poor Law History^ (loz- ol: and Dorothy Marshall. The English Poor in the Eight¬ 
eenth Century (1926). An eiglitccnth-ccntiiry liistorx' will be mentioned presently. The 
outstanding nineteenth centime history is Sir George Nicholls* History of the English 
Poor Law (1854), complemented by his histories of the Irish and the'Scotch Poor Law 
(1856). 
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1802.* In another line, however, w'c may note the Friendly Soeiety Aet of 
179:;. which mitigated the legislation, against eorporative action by the workers. 

i he chief remedies for iincmplo\ ment consisted in measures intended to 
foster manufacturing industry. Wc shall sec later (in eh. 7) that concern about 
employment opportunity was one of the chief motives of ‘mercantilist’ poli¬ 
cies. In some continental countries, cspccialb- in Germany, protection of the 
peasant holding was an important safeguard against pauperization of the in¬ 
dustrial workers. And the deficit financing of continental go\ernments. though 
not motivated by this purpose, certainly had .some allcxiating effects. England 
came much nearer to balancing her budgets. But some English writers, though 
they did not recommend deficits, were more alive to the possibilities of mone¬ 
tary remedies for unemphnment than were their continental l>rethren.' 

I’hc late scholastics,’’ like their predeces.sor.s, had emphasized the role of 
charity and defended the beggar against the rough reactions of the environ¬ 
ment. In particular, tlicy had defended the ‘right to beg.' Hut they came to 
realize that unemployment was growing be\ond the jiossibilities of private 
bene\olcnce and therefore entered upon a discussion of the possibilities 
offered by legislation and public administration, touching, first ineidcntally, 
later on more systcinaticalh, upon problems of causation. 'Ihis discussion was 
taken up by laic writers, mainly the Consultant Administrators, all o\er Eu¬ 
rope. In Germany, das Armcnweseti naturally became a stand.ud subject within 
the ‘cameralist’ literature. German go\eTnments accepted the state’s responsi- 
bilit>^ for employment and maintenance as a matter of course. 'I'lic .same prin¬ 
ciple was repeatedly as.sertcd in England, for c.xample, by the Berkshire magi.s- 
trates in 179;. But there is not much to record for tlie historian of economic 
analysis.^ 

In the first place, a great many writers on the poor laws argued on the ex¬ 
plicit or implicit ‘theory’ that, barring misfortune, and especially sickness, the 
destitute unemployed was iKTsonally to Islamc for his fate. In appraising this 
view, contempt for its inadequacy as a tlieors of the social phenomenon to be 

3 See, e.g., B. L. Hutchins and .A. Harrison. History of Factory Legislation 

* The question how far economists of the seventeenth and eighteenth centuries may 
be credited with what we shcMild call a iiumet.iry tlieory of emploMiient will be briefly 
considered in the iic.xt chapter. 

® The tracts by de Soto and de Medina (sixteenth century) mentioned already (see 
above, ch. 2). may again sene as e\am|>les from a large lileiaturc whuh continued to 
pour forth, especially in Spain and Italy, throughout the seventeenth and eighteenth 
centuries. We confine ourselves to noticing one of its latest and most .successful prod 
nets, Giovanni Batti.sta Vaseo‘.s Memoire sttr les causes de la wendicite ct 

sur les mayens de la supprimer, 1790 (rcpubl., witli other w'ork.s of his. in the Custodi 
collection). Vasco was a Picdinontcsc priest who. uikIct the influence of lurgot and 
A. Smith, deseloiKcI into a thoroughgoing ‘liberar in the lais.sez fairc .sense. 

** For further information, sec especially T. K. Gregory, ‘The Economies of Employ¬ 
ment in England, 1660-1713.’ Economica, 1921. "Hicrc i.s no equally valuable survey 
for any other country. Reference .should, however, be made to the interesting article 
by G. Arias on Ortes' theory of unemployment, Giornale degli Economists September 
1908. 
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explained, and indignation at the callousness of which it may be the symptom, 
must not blind iis to the element of truth in it which has come to be as much 
underrated in our own time as it was overrated then. It was at the basis of the 
argument of the defenders of the workhouse system and survived, in various 
nuances, until igi^. "I’he principles that relief should be confined to main¬ 
tenance in the workhouse and that life and labor in the workhouse should be 
made less eligible than the least eligible employment may merely aim at test- 
ijig the presence of destitution; actually, however, they were often associated 
with puniti\c intent that can be explained only on the theory in question. In 
the second ydace, writers who went beyond this mentioned a number of factors 
that were all of them more or less relevant to the explanation of cither un¬ 
employment or substandard conditions among employed workers but without 
subjecting them to any elaborate analysis, llic most important ones were for¬ 
eign competition, high rates of interest, taxes and regulations that hampered 
enterprise, enclosures, and, mainly in connection with enclosures, property in 
land. It is \cry difficult to tell how much insight any such statement reveals. 
'I'o mention one exami^lc, Cdiild listed high interest as a cause of unemploy¬ 
ment. Rut the reason he adduced was not that high interest ma\ restrict invest¬ 
ment but that it facilitates ])rcmature retirement from business, which, though 
not quite indefensible, looks very niiieh like an analytic blunder. Macliinen' 
as a cause of unemplovinent (or of low wage rates) was mentioned with in¬ 
creasing frequencx as the eighteenth century wore on. But nobody attempted 
to develop a theorx' of the mechanization of the produetixe process. On the 
whole, the oi^positc \ icw prexailed. namely, that the introduction of machincr>' 
tends to increase employment and to raise wages. This opinion, already held 
by Cary, seems to have been shared by A. Smith. In the third place, during 
the last quarter of the eighteenth century a tendency as.scrted itself to explain 
unemplox inent bx- means of the ‘principle of population.’ The analytic nature 
of this line of reasoning can be best conveyed by an analogy. One of the fa¬ 
miliar phenomena xx e obserx e in ex cry depression is that producers cannot sell 
their wares at prices that x\ ill cover cost: hence nothing is easier than to jump 
at the conclusion that the root of the trouble is ‘oxerproduction.’ This is the 
most primitixe of all theories of crises or depressions. And the most primitixe 
of all theories of unemplox incut is that people cannot find xvork at living xvages 
because there arc too many of them. It xx-as almost alxxays at the bottom of 
arguments to the effect that more generous provision for the 'able-bodied poor' 
xx'ould make matters xvorsc for the xxorking class as a xxholc, or exen that the 
poor law' as it then stood was breeding poverty' by fostering increase in popu¬ 
lation.’ Obserxe that this theory, as far as there is anything to it at all, ap- 

’Sneh aTgiiincnts xvcrc fialy .ind effectively used against the legislation proposed 
by William Ihtt which xvoiiUI have faxored large families. The outstanding performance 
in this discussion xx-as Jeremy Jh’iithani s Observdiious on the Poor Bill . . . [of] Mr. 
Pitt (1707). which foreshadowed the opinion of the ‘cla.ssicar economists of the 
nineteenth century on xxhat, speaking from their standpoint, we might describe as 
the Fallacy of Relief. See Works, vol. viu. 
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plies equally well to the relief granted to unemployed persons, and to the subsi¬ 
dies tliat the poor-law authorities were in the habit of granting to persons em¬ 
ployed at less than li\ing wages. TTie latter practice was scxercly criticized on 
account of the administrative abuses to which it ga\'c rise—it made it pos¬ 
sible for local potentates to shift part of their wage bill on to the poor rate. 
This is probably the reason nobody ]>rodiicccl aiuthing that could pass for a 
tolerably adequate theory of wage subsidies. But the fundamental similarity 
between unemployment and employment at substandard conditions stood out 
all the more clearly. Both entered into the concejjt of ‘poverty' or ‘indigence,' 
which, as we know, Qiiesnay had been the first to explain by overpopulation. 

The discussion on the related problem of child labor was still less productive 
of anah'tic pcrforinancc. Children had always worked with their parents on the 
farm and. under the system of domestic industry, in the home. The spread of 
factories merely created new opportunities for the cinployincnt of children at a 
very early age in the tending of simple machines and induced a new practice 
of binding out the children of paupers to cotton manufacturers in order to 
reduce the poor rate, 'lliose writers who were impressed by the incidental hor¬ 
rors or by the obvious consequences for the health of the race were few indeed. 
The large majority accej^ted child labor, not onl\' as a matter of course but 
with appro\al—as a sound discipline and as a solution of many of the work¬ 
er's problems. Some seventeenth-century writers hailed it as a boon to the 
masses and seem to have considered the children's earnings as a net addition to 
the family income of workers, without taking account of the effects that the 
competition of the children must produce on the wages of adults. This theory, 
which was held by Yarranton,** qualifies well as an example of ideological dis¬ 
tortion of vision. But it also qualifies as an e.xample of early economic reason¬ 
ing that in spite of its crudih' contained an element of truth. If we choose to 
disregard cvcr\ thing c.xccpt money income, then it is likely that in the condi¬ 
tions of that time child labor did result in a gain to the working class—though 
this gain was certainly less than the amount of the children's earnings—and 
did promote Yarranton's ideal of cheapness and plenty. Ihis attitude changed 
but slowly in the eighteenth ccntim', and humanitarian feelings had more to 
do with it than had economic analysis. Many instances could be adduced of 
writers who mention full employment of children at as early an age as possible 
—at six or even four years—with unqualified satisfaction; or who at least ac¬ 
cepted it unqnestioningly as the normal state of things.® Arthur Young’s esti¬ 
mates of the normal budget of a rural laborer's family take it for granted that 

® Andrew Yarranton (1616-84), Englands Improvement by Sea and Land (1677). 
Both the man and the book we shall meet again in ch. 7. It is of some interest to 
note that in his advocacy of extensive employment of children Yarranton pointed to 
German practice as an example to be followed. 

® To quote at least one instance, in his Tour thro* . . . Great Britain (1724-7), vol. 
Ill, Daniel Defoe noted that in some Knglish villages through which he traveled there 
W'erc no children to be seen—inferring with pleasure that they were all at work as 
they should be. The same attitude is in evidence in his Plan of the English Commerce 
(1728). 
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tlic chief brcacKvinncr could not have provided a minimum of existence for 
his family witlioiit the earnings of his wife and children. 

But fact-finding activiK was in a much better situation, and its results con¬ 
stitute, in the field of labor economics, the most important achievement of that 
epoch. The outstanding jx-rformance ^;^'as Eden’s,^" which in scope and method 
has no c(iual in the English or any other literature of the period. Of particu¬ 
lar interest for us is the fact that the author, although he disclaimed any in¬ 
tention beyond what fact-finding implies (he offers some interesting discus¬ 
sions, ncxeriheless), was fully aware of the importance of his facts, not only for 
the purpose of legislative and administrative practice but also for economic 
analysis. Me worked, as he said himself, as one of the ‘hewers of stone and 
drawers of water* without whom 'the edifice of political knowledge cannot be 
reared.’ It is of the utmost importance to bear in mind, if the history of eco¬ 
nomics is to be understood, that, though the greatest figure, he was not alone 
in that field. Da\ies’ collection of family budgets of agricultural laborers and 
his careful anabsis of his data were conceived in the same sj)irit,“ and so was 
Richard Burn’s History of the Poor Laws, 1764. Work of this t\'pe j)a\cd the 
way toward tlie legislative developments of tlic nineteenth century. 

Sir Frederick Morton Eden (1766-iSoq), The State of the Poor: or an History 
of the iMhouriiiii Glasses iii England from the Conquest to the Present Period; in 
which arc particularly considered their Domestic Economy . . . ; and the various 
Plans which, from time to time, have been proposed and adopted for the Relief of 
the Poor . . . (^ \<»ls., i-q-; abridged cd. by A. C. I*. Rogers, iQiS). Tlic price and 
wage data and the budget stiuly in the third volume are particularly important. 

na\ id na\ ics. ’Vhe Case of Labourers in Husbandry stated and considered, in 
three Parts: Part i. A View of their Distressed Condition. Part n. The Principal Causes 
of their Crowing Distress and Stnnher . . . Part in. Means of Relief Proposed. The 
budgets arc given in the Appendix. The work was (partially) published in 1795 . 

A few more titles of English books that arc of some interest from either the factual 
or the analytic standpoint may serve as pointers for the interested reader. Tlicir choice 
must 1 .H‘ niiderst(K)d, however, to he the result of veiy' unsystematic* browsing. T. L>cc, 
Remonstrance . . . iouchine. the Insupportable Miseries of the Poore of the Land 

(,r»44)_a scheme of le employment by means of scmipuhlic workshops; Roger North, 

A Discourse of the Poor . . . ( .\non., Obsen'ations on the Kumber and Misery 

of the Poor . . . Anon., Obserx'afions on the Present State of the Poor of 

ShcfTiHd . . . (1—4): .\non. jR. Potterl. Obsen^ations on the Poor Laws, on the 
Present State of the Poor, and on I Ictuses of Industry (1775)- John Howletts (sec 
above, see. il interesting argument eoneerning enclosures should be particularly no¬ 
ticed: Enquiry into the Influence which Enclosures have had upon the Population 
of this Kimidom, 17S6, and The Insufficiency of the Causes to which the Increase of 
our Poor and of the Poor's Rates have been Commonly Ascribed (1788). 
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1 . Real Analysis and Monetary Analysis 

W'e have already touched upon this subject in Chapter 4 when discussing 
Qiicsna\’s work. It is now time to go a little more deeply into it in order to 
visualize as clearly as we can a doctrinal development that has acquired addi¬ 
tional interest for the student of modern economics owing to the fact that 
Monetary Analysis has once more conquered in our own time. Let us first of 
all re-dcfinc the meaning of these two approaches. 

1 [Ahlioiiijli this chapter was apparently written rather early, it was tinfinishcd and 
not typed at the death of J. A. S. 'flic manuscript pages were unniiTiibcrccl and sonic 
times there were two or three versions of the same page. Tliis chapter was put to- 
gether with the assistance of Artliiir W'. Marget.] 
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Real Analysis * proceeds from the principle that all the essential phenomena 
of economic life are capable of being described in terms of goods and scr\ices, 
of decisions about them, and of relations between them. Money enters the 
picture only in the modest role of a technical device that has been adopted 
in order to facilitate transactions. This device can no doubt get out of order, 
and if it docs it will indeed produce phenomena that are specifically attrib¬ 
utable to its moclus operamli. But so long as it functions normally, it docs not 
affect the economic process, which behaves in the same way as it would in a 
barter economy: this is essentially what the concept of Neutral Money implies. 
'I'lius, money has l)ccn called a 'garb' or ‘veil’ of the things that really matter, 
both to households or firms in their everyday practice and to the analyst who 
obscr\cs them. Not only can it be discarded w-henever we are analyzing the 
fiiTKlamcntal features of the economic process but it must be discarded just as 
a veil must be dra\Mi aside if we are to see the face behind it. Accordingly, 
money prices must gi\c way to the exchange ratios between the commodities 
that arc the really important thing ‘behind’ money prices; income formation 
must be looked upon as an exchange of, say, labor and physical means of 
subsistence; saving and iiucstmcnt must be interpreted to mean saving of 
some real factors of production and their conversion into real capital goods, 
such as buildings, niacliincs, raw materials; and, though ‘in the form of money,’ 
it is these plnsical capital goods that are ‘really’ lent when an industrial bor¬ 
rower arranges for a loan. The specifically monetary problems can then be 
treated separately, much as we treat many other things separately, for example, 
insurance. 

Monetary Anah sis, in the first place, spells denial of the proposition that, 
witli the exception of what may be called monetary disorders, the element of 
inonev is of secondar} importance in the explanation of the economic process 
r)f realitN. W'c need, in fact, only observe the course of events during and after 
the California gold discoveries to .satisfy ourselves that these di.scovcries were 

^ I he phrase is not very fcli( itons. In particular, it invites confusion with another 
of the nKuiy lucanings of the word ‘real.’ Real Analysis stands for emphasis upon real 
in the sense of non monetary processes. Rut we coininonly use the word ‘real’ for 
monetary ciiiantities tliat have been ‘corrected* for changes in some price level. For 
instance, we speak of real income when W'C mean ineney income divided by a cost of 
living index. Such ‘corrected’ monetary quantities are, however, still monetary quan¬ 
tities and arc, along with uncorrected ones, used also in Moiictars' Analysis. I’herefore 
our distinction must not be identified witli the distinction between analysis in terms 
of dollars of constant puichasing power and analysis in terms of ‘cvwrent* dollars. 
Moreover, we are defining both Real and Monetary .Xiialysis as pure types in order 
to convey an important truth. In actual practice, neitlicr type is ever pure. Hence the 
contrast hetween them is less sharp tluiii we are forced to make it. There are many 
midway hon.ses. And neither Real nor Monetaiy Analysis can ever get along without 
using concepts and arguments that strictly speaking ])elong to the other. Sponsors of 
Real Analysis have often nsctl a monetaiy capital concept; .spon.sors of Monetary 
Analysis always u.sc the es.sentially ‘real’ concept, Employment. 
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responsible for a great deal more than a change in the significance of the unit 
in which values are expressed. Nor have we any difficult' in realizing—^as did 
A. Smith—that the de\clopmcnt of an efficient banking system may make a 
lot of difference to the de\elopmcnt of a country’s wealth. 'I’o some extent, 
these and other things can be, and have been, recognized within the pale of 
Real Analysis. We may even hold monetary theories of business cycles or of 
interest without leaving its precincts. The reader should observe, however, that 
one cannot go verj' far on this route without becoming aware of the fact that 
the monetary processes that account for conspicuous ‘disturbances' do not 
cease to act in even the most normal course of economic life. Wc arc thus 
led, step by step, to admit monetary elements into Real Analysis and to doubt 
that money can erer be ^neutral’ in any meaningful sense. In the second place, 
then. Monetary Analysis introduces the clement of money on the very ground 
floor of our analytic structure and abandons the idea that all essential fea¬ 
tures of economic life can be represented by a barter-economy model. Money 
prices, money incomes, and saving and investment decisions bearing upon these 
money incomes, no longer appear as expressions—soinetiincs convenient, some¬ 
times misleading, but always noncssential—of quantities of cornmodities and 
services and of exchange ratios between them: they acquire a life and an im¬ 
portance of their own, and it has to be recognized that essential features of the 
capitalist process may depend upon the ‘veil’ and that the ‘face behind it’ is 
incomplete without it. It should be stated once for all that as a matter of 
fact this is almost universally recognized by modern economists, at least in 
principle, and that, taken in this sense, Monetary Analysis has established 
itself. 

[(a) Relation of Monetary Analysis to Aggregative or Macroanalysis.] Mone¬ 
tary Analysis, as usually understood, means more than this; in the third place, 
it means in addition Aggregative Analysis or, as it is sometimes called. Macro- 
analysis,'* that is to say, anahsis that attempts to reduce the variables of the 
economic system to a small number (»f social aggregates, such as total income, 
total consumption, total in\cstmcnt, and the like. Quesnay’s tableau is the 
outstanding example for the alliance between Monetary and Aggregative Anal¬ 
ysis. The alliance is not a logical nccessih but is nevertheless close; it is pos¬ 
sible, as wc have put it, to introduce money on the ground floor of general 
economic analysis without adopting the aggregative view. But monetary aggre¬ 
gates are homogeneous, whereas most nonmonetary ones are but meaningless 
heaps of hopelessly disparate things; and if wc wish to work with a small nuni- 
bcT of variables, we can hardly help resorting to monetary ones. And since this 
alliance with the aggregative approach actually runs through the whole history 
of Monetary Analysis, w^e shall henceforth restrict this term to analysis in 
terms of aggregates *—mainly, as wc have seen in our study of the tableau, 

* TTiis term is due to Professor Ragnar Frisch. 

* Some readers may welcome illustration from the leading .system of Monetary 
Analysis of today, the Keynesian system. Readers entirely unfamiliar with the latter 
are requested to neglect this note. The chief variables of that system arc quantity of 
money (sum total of cash balances demanded and supplied), national ineome, con- 
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streams of expenditure. It was pointed out there that analysis of this type does 
not do away with real analysis, but only confines it to the description of 
the behavior of individual households and individual firms. The point is, to 
repeat, that the social totals that result from this behavior are then dealt with 
as such and without referring back again, at every step, to the individual acts 
or decisions behind them. For instance, investment as a social total is the 
algebraic sum of a great many individual—positi\’c or negative—investments. 
Monetary Analysis leaves the explanation of these to the Theory of Individual 
Households and iMiins, and concerns itself only with that algebraic sum on 
the hypothesis that this is all that matters for the economic process as a whole 
and that all the effects on the economic process as a whole that emanate from 
the multitude of individual investment decisions are measured by their alge¬ 
braic sum.*^^ It cannot ])C emphasized too strongly that Monetary Analysis that 
accepts this hvpothesis is not in as safe a position as is Monetary Analysis that 
does not. I^'or it can ])e strictly proved that this hypothesis is in general con¬ 
trary to fact. For oiir purpose, it is, however, sufficient to illustrate this by the 
example just mentioned. Suppose that, for any given year, the investment 
decisions of all firms sum up to zero. It stands to reason that the course of 
events to be exjKcted from this will not depend solely on this fact but also 
on the component individual decisions; the effect will be different, for in¬ 
stance, if all firms have actually decided to invest nothing, that is, to leave their 
capital commitments unchanged, from what it would be if some of them had 
decided to make positive investments while others had decided to reduce their 
cajiital commitments by llie same amounts. Moreover, effects—on the eco¬ 
nomic process as a whole—will differ according to the ‘real’ nature of the in¬ 
vestments of the individual concerns and, in particular, according to whether 
these investments are complementary to, or competitive with, each other. It is 

sumption, and investment, all measured either in money or in wage-units (the money 
wage of an ideal unit of labor!. I'o these monetary aggregates correspond equal ag¬ 
gregative ‘.sclicdules* that embody assumptions about the behavior of households and 
firm.s in the aggregate: the seliedule of marginal propensity to consume, the schedule 
of liquidity i)rcfcren('e, and the schedule of marginal efficiency of capital (sec below, 
Part V. ch. s). Individual price.s do not enter explicitly, apart from the rate of interest. 
It will be observed, however, that, though rate of interest is not an aggregative quan¬ 
tity. it fits well into a system of aggrccativc quantities because, unlike any other in¬ 
dividual price, it can be readily put into a meaningful relation to them: a relation 
between the price of wheat and total investment does not. in general, make sense; 
but the relation between the interest rate and sum total of net investment does. We 
must hence extend our idea of aggregd/ivc variables so as to cover any nonaggregative 
ones that may have to be introduced into an aggregative system. The w^age rate is 
the most important other instance. 

® This point of view has been formulated by Joan Robinson, with unsurpassable 
energ>' and brilliance, in ‘ riic I’licory of Money and the Analysis of Output,' Revie\<^ 
of Economic Studies, October i9^>. From the standpoint defined in the text, the 
‘theory of money*—what we call Monetary Analysis—in fact becomes identical with 
the theory of social aggregates and. ultimately, of total output in terms of the mone¬ 
tary values of con.siiniption and investment. 
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h'lie that so far as the immediate effects of firms' expenditure as such arc 
concerned, our algebraic sum still tells us something, 'i’his is precisely why 
Monetary Analysis is not valueless. But it is not more than a part of the theory 
of the economic process as a whole and becomes seriously misleading if ap¬ 
plied alone.® 

[(b) Monetary Analysis and Views on Spending and Saving.] In the fourth 
place, as we have also .seen in the case of Quesnay, Morietar}' Analysis is asso¬ 
ciated, not by logical necessity but nevertheless closeh. with a characteristic set 
of views about Spending and Sa\ ing and, in connection with these, about monc- 
tarv' and fiscal policy. In fact, so soon as we sec the economic process—pri¬ 
marily or exclusively—as a s>steni of streams of expenditures, we shall be 
tempted to expect all sorts of disturbances from any obstruction to the even 
flow of these streams and, vice versa, to attribute any disturbance we ob.scrve 
in the economic process to such obstructions—as at least its proximate cause. 
The way in which households and firms handle their money and react to 
monetary magnitudes will thus acquire importance independently of the com¬ 
modity' aspect of their actions. In particular, wc may be led to attach more 
importance to people's 'making full use of the income tlicy receive from firms/ 
that is, to their spending it promptly on products of these firms than to the 
commodities they acquire in so doing and the prices at which they acquire 
them. By the same token, wc may be led to identify Saving with obstruction 
to that flow of expenditure and. in the limiting case, to see it in the role of 
economic Disturber General. I’hus. Monetary Analysis not only qualifies well 
as a tool for economists who arc ‘spenders’ and ‘anti-savers’ independently of 
any theory but also tends to produce in the minds of its \otaries the ‘spend¬ 
ing’ and ‘anti-saving’ attitude by focusing attention on the process of the gen¬ 
eration of monetary income behind which everything else disapjjcars from 
sight. 

Having cleared the ground, wc must now follow the fortunes of Real and 

® In partial recognition of this, modern votaries of Monetary Analysis, and in par¬ 
ticular its leading exponent, Lord Keynes, frequently introduce a most significant re¬ 
striction: they assume the organization and technique of production and the capital 
equipment as given (in the short run), thus reducing the problem before them to the 
question what determines (in the short run) the degree of utilization of a given in¬ 
dustrial apparatus; and, in further simplification, they identify tliis greater or smaller 
degree of utilization w'ith greater or smaller enijiloyment of labor so that increase or 
decrease of industrial investment simply means a greater or smaller wage bill. It is 
ea.sy to sec that, in this special case, plus and minus investments are much more 
nearly compensatory in their effects than they are in the general case and that hence 
their algebraic sum comes much nearer to expressing adequately this total effect on 
the economic process. But the reader should obser\'e fa) that the restrictive assumption 
in question excludes the very essence of capitalist reality, all the phenomena and prob¬ 
lems of which—including the short-run phenomena and problems—hinge upon the 
incessant creation of new and novel capital equipment, and (b) that, because of this, 
a model framed upon this restrictive assumption has next to no application to ques¬ 
tions of practical diagnosis, prognosis, and, above all, economic policy unless reinforced 
by extraneous considerations. 
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Monetary Analysis during tlie epoch under consideration. Let us face at once 
the chief difficulty of this task. It arises from the circumstance that we meet 
the ideas underlying, or associated with. Monetary Analysis, as it were, on two 
levels—on a prescientific and on a scientific one. Ever since wages began to be 
paid in money, every servant girl has felt that all would be well if only her 
employers spent their money freely enough; and ever since trading began to 
mean taking in money, every trader has felt that he would be able to sell 
whatever it was he wished to sell, if only there were money enough or if the 
people who had it could only be persuaded to part with it. With exceptions 
that pro\e the rule—in nineteenth-century Europe they almost ousted the 
rule—this is and always has been a major item of the economics of the man 
in the street who ne\’er really believed in the gospel of thrift even when he 
paid lip service to it. The first thing that analytic effort does is to dispel 
some of these ‘monetary illusions.' But other analytic efforts keep on creating 
and re-creating a Monetary Analysis on a scientific level which is sometimes 
just as successful in its attacks upon Real Analysis as the latter has been in 
its attacks upon those ‘popular prejudices.' TTicse two levels, however, are 
not unconnected, and this is where the historian’s trouble comes in. On the 
one hand, popular sentiincnts about money and spending proved invincible. 
I’hey always survived and always manifested themselves in a literary current 
that ran sometimes outside and sometimes inside of ‘recognized' economics. 
And they alwa\s lent powerful support to attempts to establish Monetary 
Analysis on the scientific level; just as the popular success of socialist argu* 
ments forged by trained economists is not due to their scientific merits but to 
the fact that they fall in with cravings of the human heart that defy rational 
formulation, so the ptipiilar successes of scientific Monetary Analysis cannot 
be explained without taking into account the fact that its arguments fall in 
with extra-rational sentiments and therefore arc likely, particularly in times of 
stress, to be greeted with many a sigh of relief.' 

'I’he most effective propositions of scientific Monetary Analysis are, in fact, 
those in which the public is able to discover a pointer toward the easy way 
out of difficulties and which bear a family likeness to what growling profession¬ 
als call popular errors. On the other hand, these popular prejudices, like others, 
contain elements of scientifically provable truth so that association with them 
does not constitute a priina facie case for rejecting scientific Monetaiy^ Anal¬ 
ysis. However, the exponents of Real Analysis thought that it did: not only 
did they neglect those elements of truth, to the disadvantage of their owm 
teaching, but they also used the opportunity' in order to represent the results 
of Monetary Analysis simply as new versions of what indubitably were popular 
fallacies. Later on, whenever they were in a position to do so, the votaries of 
Monetary Analysis retaliated in kind, the more zealouslv' so because, in part, 
they actually did serve up exploded error in new dressing. No indictment of 
subjective honesty is intended. Such mix-ups will, however, arise as long as 
economists continue to analyze with an eye on practical programs they wish 

^ The case of the United States illustrates all this to perfection. 
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to recoiniuend or to combat, as most of them did and do. For any effort of 
this kind will inevitably partake of the characteristics of political warfare in 
which the most priTniti\e tactical wisdom precludes any admission to the ef¬ 
fect that there may be Sfimetliing in the opponent's standpoint—with the re¬ 
sult. in the case in hand, that both ‘real' and ‘monetary' analysts invariably 
overbid their hands. But in order to complete the analogy, it is necessary to 
add that thc> also committed all sorts of mistakes in playing them. However, 
we shall now tr>-, so far as seems possible, to straighten out the tangle, first, 
by visualizing some broad contours of doctrinal de\eiopment and, second, by 
mentioning a few representative names. 

The history of economic analysis begins with Real Analysis in possession of 
the field. Aristotle and the scholastic doctors all adhered to it. This is per¬ 
fectly understandable, since there was nothing to face them e-\cci)t the pre- 
analytic sentiments of the public. But, as we know, there is an important quali¬ 
fication to be made: thc> offered monetary explanations for the phenomenon 
of interest. Verv roughly, this state of things prevailed until the beginning of 
the seventeenth cciitiiiy. Again, the history (jf economic analysis in the period 
under sur\ey ends with a \iclory of Real .Analysis that was so complete as to 
put Monetary Analysis practicalK out of court for well over a century, though 
one or two efforts were made on its behalf in the court of scientific economics, 
and though it continued to lead a lingering life outside of that court, in an 
‘underworld' of its own.** 'I’liis \ ictory is also understandable. It was, of course, 
greatly facilitated by \i\ id memories of monetary troubles—medieval and more 
recent ones—of spectacular misinanageiiient of banking methods—John Law's 
doings (see below, see. were still in c\crybody’s mind—and by the antag¬ 
onism to ‘mercantilist’ teachings. But powerful though they were, these fac¬ 
tors ® should not be o\cremphasizcd to the point of making us forget that 
Real Analysis was also the result of analytic advance and instrumental in 
bringing about further ad\ancc. 

® The men who stand out from the eonqiiering host arc I’lirgot and A. Smith, who 
were to find, in the subsequent period, tlw ally who coinpleted the conquest, J. B. 
Say. Lord Keynes (from whom 1 have borroweil the word ‘underworld* that expresses 
so well the status of Monetniy Analysis during the nineteenth centuryi dates the vic¬ 
tory of Real Analysis from the controversy between Ricardo and Malthus (General 
Theory, p. 32). 'I’liis is not correct, but there is truth in his statement that the views 
on policy associated with Re;il Analysis ‘conquered h'ligland [and the rest of the 
world. J. A. S.] as completely as the Holy Inquisiti<in coiuiuered Spain.’ In fact, any¬ 
thing savoring of Monetary Analysis ideas was disapj^rosed of, not only as erroneous 
but also as not quite all right morally; it w-as—and, needless to .say, not always without 
reason—associated with advocacy of dilcttantic and frivolous policies and, especially in 
the United States, with sponsorship of lf»osc banking i)ractice and the silver interest. 

** Tliey are good examples of ideological influente if w'c define ideologies in a .sense 
that is both broader and more useful than the Marxist one. Any obsession that limits 
our range of vision and enslaves our thought then conics within that concept. And 
the idea, e g. that nothing that writers tinged with 'mcrcantilisin' had ever written 
could be true and that anything that we sliould call inflationism must be fought at 
any price, may well be called an obsession. 
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[(c) Interlude of Monetary Analysis (1600-1760): Becher, Boisguillebert, and 
Quesna)\] But between, say, 1600 and 1760, there was an important interlude 
of Monetary Analysis, llie businessmen, eivil servants, and politicians, who 
then took up their ]K'ns, attended to the monetary aspects of their troubles as 
a matter of course. Tliey would as soon have doubted that they got wet when 
it rained as that more money spelled more profit and more cmjiloyment, or 
that high prices were a boon, or that high interest was just a nuisance. But 
though tin's literature unmistakably took off from the preanalytic level of 
Monetary' Analysis and never quite lost contact with the servant girl’s eco¬ 
nomics, it did not stay there but eventually produced, barring technique, practi¬ 
cally everything that has come to the fore again during the thirties of this 
century. Deferring consideration of the specifically 'mercantilist* tenets and, 
for the moment, also of all other matters, we shall now notice the emergence 
of Monetary Analysis in its most significant sense, that is, in the sense of a 
theory of the economic process in terms of expenditure flows. 'ITiough Ques- 
nay's example suffices to show that, in strict logic, it has nothing to do with 
protectionism, the first document that presents such a theory with a clearness 
that is bevond the possibilih' of doubt was a strongly 'mercantilist* tract, 
Bcchcr’s Politischc Disetirs (166S).’® This tract contains the rudiments of an 
analytic schema that turns upon people’s c\])enditure on consumption—the 
prime mover or, as Bccher said, the 'sour of economic life. In itself the ob- 
.servation that one man’s expenditure is another man’s income—or that con¬ 
sumers’ expenditure generates income—is as old as it is trivial. But it can be 
turned into a principle (»f analysis—the principle that Quesnav, a century later, 
\^•as to embod>’ in his tableau —just as can the old and trivial observation that 
a body at rest remains at rest unless some external force acts on it. \\"e shall 
call it Becher’s Principle, because he seems to ha\c been the first to realize 
its theoretical possibilities, lie did little to develo]) any system of Monetary 
Anah’sis and. of course, left plenh‘ for Lord Keynes to do.“ But so far as rec- 

Pnlitischcr Dhciirs; van drn ciiivntUchcn Vrsachen cicfis: Attff- tind Ahnchmcm dcr 
Siiidt. lender, and Rc^uNickciu in specie, m/c eiu Land folckreich und nahrhafft zu 
viachen imd in eine rechle Sf^ciclafcm civilcm zn hrinacn fi.e. how to make .a country 
rich aiid jM>i>nloiis :iikI t(» develop it into a real society’’. Johann J(»achiin Becher fi6?s- 
82) was .something of an achentiner. Professionally a vdiysician and a chemist, he 
canic to \acnna brimming (wer with plans and proicels. and there played a certain 
role until he had to flee from his crcilifors. But his vigor and originality were universally 
rccocni/cd even by men like 1 eibni? and Stahl. 

I.ord Keynes (General Thenrw eh. 2^1 is not onlv crenerons but overgenerous in 
his recognition of the 'mervantilist* contribution. While this is admirable from a moral 
or aesthetic standpoint and appropriate in a man who t‘ares more for the cause he 
espouses than for his own claims to originalih’, it is a]it to convey a somewhat mis¬ 
leading pic ture and to obsenie the amount of preanalytic wisdom and error that went 
into those works. Bec her he does not mention. Instead he mentions W. von Schroder 
(1640 SS: main work: rUrslIichc Schatz- und Renikawtner. i6S6h a less important, 
esi^ecially less original, contempeuary of Becher, who seems to have been influenced 
both by the latter and by Thomas Mun. 
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ommendations may be trusted at all to reveal an author's analytic schema, 
there is practically complete concordance between the two (excepting their 
views on population),^* among other things, in the matter of domestic in¬ 
vestment. 

It is not surprising that Bechcr found successors in Germany. The German 
Consultant Administrators were far indeed from understanding the analytic 
importance of his principle. But Monetary' Analysis, in the sense defined, works 
with concepts which, though actually \ery abstract and indeed unrealistic, 
carry a surface meaning that is perfectly familiar to everyone. This surface 
meaning they absorbed readily because it fitted in excellently with the rest of 
their thought—so much so that it is not even necessary to assume dependence. 
Many of their diagnoses and recommendations may in fact be co-ordinated and 
rationalized with reference to Bechcr's Principle. Ihus, many of them be- 
lic\cd in the pi\otal importance of high-level mass consumption or, to pul 
the same thing into their normative way of expressing themselves, in measures 
that would stimulate mass consumption. I'or some of them, Justi for example, 
this was the main reason for putting so much emphasis on increase in popula 
tion—as a means of expanding demand—rather than the other way round. 
Bechcr himself perceived the interaction of the two. His principle was of 
course relevant, as it is toda\, to the appraisal of the effects of high prices, 
.saving, and luxury. 

In England, neither Bcchcr's Principle nor anything closely related to it was, 
so far as I know, explicitly formulated. All the more often was it imjjlied. For 
instance. Potter’s argument (1650) to the effect that an incrca.se in the supply 
of money will increase the rate of spending and production proportionately 
points in this direction, and so does the analogous though more guarded argu¬ 
ment of Law (1705).’'^ The French literature offers, among others, the most 
noteworthy example of all—Boisguillcbert’s (Dmertation sur la nature des 
richesfies, see ch. 4 abo\e), which is the more interesting because, like Quesnay, 
he was in principle a free trader and laissez-faire ad^ ocale. He did not in>'okc 
state management to secure the steady flow of monetary values (expenditures), 
but on the contrary pointed to the state-made impediments to it: the export 
duties, the internal barriers to trade, regulative interference with agriculture 
and manufactures, the vicious operations of the most important direct tax, the 
taille —all of which desolated the countryside and impoverished the towns 

12 Becher’s posthunioiis fame has been fostered by the eulogies of many German 
historians. Following the lead of Roscher (Gescbichte der Nationalokonomik in 
Deutschland, 1S74, p. 270), they have kept on listing a number of more or less in¬ 
teresting points in Becher’s teaching, for in.stancc, his concept of three market con¬ 
figurations of which he strongly disapproved, monopolium, propoliiim (forestalling), 
and polypolium (perfect competition). But there is not much in this. His lack of 
enthusiasm for perfect competition and his almost Keynesian dislike of 1 aissc‘z-faire 
will no doubt be judged more favorably now than it was in the nineteenth century, 
but it is likely that his analytic gra.sp was below rather than above the frcc-competition 
argument of a later time. 

On Potter and Law, see below, sec. 2 and 5. 
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because they restricted consumers* expenditure. Also, while we look upon the 
wage earners as the most dependable spenders, Boisguillebert, in the social pat¬ 
tern of his time, assigned this role to the landowners. But these differences 
serve only to emphasi/e the fundamental similarity both of his theory and his 
outlook upon practical problems with those of our own time. Consumers' ex¬ 
penditure was the active principle of economic life. Equilibrium was an 
equilibrium of reciprocal demand, in terms of money, of all groups for the 
products or services of all other groups; it would realize itself if and only if 
every seller prompth’ became a buyer.’* Anything that interfered with prompt 
expenditure on consumers’ goods would induce a fall in prices, hence a fall in 
incomes, then in turn another fall in consumers’ expenditure, and thus result 
in cumulative deflation. Ilierefore his horror, never surpassed by anyone's out¬ 
side the United States Senate, of that worst of all disasters—cheap bread. 
With delightful naivete he warned lawyers, physicians, actors, and so forth 
not to clamor for low prices of agricultural products: in doing so they were 
‘digging their own gra\es’; for the landowners, who arc nothing but inter¬ 
mediate spenders, \sould then find their incomes reduced and have to reduce 
their expenditure, and ^^■he^e would those lawyers, et cetera, be? Thus, his 
idea of a prosperous soeieh' did not involve Cheapness and Plentv’ but Dear¬ 
ness and Plenty. He did not use the phrase Fallacy of Cheapness of which 
modern ‘spenders’ are so fond, but it is evident that he meant exactly the 
same thing. Since this question has ne\er ceased to arouse interest—at least 
in that no-man’s land that lies between professional and popular economics— 
we had better take this ojjportunity to comment upon it. 

f(d) Dcaruci^s and Phmty rersus Cheapness and Plenty.] First of all, it 
is ejuite clear that both of the opinions envisaged are strongly rooted in 
the public mind and that the politicians, legislators, and administrators 
\Aho took action in order to give effect to the one or the other simply re¬ 
sponded to po])ular demands. This is as true today as it was for the price 
edicts of the later Roman Kinperors, and explains not only the contradic¬ 
tions in professed motives and in actual measures that we observe but 
also the many insincerities in the use of apparently general arguments 
for wliat was meant to impro\c the relative position of some particular 
group. Broadly speaking, the workman always wanted low prices of com- 
modities, the businessman high prices, and both assumed uncritically the 
absence of any furtlicr effects of cither cheapness or dearness. Early anal¬ 
ysis, here as elsewhere, proceeded from those popular sentiments and ra¬ 
tionalized and reshaped them into doctrines. But in doing so, writers— 

’* This involves the coneept of aggregate demand, in terms of money, for output 
as a wliole and may hence hv said to anticipate the Malthusian (and Keynesian) con¬ 
cept of aggregate demand which will be discussed on a later occasion. It has been 
observed already that, almost a ccntim^ after Boisguillebert, essentially the same idea 
was sponsored by G. Ortes (sec above, ch. 3, sec. 4d): to say that total coasuniers’ 
demand is the limiting principle of production (employment) comes to the same thing 
as saying that it is the active principle of production. 
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again: here as elsewhere—usually sided with the one or the other and 
hence were slow, and often unwilling, to sec the elements of truth in the 
other. 'I’he scholastic doctors associated prosperity with cheapness; dear¬ 
ness they associated with famine and mass misery. 'The Kiiglish ]}usincss- 
mcn-ccononiists of the sexenteenth century, quite naturally in the eondi- 
tions of their enviionment, inclined to the opposite position but not al¬ 
ways: some, for example Roger Coke, made a case for Cheapness and 
Plcntv; but the majority associated Dearness and Plenty—and, so we may 
add, a low rate of interest—xxith brisk trade and high lexcls of employ¬ 
ment. It will be seen that the difference between them, as well as the dif¬ 
ference between their majority and the scholastic doctors, was entirely 
due to differences in the situations that different writers and groups of 
writers envisaged, so that there really was no logical incompatibility be¬ 
tween what at first blush looks like tliainetricallx opposed \iews. But no¬ 
body saw or admitted this, for exeryone xvanted to teach a practical lesson. 
And this remains true for the more refined analxsis of the eighteenth 
century. Ihc high-pricc argument proved difficult to beat and xvas. at 
least in some respects, rrphcld by front-rank men, sirch as Boisgrrillebert 
and Quesnay, but it xxas beaten exentiiallv, the tenable and even sug- 
gestixe parts of it no less than tlie reallx fallacious ones. A. Smith cast 
his xote for Cheapness and Plenty, and praetieallx all nineteenth century 
economists of standing followed him. Again, it is to be obserxed that all 
that the Cheapness-and-Plenty school reallx did xxas, first, to assert such 
trivial truths as that any general Icxel of prices and monetary expressions 
to which the economic prexess is adapted is, so far as a closed economy 
is concerned, as good as any other and that, sr) far as this goes, it is only 
the relations betxxcen some prices and others that matter, for instance, 
the relation between commodity and factor prices; second, to interpret 
cheapness in terms of effort rather than in terms of money; third, to ac¬ 
cept the fall in money prices that occurs in consequence of acenniula- 
tion and improxement as the natural method for gixing effect to the in¬ 
creasing cheapness of things in terms of effort; and, fourth, to make 
light, on the one hand, of the disturbances that arc inseparable from 
falling prices and, on the other hand, of the possibilities of stimulation, 
inherent in policies of rising prices. There xxas reallx nothing in all this 
that can properly be called a fallacy. In important respects, the victory of 
the Chcapncss-and-Plcnty advocates spelled analytic advance. But it xvas 
a one-sided adxance that negiected many promising suggestions of the 
Dearness-and-Plcnty men. 

But, second, it should be observed that the slogan of Dearness and 
Plenty is not necessarily connected with Monetary Analxsis in the sense 
of analxsis in terms of monetary aggregates. Ex idently, there is nothing in 
the latter to prevent us from associating prosperous conditions with 
cheapness. On the face of it, then, the connection between Monetary 
Analysis in that sense and dearness is historical only and therefore calls 
for special motixation in each case. In the case of Boisguillcbert, this re« 



VALUE AND MONEY 


287 

quiremcnt can be easily met. His high-price argument was really an 
argument about high prices of agricultural products, and the effects of 
these on welfare were motivated by the consideration that they meant 
high incomes for the landowners on whom Boisguillebcrt principally re¬ 
lied for doing the spending: just as modern economists identify high 
wage rates with a high total income of the working class and this with 
liberal expenditure by consumers, so Boisguillebcrt identified high prices 
of agricultural products with high rents, high rents with liberal expendi¬ 
ture, liberal expenditure with high levels of employment and welfare. 
Here, then, we ha\c a logical relation between Monetary Analysis and a 
high-price philosophy. But Verri’s argument to the effect that an increase 
in the supply of money, owing to its stimulating effects on production, 
may induce a fall in prices (Verri is the most important pre-Smithian au¬ 
thority on Cheapness and Plenty) could be worked up into a piece of 
NIonetary Analysis that would be allied to a low-price philosophy. 

Quesnay was of the same opinion in regards to prices (sec, especially, his 
Muxiuics ^cncrdcs, lyyS). Me also thought that, whereas plenty and low 
value are not riches, and scarcity and dearness spell misery* abundance and 
dearness spell opulence: pi ices must not be allowed to fall because telle esi 
la raJeur veualc, tel cut le rerenu (xviii). One must not think that cheapness 
is advantageous for the ])oor—it only makes their wages fall. And the means 
(aiswicc) of the lowest classes must not be diminished (xix), for then their 
consumption (that is. total demand in terms of money or spending) will be 
reduced, and this in turn will reduce production and income. But nothing is 
so characteristic of this t>])e of theory, which can be so easily translated into 
modern language of familiar ring, as is the attitude to saving, adumbrated by 
Hoisguillcbcrt, fulh dcs eloped by Quesnay. In this anah tie schema the prompt 
onward flow of purchasing power is everything. Sa\ing is believed to interrupt 
it. Hence sa\ ing is a sort of public enemy. Quesnay makes it one of his inux- 
imes: que la totalife dcs sowmes du rerenu rentre dans la circulation annuelle 
et la parcoure dans toute son etendue (vii). There must be no formation of 
fortunes pccuniaircs (aecimiiilations of actual cash?). Landowners and those 
who practice lucrati\c professions must not retain ‘le p6cule du royaume au 
prejudice de la rentree dcs avanccs de la culture . . . : cette interception du 
]>ccule diniinucrait la reproduction dcs revcnus et de Viinpot.* Le picule may 
no doubt be interpreted in the sense of uninvested savings. Even so, the simi¬ 
larity with Kcxncsian \icws is striking: in itself, .saving is sterile and a dis¬ 
turber; it must always be ‘offset,’ and this offsetting is a distinct act that may 
or may not succeed. A fairly strong anti-saving tradition thus acquired addi¬ 
tional .support shortly before it almost vanished into thin air. This is all that 
need be .said about the monctars* theory^ of the physiocrats. 

How was it then that Real Analysis conquered so easily and completely? 
This question will be answered in the last two sections of this chapter, where 
two of the chief battlefields of its victorious campaign will be surveyed, the 
theory of saving and the theory of interest. A general answer may, however, be 
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given at once: the reason for the defeat or rather the collapse of Monetary 
Analysis in the last decades of the eighteenth century was its weakness. Kven 
if, for the sake of argument we grant without qualification that the i^rincijilc 
of monetary analysis is sound and that the modern de\elopment of it is an 
impro\'ement upon the real analysis of the nineteenth century, it should be 
clear that the latter was not less superior to the nionetarx' aiuilysis of the 
eighteenth. Such spirals of adxauce arc, I lieliexe. not uncommon: theories 
that it is an achievement to displace may return to displace those by which 
thev had been displaced, and both the displacement and the return ma\' bene¬ 
fit that strange thing, scientific knowledge. 

2. Fundamentals * 

We now turn to the theory of money in the narrower and still more usual 
sense—let us say, briefly though imperfectly, the thcorx' of money as a techni¬ 
cal device, lor this purpose, it is convenient to introduce a few terms that will 
facilitate exposition throughout the rest of this hook. 

[la'i MctaUisni and Cartalism: Theoretical and Practical.] By "rhcorctical 
Metallism we denote the theory that it is logicalh- essential for money to con 
sist of, or to be ‘covered’ by. some commodity so that the logical source of the 
exchange \aluc or purchasing power of nioncx’ is the exchange value or pur¬ 
chasing power of that commodity, considered iudcpcudently of its monetary 
role. It is true that in principle any coininudity can be chosen to serve as 
money. But the term Commodity Theory of money has also another meaning. 
This is why, availing ourseKcs of the fact that in modern times onh’ gold and 
silver have been normally chosen for that role, we prefer the term Metallism, 
though it is not strictly correct. It is also true that the ‘standard’ chosen may 
consist of more than one commodity: the singular is used merely in order to 
a\oid adding ‘or commodities' each time. By Practical Metallism we shall de¬ 
note sponsorship of a juinciplc of monetary policx, namely, the principle that 
the monetary unit ‘shoiikr be kept firmly linked to. and freely interchangeable 
w'ith, a given quantity of some commodity, 'nicoretical and Practical Cartalism 
may best be defined by the corresponding negatives. lh\is, we shall speak of 
theoretical cartalism wherever we find denial of the proposition that it is log¬ 
ically essential for money to consist of, say. gold, or to be promptly convertible 
into gold; of practical cartalism wherever we find sponsorship of the principle 
of policy that the value of the monctarx* unit ‘.should' not be tied to the value 
of any particular commodih.® 

1 fj. \. S. had tentatively suggested ‘Ground Theory’ (Grundlatienforschun^) as the 
title of this section, hut he used ‘Fundamentals’ as the title of the corresponding sec¬ 
tions in Part ni ich. 7. sec. 2) and Part iv kh. S, sec. 3).] 

* The words Metallism and Cartalism are borrowed from G. F. Knapp’s State Theory 
of Money (sec below. Part iv. ch. S, sec. 3). Since, according to the metallist view, 
the theory of money derives directly from the logically prior theory' of barter, metallist 
theories are (roughly or exactly, I am not quite sure) what L. von Mises has called 
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These distinctions owe their importance for us to the fact that theoretical 
and practical metallism need not go together. An economist may, for instance, 
be fully convinced that theoretical metallism is untenable, and yet be a strong 
practical metallist. Lack of confidence in the authorities or politicians, whose 
freedom of action is greatly increased by cuiTency systems that do not provide 
for prompt and unquestioning redemption in gold of all means of payment 
that do not consist of gold, is quite sufficient to motivate practical metallism in 
a theoretical cartalist; this does not involve any contradiction. But the reader 
will realize that this fact may cause great difficulties in interpreting authors who 
arc in the habit of confusing theoretical and practical considerations. Nor is 
this the only reason why it is not always easy to tell whether or not a man 
should be classed as a theoretical metallist. For, without being one, he may 
still believe that ‘the most salable commodity* constitutes the historical as 
distinguished from tlic logical source of the phenomenon of moneyAgain, he 
may wish to stress the role of government in choosing the commodih' that is 
to serve as money and its power to alter this decision in various ways. In do¬ 
ing so he may easily, if not very sophisticated or careful, use language that will 
tempt us to class him as a cartalist. Wc remember that this difficulh arose in 
the case of Aristotle (ch. 1, above). I'inally, basic theories are malleable and 
writers are often inconsistent, still more often vague. \Micn we find that a 
writer compares money to a ticket—a ticket that admits the bearer to tlic great 
social store of all goods—uc feel inclined to register him as a cartalist. But the 
phrase need not mean much, and both J. S. Mill, who used it in the nine¬ 
teenth century, and Bcrkele\, who used it in the eighteenth, are more prop- 
erl\ called metallists, 'riierc is no deming that views on money arc as difficult 
to describe as are shifting clouds.^ 

[lb) Theoretical Metallism in the Seventeenth and Eighteenth Centuries,] 
Theoretical metallism, usualh' though not always associated with practical 
metallism/’ held its own throughout the seventeenth and eighteenth centuries 

catallactic theories of nioney rxoTrt/w/.uTTFiY. to exchanceh But the word Metallism 
ermvevs the essential point inoic tellingly, besides offering easy transition to Mono- 
metallisin and so on. 

3 Here we brush against a highly interesting question of methodology. [}. A. S. 
wrote: please leave rest of page for note.) 

■* [I’he next few pages wcie inserted by J. A, S. from an earlier version typed in 
March 1044 t'sec ;\]ipencii\'.? 

'• T am taking it for granted that theoretical metallism is untenable, i.e. that it is 
not true that, as a matter of inire logic, money essentially consi.sts in, or must be 
backed by, a commodity or several commodities whose exchange value as commodities 
arc the logical b.isis r)f their value as money, lire error involved consists in a con- 
fusi(»n between the historic.'d origin of money—which, in vciy many cases, although 
perhaps not iini\ersallv, may iiuleed be found in the fact that some commodities, 
being particnlaily s;ilable. come to be used as the medium of exchange—and its n.i- 
ture or locic-—which is entirely independent of the commodity character of its ma¬ 
terial. Tliis tvpe of error occurs \'cry frcc|ucntly in all fields of social analysis, especially 
in its early stages: it rccpiires considerable analytic experience to perceive that primitive 
forms of social institutions may be more complex than modern ones and that they 
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and prevailed victoriously in the ‘classical situation’ that emerged in the last 
quarter of the latter. Adam Smith substantially ratified it. And for more than 
a century to come it was almost unixcrsally accepted—by nobodx' more im¬ 
plicitly than by Marx—so much so, in fact, that the majority of economists 
came to suspect not only unsoundness of reasoning but something very like 
obliquity of purpose behind every expression of antimctallist views. 

Ibis development, as we know, was in accordance with established tradi¬ 
tion. The philosophers of natural law and those Consultant Administrators 
who were directly influenced by them simply repeated and developed the 
teaching of Aristotle and the scholastic authors. But the majority of those 
writers on money who cannot be proved to ha\e experienced any influence 
from that quarter—for instance the English merchant economists—also fell 
in with that tradition. Examples abound for all countries. For England it will 
suffice to mention, first, some economists of the first rank, such as Child, 
who clearly identified money with those parts of the stocks of gold and silver 
that fill the monetarx function and held that in spite of this function gold and 
silver, coined or uncoined, still remained commodities exactly like ‘wine, oil, 
tobacco, cloth and stuff’; Pettx', who also reasoned about money in terms of 
its material; and Locke,’" who did likewise, though he was more ready to admit 

may hide, rather than reveal, logical essentials. W'e shall have to return to this before 
long. 

But one may realize all this and yet be a practical met.illist, i.e. Iiclievc that in 
some or all cases effective association of the iiionctaiy unit with, say. goUl is the best 
or even the only way to establish a nionetaiy system or to make it function. 'I'liis is 
not a matter of pure theorx’, however, and may be richt or wrontj: according to cir 
cumstances and individual or group standpoints and interests. But although theoretical 
and practical metallism are logically independent, the reader will not be surprised to 
find that they are not always easy to distinguish. Tew authors are quite explicit on 
the subject; the majority is to this day in tlic habit of confusing them; but practical 
metallists and practical antimetallists often display a tendency to strengthen their 
arguments, concerning the practical expediency of associating the monetary unit with 
a quantity of metal, by a metallist or antimetallist theory. Two additional facts further 
increase the difficulties of interpretation: on the one hand, metallist and antimetnllist 
opinions arc not so strictly incompatible as one would expect but admit of a great 
many nuances; on the other hand, turns of phrase—such as ‘money is a ticket’—that 
do seem to point clearly toward one of the alternatives may mean very little if not 
followed up. Such difficulties we have met already in the case of Aristotle. I am by 
no means absolutely sure that I was right to class him w'ith the theoretical metallists. 
Galiani, whom wc shall meet presently, interpreted him in the op])Osite sense. In the 
case of tracts written without minute attention to fundamentals, these difficulties often 
become the more insuperable the deeper wc probe into an author’s ideas. W’hat follows 
in the text mii.st be read in the light of these considerations. I prefer putting my 
doubts frankly before the reader to dogmatizing with a confidence I do not feel. 

•The w'icle horizon of the author of the Essay concerning Human Understanding 
and his .su.stainecl interest in economic facts and problems (of which his journal gives 
ample proof) should make it possible to construct a comprehensive .system of his eco¬ 
nomic thought. Ibis has in fact been attempted more than once, most successfully, 
perhaps, by W. Roscher (Ztir Geschichte der englischen Volkswirthschaftslehre, 1851) 
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that the monetary function makes a diffierence; Hume,^ whose teaching on 
this particular point differs from Child’s only in explicitness and polish; Can- 
tillon (op. cit. Part i, eh. 17), whose theoretical metallism exerted consid¬ 
erable influence in France; and, second, the authors of what may be con¬ 
sidered as the two standard English works on money of the seventeenth and 
the eighteenth centuries. Rice Vaughan ” and Joseph Harris." 

and J. Bonar (Philosophy and Political Economy, 1893). Nevertheless, though wc have 
had. and shall have again, to mention his name in otlier connections, his claim to a 
place in the histor\' of economic analysis rests exclusively on his work on money (mainly 
in Some Considerations of the Consequences of the Lowering of Interest, and Raising 
the Value of Money, 1692; the Further Considerations . . . 1695, add but little), 
which, though date and form of its publication were prompted by current contro¬ 
versies, yet embodies the thought of decades and amounts to much more than a tract 
for the day, to much more also than the title corneys, by virtue of the energy with 
which the author digs down to fundamental principles. Even so, however, wc cannot 
speak of a great, still less a faultless, contribution to monetary' analysis. Slips are fre- 
(|ucnt and. whatewr the dcL'iee of ‘siibicLtive originality,* there is little that was not 
.said as well or better by other writers at about the same time. The influence exerted 
was considerable also on the Continent. 

Our right to class liim as a metallist can be fully established from the structure of 
his argument. Poubts might be rai.scd. h(jwcvcr. on the strength of Locke's statement 
that money exists by virtue of conmiau ‘consent.’ 'Ihe c\v\est\on \s the same as that 
which arises in connettion with Aristotle’s aevih'ixri (sec above, ch. 1), and may, 1 
think, be answered in the same way; on the one hand, even though money evolves 
from the habit of using one commodity for the piirpo.scs of indirect exchange of the 
others—in order to facilitate barter—this might be expressed by saying that people 
‘agree’ on the choice of that commodity: on the other hand, even though the monetary 
commodity acquires a ‘price’ through the market mechanism, this price may be said 
to arise from ‘consent’ as indeed may any other. 

" David Hume’s ‘Of Money’ is one of the major contributions contained in his 
Political Discourses 11-52). Its position in the history of economics, while not unde- 
sersed. is ilue to the force and felicity with which it formulated the resiilts of previous 
work rather than to any novelties. Hemever this does not necessarily exclude ‘subjective 
originality * 'I hc main items will be mentioned in the text. 

** Rice X'anchan. A Discourse of Coin and Coinage (about 1635. publ. 1675), re¬ 
printed in McCulloch’s Select Collection of Scarce and Valuable Tracts on Money 
(1R56). Perusal of this creditable performance may .serve usefully as an antidote for all 
those who have leanied t(^ look ni>on scventeenth-ccnturs' thought on money as unre¬ 
lieved nonsense. But it may also serve as an illustration for the difficulties of interpreta¬ 
tion alluded to in footnote 6 alxue. N'aiighan falls in promptly with a t>^pically metallist 
line of reasoning, but when explaining the nature of money, he uses phrases which 
taken by theniseb'cs would also admit of antiinetallist interpretation. 

"Hie Essay upon Money and Coins (two parts 17S7 and 1758) by Joseph Harris 
(1702 64) lias some ilaim to being considered one of the best eighteenth-century per¬ 
formances in tlic field of monetary analysis. Its importance for us does not, of course, 
consist in his varituis recommendations that account for the survival of his name (his 
nionomctallisin. his views on foreign trade, which were not very far removed from these 
of Hume and Smith, and .so on) or in his copious historical references but in what 
might l>c termed the theoretical anchorage of this tlieoiy' of money and of foreign ex- 
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For the rest, we shall confine ourselves to instances from the Italian litera¬ 
ture on money, which throughout the period kept a higher level than any 
other. Practically all the leading men were iincomi)roinising metallists. The 
most important names arc Scaruffi, Davauzati, Montanari, Galiani, and Carli. 
Bcccaria and Verri should be added as examples of the treatment accorded 
to the subject of money in the comprehensive treatises on general economics. 

Almost all the works of these authors have been republished in the Custodi col¬ 
lection (see above, ch. 3). In this note an attempt will be made to convev' a general 
idea of the performance of each author excepting those of Bcccaria and \"erri, which 
are characterized elsewhere (ch. 3, sec. 4d above). N’erri’s and Carli’s contributions, 
moreover, will again be met with in another connection (ch. 7. Mercantilism). Verri's 
monograph Dialogo mile monete (1762) should not go unmentioned, however. 

Gasparo Scaruffi (i^ 157-84), a banker of Reggio in the Kinilia, published in 1582 
a monograph on money entitled Alitinonfo. which admirably illustrates the range of 
sixteenth century thought—starting from the fum tions of money and dealing with 
problems of coinage in a strongly metallist vein: money is a stainpe<l piece of metal, 
the stamp has only declaratory importance. Ilis proposal of international bimetallism 
('somewhat marred by an irrational faith in an invariable relation of 1:12) with an in 
ternational unit to be issued (without seignorage? by an international authority implies 
a lot of fairly advanced thcor>-. But ver>- little of it comes out e.\plicitly. Thus the stcji 
is great indeed to Bernardo Davanzati (15-9 >b: 6?. *iin mercante letterato F'iorentino.' 
as Montanari called him. Davanzatrs Lezinne dcllc manctc (15SS; see also Wotizij 
de'eambi, 15S2) is the ‘all time high,’ also as regauks litcrars' degance, of the metallist 
tlicory of the origin and the nature of mone> . 

About a century later. Geminiano Montanari (1633 S7), a professor of mathematics 
and astronomy in Bologna and Padua, wrote a Brtwe trattato del valore dcllc monete 
in tutti gli stati (iGSoh followed by La zcccu in consulta di stato (later title, Della 
moTieta, 16S3 7), which presents the .same teaching in a more fully developed form 
but witliout adding anything essential to it. 

The Neapolitan, F’erdinando Galiani (1728 S7), a typical eighteenth-century' abbe, 
sparkling with esprit, did for his time what Montanari had done for the seventeenth, 
and Davanzati for the sixteenth, centurv* in his treatise Della moneta (175; 1; first book: 
Dcmetalli; .second book: Della riatura della moneta; third book: Del valore della 
moneta; fourth book: Del corso della moneta; fifth book: Del frutto della moneta — 
not only on interest, however, but also on public debts and exchange), which would 
have been received with respect if it had appeared in 1851. Another W'ork of Galiani's 
will be mentioned in tire next chapter. One point about his thought must be em¬ 
phasized before w’e tear ourselves away from one of the ablest minds that ever became 
active in our field: he was the one eighteenth-century economist who always insisted 
on the variability of man and on the relativity, to time and place, of all policies; the 
one who was completely free from tlie paralyzing belief—that then crept over the 
intellectual life of Europe—in practical principles that claim universal validity; who 
saw that a policy that was rational in France at a given time might be quite irra¬ 
tional, at the same time, in Naples; who had the courage to say: suis pour 

changes; he put the subjec*t into a wide framework of general economic princijsles of 
which he never loses sight. Ilis treatment thus contrasts favorably w'ith that of all 
those authors, old and new, who fail to see that any satisfactory theory of money 
implies a theory of the economic process in its entirety. 
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ricn. . . Jc suis pour qu’on nc dcraisonnc pas' {Dialogues sur le commerce des bl 6 Sf 
1760, first dialogue); and who projicrly despised all types of political doctrinaires, in¬ 
cluding the physiocTats. fhere is quite a C^aliani literature, and there are several re 
prints of, and selections from, his works, llicy are listed in Giorgio Tagliacozzo's 
hconomisti fsapolctani dei sec. XVII e XVIII (j^p. Ixv and Ixvi), which also contains 
an essay on C>aliani and extracts from Della moneta and the Dialogues. 

Gian Rinaldo (Conte) Carli (172005), professor of astronomy at Padua, later on 
president of the Board of hinance in the Milune.se state (then a part of the Habsburg 
monarchy), in which capacity he, among other thing.s, reformed the coinage according 
to a plan of his own, a most versatile writer whose comments on the United States 
in Delle letiere Americane fist ed. 1780; 2nd ed., in 4 vols., 1786) deserve mention 
even in a sketch like this, must be listed here because of his work entitled Delle 
monete . . . (first instalment, under the title DclVorigine e del commercio della 
moneta . . . 17^1, the whole work in 3 vols., i-’54 fio). which includes the essay 
Del vdlore e della proporziotie dei metalli monetdti con i generi [commodities! in Italuif 
which contains the contribution to be mentioned below. Other economic writings of 
his will be noticed in the next chapter. 

Tt is blit natural that most of such advance as the analysis of inonctarv 
processes made links up with metallist foundations, even where, in strict 
logic, antimctallist starting points would have been more appropriate. Tliis 
should not surjjrisc us, however: in spite of its shortcomings, theoretical 
metallism, properly handled, gets us almost as far as would a more correct 
theory—wliich is precisely one of the reasons why it proved so hardy a plant. 

[(c) Survival of the Antimctallist Iradition.] There was also, however, an 
antimctallist tradition, weaker no doubt but equally ancient, at least if we 
ch()0.se to trace it to Plato. It recei\ed impetus from governments in financial 
difficulties, and from inflationists, ‘reflationists,* and bank promoters of the 
period—though the proponents of bank schemes wxtc not all either inflation¬ 
ists or antimctallists,’*' and though there is no necessary relation bctw’ccn in¬ 
flationism and theoretical antiinetallism—but its survival during our period 
must not be wholly attributed to this factor. Of continental wTiters it will 
be enough to mention Ortes and Boisguillebcrt.^^ Corresponding English in- 

Exnmplc.s of metallist sponsors of national bank schemes are numerous. Tlie authoi 
of the pro]iosal of 1 s-fi was one. John Caiy {An Essay\ on the Covn and Credit of 
England, i6q 6 and An Essay Uneards the Settlement of a National Credit, same year) 
was another. 'I’he writers who stood for the foundation of the Bank of England W’Cre 
all mctallist.s so far as I know. 

Ortes, Kconomia Sazionalc (i7"4). His theoretical antimctalli.sm—money defined 
as a s>inbol of wealth and cxj^rcssly excluded from the items that constitute w'calth 
itself—is another one of the striking parallelisms with the work of Sir James Steuart. 
Boisguillebert was antimctallist in the sense that he did not consider gold and silver-— 
or, so we may obviously add. any other commodity—to be the essential material of 
money. The que.stion wiiy. if that lx* so, money should ever have been made from a 
material that could sen^c other uses he answers correctly by pointing to the fact that 
money so made is a pledge or security (gage) for the future delivery' of whatever the 
payee really wants to have and that such a pledge is practically necessary wdicre the 
payer's credit is not beyond all doubt. To deny that the concept of money requires a 
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stances are Potter, Barbon, Berkeley, Stcuart, and, if we claim for England 
that Scotsman who became a Frenchman, Law. 

William Potter's The Key of Wealth, published (anonymoush) 1650 
and followed by two interprctati\e publications, recommends a plan, 
namely the foundation of a corporation of tradesmen (to be strength¬ 
ened by another body ‘insuring’ the credit of these tradesmen) which 
was to accept—or, what in this case amounts to the same thing—to issue 
‘bills’ secured by land, buildings, and other assets and intended to cir¬ 
culate like legal tender money. 'I'his plan for mobilizing physical property 
not only puts Potter in the position of a forerunner of the land-bank pro¬ 
jectors (see. 5) but also obscures the analytic work behind it, which is 
of considerable interest. The antimetailist character of both the plan 
and the analysis is beyond doubt, though Potter does not entirely sc\er 
the connection of his bill currency with gold and siher, because, if such 
a plan were adopted, that connection would reduce to one of historical 
origin only: though money would ha\c originated in the form of a com- 
modih*, its value and behavior would no longer be governed by that 
commodih'. 

The reputation of Nicholas Barbon, a physician who embarked upon 
A’arioiis business enterprises, suffered in his own time as well as later on, 
from the many freakish elements not only in his jdans but also in his 
analytic arguments. In addition, he was one of the land-bank piojeetors. 

In spite of this, he must, I think, be ranked with, say, the top half dozen 
English seventeenth-century economists. Wc shall also meet him in an¬ 
other connection, but his main importance for us is in the field of money 
and interest. His Discourse of Trade (1690) has been republished by 
J. H. Hollander. Reference must also be made to: A Discourse concerning 
Coining the New Money Lighter (1696). 

George Berkeley's (1685-1755)—^Bishop Berkeley’s—contribution to 
economic analysis is not on a level with his contribution to philosophy. 

It is chiefly contained in his Querist list cd., 1755 7). The idea of put¬ 
ting a prolonged argument into an endless string of wearying questions 
may not be to everyone’s taste. But the forceful common sense, which 
is the strong point of his philosophic thought, is conspicuous in almost 
every one of them. 

Sir James Stcuart wc have met already. For the subject of money it 
is necessary to add other publications to his Principles, especially the 
Principles of Money applied to the Present State of the Coin of Bengal 

(1772)- 

John Law (1671-1729), I have always felt, is in a class by himself. Fi- 

commodity element in order to be logically complete and then to introduce the latter 
on the score of (good or bad) reasons of practical convenience is the very definition of 
theoretieal antimctallism, combined (if these reasons are held to l>c valid) with prac¬ 
tical metallism. But the term ‘pledge* is also used by writers of metallist persuasion. 
It occurs, e.g., in R. Vaughan’s explanation of the nature of money. 
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nancial adventurers—^but is it fair so to call that administrative genius?— 
often have a philosophico-cconomic system of sorts. Tlie Percires of Credit 
Mobilicr fame had one (of St. Siinonist complexion). But Law's ease 
is different. He worked out the economics of his projects w'ith a brilliance 
and, yes, profiinclity, which places him in the front rank of monetary 
theorists of all times. And this is all that matters for us. Since it is plain, 
howe\cr, that his analysis has been condemned, for about two centuries, 
primarily on the strength of the failure of his Banque Royale, it is perti¬ 
nent to point out, first, that its predecessor, the Banque G^n^ralc, founded 
1716, was a ])crfectly orthodox bank that was to issue notes and to re- 
cei\'c deposits payable on demand and to discount commercial paper— 
no antiinetallism about that—and that the Banque Royale and the Coin- 
pagnie cles Indes. which it absorbed, failed because the colonial ventures 
combined in the latter did not, for the time being, prove to be the source 
of anything but losses. If these ventures had been successful. Law's 
grandiose attempt to control and to reform the economic life of a great 
nation from the financial angle—for this is what his plan eventually 
amounted to—would ha\c looked very different to his contemporaries 
and to historians. E\cn as it was, that gigantic enterprise was not simply 
a swindle and it may well be doubted whether France was the worse for 
it, on balance, llowexcr, economi.sts not only fell in with the popular 
opinion that the scheme was nothing but swindle but also pointed to 
certain technical defects in it that were in fact important subsidiary 
causes of its failure. 1’hiis that event acquired considerable influence on 
the evolution of what eventually became the classic theory of banking. 

I.aw’s performance as a monetary theorist is contained in his tract: 
Money and Trade considered, with a Proposal for supplying the Nation 
with Money (1st ed. 170^. 2nd cd. 1720; republ. in Somers' Tracts, i8og; 
I'Veneh version, together with other wTitings including interesting 
Mernoires justificatifs, in the Gnillaumin edition of ii^conoTnistes-financiers 
dll X\ 7 //' siecle, under the title of Considerations sur le numeraire et 
le commerce). 'I'he reader who wishes further information about that 
colorful personality is referred to A. W. Wiston-Glynn, ]ohn Law of 
iMuriston (1907), and P. llarsin, fltude critique sur la bibliographie des 
oeuvres de John Law (192S). 

One of his plans was concerned with a land bank that was to issue 
legal tender paper money up to a certain proportion of the value of 
land and to receive as deposits for placement money that would other¬ 
wise lie idle, so that money would never be cither too cheap or too dear. 
In this he followed the English land-bank projectors who must now be 
mentioned briefly. 

'Phe landed gentlemen in the House of Commons were no more, than 
were and arc an>- other agrariaiLS, able to sec why they .should not borrow 
as casib* and cheaply as traders or financiers, and they did not take kindly 
to arguments about the difference between a bill and a mortgage. A land 
bank that, among other things, might satisfy these longings eventually 
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became a Tory plank when the foundation of the Bank of England was 
in the offing. At the right time (1693) intellectual, Hugh Chambcrlcn, 
an obstetrician by profession, presented a plan of a land bank w'hcrc 
landowners would get loans at 4 per cent and the go\ernmcnt would get 
more inonc>' than it had got from the Bank of England. 'I’hc plan, which 
failed through lack of financial support, need not detain us. But there 
were supporters who attempted to supply it with an analytic background. 
Barbon, as we already know, was one. John Asgill (Several Assertions 
Proved . . . 1696, republ. in the Hollander series) was another; his tract 
illustrates the truth, which I try incessantly to cniphasi/.e, that the fact 
that lie ma\ be able to sec some point in that scheme does not in itself 
sahage ever\' devious argument that may have been put up for it. But 
John Briscoe (Discourse on the Late Funds . . . 1694; abstract of it in 
the same year), who claimed to have been ]dagiarized by Barbon and 
Asgill and was himself accused of having plagiarized Chambcrlen, did 
provide some anah tic groundwork with respect to which all those ac¬ 
cusations arc meaningless. Many economists would call him a metallist 
because he attributes importance to a stock of gold and silver. On re¬ 
flection it will be realized, however, that a man's belief in the usefulness 
of a stock of uni\cTsall\ acceptable commodities pro\es nothing about his 
views concerning the nature of money. 

W e cannot, and need not, go into the literature pro and con the 
foundation of the Bank of England. Not uninteresting in other respects, 
it was. so far as I know, sterile in the one that interests us here. 

Barbon was more definite than anyone else in renouncing theoretical metal¬ 
lism on the ground that 'money is a value made b>' law,’ to which the value 
of its material is not essential. John Law implies rather than states the same 
thing when cmidiasizing the \ irtiies of paper money, which consist in its quan- 
tit>’s being amenable to rational management. Berkeley is, as far as I know, 
the author of the ticket analogy: ‘Wlicther the true Idea of Money, as such, 
be not altogether that of a Ticket or Counter?* [Querist^ no. 2:;). The only 
effort at building a theor\’ of money on an antinietallist ba.sis stands to the 
credit of Sir James Steuart. But he made so little headway and slipped up so 
often that the promising beginning was lost in the metallist current. 

The point is this. The practice of the epoch, especially the practice of the 
four great clearing and deposit banks,^- had familiarized economists with the 
idea of a money of account which was defined by quantities of metal and 
which c.xisted only as a bookkeeping device for the purpose of facilitating 
large-scale trade and finance in a world of numberless and ever-changing cur¬ 
rency systems. In this sense the money of account also entered monetary theory 
of tlic metallist t>pe. Galiani called it moneta ideale or moneta immaginaria,^^ 
and distinguishes it from moneta reale, which consists of actual pezzi di me- 
tallo. Steuart {Principles, Book in; makes the same distinction between ‘money 

** Of Amsterdam, Hamburg, Genoa, and V'cnice. 

If there be any difference between these two phra.scs, it has escaped me. 
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of accompt' and 'money-coin/ but with him this distinction acquired a dif¬ 
ferent meaning. Having previously {Principles, Book i, p. 32 of the edition of 
1767) defined money as ‘any commodity which purely in itself is of no ma¬ 
terial use to man but which acquires such an estimation from his opinion of 
it as to become the universal measure of what is called value . . —^a faulty 
way of defining a pure numeraire of which he thus may be called the dis¬ 
coverer —he then starts from a money of account, considered as an ‘arbi¬ 
trary scale’ for measuring values and, unlike the money of account of prac¬ 
tice and also of metallist theory, devoid of any commodit}' connotation. He 
tries unsuccessfully to find piimiti\'C instances of such a unit,^° and does not 
succeed in explaining how such a unit can be theoretically constructed and 
how it might function in practice. But he had the idea and he also saw me¬ 
tallic money in its true light, namely, in the light of a very special case. 

Every writer who went into fundamentals at all recounted and developed, as 
the scholastics had done, the particular virtues that explain why the precious 
metals proved so universally acceptable as to acquire their monetary role (their 
di\isibility, mobility, and so on). Somewhat less trivial was the listing of the 
ff)ur functions of nione\ that were to gain such prominence in the nineteenth- 
century textbook: the Aristotelian ‘measure of (exchange) value’ and ‘medium 
of exchange’ were sii])plcmented by ‘store of value’—an clement much cni- 
phasi/ed by the S])ecificalh' mercantilist writers (see next chapter)—and by 
‘st:inclard of deferred payments,’ though I know of no case where these four 
functions appear neath' side by side—some writers even stressed the first only 
and others the second onK. It was gradually realized that these two functions 
are separable and that their tlicories are different. 

’Mie economists of that period had before their eyes, as had the scholastics, 
almost all the forms of bimetallism that it is possible to conceive and hence 
all the practical problems that are incident to this system. Tt is the more sur- 
I^rising that so little progress was made with its analysis. In particular, the es¬ 
sential ]X)int about the legal ratio of the hvo metals does not seem to have 
been noticed: theorists realizx'd. of course, that the metal which this ratio 
overvalues with respect to the other will tend to dri\c out the one it under¬ 
values; they had discussed this phenomenon at least from Molina’s time— 
one may in fact, if one so desires, subsume it under Gresham’s laws but they 
failed to see that, so long as both metals are in circulation, this mechanism 
will tend to increase the market value of the one and to decrease the market 
value of the other and thus tend, within limits, to stabilize the market values 

It will be observed that the use of the word commodity docs not make him a 
metallist. Imr a conmuKlity that, by definition, i.s incapable of serving any purpose out¬ 
side of its monetary function is not a commodity in the relevant sense of metallist 
thcoiyv 

He mentions the rmeute, a unit that is .supposed to have been current among 
W’est African tribes. I’erhaps this was suggested to him by Montesquieu {Esprit dcs 
lois. Rook XXII. ch. viiih who was also an antimctallist and used the maciite as an in 
stance of a monetary unit that was a signe [of value] purement ideal. But the instance 
is of doubtful validity. 
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of both, which is the most interesting properh’ of bimetallism. Locke, who was 
monomctallist on principle, even argued on general grounds that there should 
be no legal ratio at all—no more than a legal rate of interest or a legal ex¬ 
change rate—without observing that in this case the sjstem becomes iiideter- 
minate.*‘*’ Beccaria and others are not more satisfactor\' on this matter. 

It will be convenient, before going on, to touch briefly upon a number of 
topics, some of them of great importance in thcmschcs, that cannot be dealt 
with fully in a history of economic anahsis. 

First, questions of coinage were bound to be eagerly discussed under circum¬ 
stances in which the state of the currency continued to give trouble. 'I'lie large 
literature on technique, principally Italian, contains little that is of interest 
to us. But we may mention the question of seignorage. 'Mie old feudal privi¬ 
lege of kings and princes to coin money and to levy a tax in doing so, often in 
addition to a fee (brassage as it was sometimes called), was onerous even when 
it did not lead to frequent recoinage and i^roduced an irresistible popular de¬ 
mand for free coinage. Accordingly, in England seignorage was abolished in 
1666, while in other countries the tendency was to reduce it to the cost of 
coinage, 'llicrc arc two points about this that are relevant to the theory of 
money. One is that some writers, among them Sir W illiam Petb', maintained 
that free coinage was essential for gold and silver to fill the function of nu)iiey: 
if any charge at all were made for coining, they would no longer be true 
measures of the \alue of other things—which looks like a theoretical slip. The 
other is that the act which introduced free coinage was moti\ated by a desire 
to attract gold and silver—the costs to be defraxed by import duties on other 
commodities—and therefore was a t>pically ‘mercantilist’ measure. Economists 
were by no means in lo\c with it and practically the entire free-trade chorus 
from North to Smith and from Smith to Mill recommended a cost-co\ering 
charge as did most continentals, though in the case of the German economists 
we might be tempted to attribute this to the fact that they were advising poor 
governments. 

This naturally leads, secondly, to the discussion of dexahiation or debase¬ 
ment (‘raising the coin’), llic old argiiinents, characteristic of strict metallism, 
that to debase was to defraud continued to be repeated: we find them in a 
host of writers, including Locke, Justi, and A. Smith.But economists came 

I know of no clear recognition of this fact until W'alras pointed it out, but Cali 
ani recognized it implicitly. For he argued for the legal—though variable—ratio on 
practical grounds, one of which looks very much like it. A similar claim may be made 
for Massie. 

If economists were more given to clear statement than they arc. the c|ticstioii what 
this fraud precisely consists in might well serve as a test for the i)resencc or absence of 
metallist belief. If the fraud be held to consist in depriving tlic creditor of ])art of the 
metal that is due to him, we behold a nieta]li.st. If the fraud be held to muteriali/e 
only, if, as, and when debasement or devaluation increases the money in circulation 
and hence decreases the creditor’s potential .sliarc in the things that may be bought for 
money, then we behold a cartalist. 'Fhe logical justification for this distinction is too 
obvious to require comment, but it may be well to point out that there is also a prac- 
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increasingly to take another and much more interesting view of the matter: 
they began to attend less to rights and wrongs and more to the effects of de¬ 
basement upon the economic process. Sporadically, we find considerations of 
this hpc e\cn in the sixteenth century, when people discussed whether debase¬ 
ment was ad\antageous or disadvantageous for the public finances. In the second 
half of the se\enteenth and in the eighteenth century, discussion turned to the 
effects on the foreign trade and on the economic development of a country. 
Let us take cursory notice of a few beacon lights on this route. First, the Eng¬ 
lish currency (silver monometallism with an increasing actual circulation of 
gold), having fallen into bad repair in the last decades of the seventeenth cen¬ 
tury, William Ill’s Whig government, in which Charles Montague managed 
financial affairs, carried a bill (1698) according to which the silver coins were 
to be restored to their old weight and fineness at the public expense, this ex¬ 
pense to be covered by a window tax, an operation that w'as completed by 
1699. "I he debate on the measure is glorified by the name of Locke, who was 
the literary jirotagonist on the side of the government, and its interest to us 
reduces to the light his contribution sheds on the extent of his comprehension 
of monetary idienomcna. Unfortunately, it is a sorry picture that unfolds itself 
before tlie eyes of Locke’s reader. It is not only that he mainly worked the 
fraud line—this is a moral judgment and is his affair, not ours—but he failed 
to see fa) that reeoinage at an average of the actual silver content of the silver 
coins could not be called debasement or could be called so only with the 
qualification that the economic situation was already adapted to it, so that 
in effect he was advocating overvaluation of the coin and undervaluation of 
the silver contained in it; (b) that in consequence, unless all prices adapted 
themselves proiniJtly—which was not to be expected and would have, if it had 
happened, greatly accentuated the prevailing depressive conditions—silver 
would emigrate, as in fact it did; (c) that the presence of gold coins in actual 
circulation was at all relevant to the problem. He even went so far as to hold 
that what he called debasement was futile—in fact impossible—on the ground 
that an ounce of silver could never be worth more than an ounce of silver! 
His case and his defense of it was below that of his chief opponent, Low^ndcs— 
this is what happens tt) the man ‘who gives up to party what was meant for 
mankind.’ It is curious and melancholy to note that both the measure and 
Locke’s advocacy of it have been eulogized, sometimes in extravagant terms, 
for more than two centuries. 

Next we shall note, from the French di.seussion of the monctarv* troubles 
during and after the last wars of Louis XIV, the duel betw'cen Melon and 
Dutot [text breaks off at this point]. 

tical difference: devaluating governments need not and often do not inject the corre¬ 
sponding amount of money into circulation. They may hold it—^wholly or in part 
or use it for payments to foreign creditors, and there are other reasons why this access 
of numey need not act upon prices. It even may be used in ways that benefit creditors. 
In fact, modern experience clearly shows that dcv'aluation and depreciation are differ¬ 
ent things, and tlicy arc universally distinguished by now. 
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3. Digression on Value 

Work in tin's field also proceeded from the scholastic background. We know 
that the scholastic doctors had dc\'clopcd the essentials of a realistic analysis 
of value, cost, and price—including a rudimentary eoncept of equilibriuiii— 
that needed onl> to be elaborated in content and perfected in technique. To 
some extent this is exactb- what was done during the period under discussion. 
This work was powerfully propelled by the preoccupation with the problem of 
the ^•aluc (purchasing power) of money. I’he metallist theory, as a theory of 
money, may not be much good in itself. But it certainly leads the economist 
who accepts it to inquire more closely into the problem of value in general. 
^^’c shall therefore not be surprised that a great part of the best work in this 
field was done by students mainly interested in monetary phenomena. I’liis is 
wh>' this section stands where it does. \\’e arc going to tr\' to bring out, 
by means of a brief survey of outstanding performances, the points that are 
most important for siilxsequent developments. 

f(a) The Paradox of Value: Galiani.] Tire Italians from Davanzati on (Lezi- 
one dclle fnoneta, 1 qSS) were the first to realize explicitly how the Paradox 
of Value—the paradox that many very 'iisefur commodities such as water have 
a low exchange \alnc or none at all whereas much less ‘useful’ ones such as 
diamonds have a high one—can be solved and that it does not bar the way 
toward a theory of exchange value based upon \alue in use. The astounding 
fact that both Smith and Ricardo thought it did is, however, seen in its full 
significance onh' if we add that, for the century and a half after Davanzati, a 
lengthy list of writers might be compiled who understood quite well precisely 
how the element of utilih’ enters into the process of pricing and that there 
were several Fmglishmcn among them. John Law, in particular, in the tract 
quoted above (Money and Trade considered . . . g^ivc a short but ex¬ 

cellent account of the matter—actually using the examples of water and dia¬ 
monds. However, we shall eonfine ourselves to the economist who carried this 
analysis to its eighteenth-centiir>' peak, Galiani.' Unlike Law^ he was .so un¬ 
compromising a metallist that he felt compelled to inquire into the value of 
gold and siher considered as commodities and therefore into the value of all 
commodities. In doing so he displayed sure-footed mastery of analytic pro- 

^ Tliis, of course, involves injustice to his predecessors, to whom, in fact, he was un¬ 
believably unfair himself. For instance, in developing Davanzati’s argument, he writes 
in a vein of quite unwarranted superiority. Moreover, it must not be forgotten that the 
theory he developed w'as really that of the scholastics. It was not only in this matter 
that Galiani—like other economists—failed to acknow'ledge indebtedness properly. In 
his sociology—or, if readers prefer, social philosophy—he leaned heavily on Vico w'ith- 
out acknowledging this debt either. See ’lagliacozzo, op. cit. pp. xv (the most beauti¬ 
ful page in the whole Vico literature, so far as 1 know it) et .scq.. and F. Nicolini 
(‘Giambattista Vico e Ferdinando Galiani,’ Giomale storico della letteratura italiana, 
1918, and the Note to his edition of Galiani’s Della Moneta, 1915; but, being a phi¬ 
losopher, Nicolini is inclined to exaggerate the dependence, which amounted to little, 
so far as technical theory is concerned). 



VALUE AND MONEY 


301 

cedure and, in particular, neatness in his carefully defined conceptual con¬ 
structions to a degree that would have rendered superfluous all the nineteenth- 
century squabbles—and misunderstandings—on the subject of value had the 
parties to these squabbles first studied his text,* Della moneia, 1751 (outlined 
in the preceding section of this chapter). 

Having resolutely (first Book, eh. ii) defined the term Value to mean 
a relation of sllbjecti^•e equivalence between a quantity of one commodity and 
a quantity' of another—the objective equivalences on the market are treated 
as a special case of this, but he did not w'ork out the transition from subjective 
to objective \alues in this sense—so that the phrase Value of a Commodity 
has no meaning except with reference to a gi^•en quantity* of another, Galiani 
answers the question on what this value depends by Utility and Scarcity (utility 
e rarita), and proceeds to dexelop these concepts in much the same way in 
which I suspect they arc explained in many an elementary course today. Utility 
is not usefulness as understood by the observer—‘usefur in the economist's 
sense is everything that pioduces pleasure (piacere) or procures welfare (felieita). 
1'ash ion, prestige value, and altruistic components arc all trotted out in due 
course. And scarcity is the relation between the existing quantity of a thing 
and the uses one has for it and explains why a golden calf is valued more 
highly than a natural calf. To repeat, all that was not original with Galiani. 
The famous ‘paradox of \alue,' which was gravely discussed again in the nine¬ 
teenth century—the fact that obviously useful things fetch a low price and 
much less ‘necessary’ ones a high priee—had been resohed scxeral times be¬ 
fore. But ne\er before, or for more than a century to come, was this theory 
put forth so completely and with so full a sense of its importance. What sep¬ 
arates Galiani from Jevons and Meiigcr is, first, that he lacked the concept of 
marginal utility—though the concept of rclatixc scarcity comes pretty near it— 
and. second, that he failed to apply his analysis to the problems of cost and of 
distribution. The first shortcoming is ]XThaps a reason why he stops short of 
a satisfactory theory f)f price, though he could have got further than he did in 
spite of it, as Isnard's later success suffices to show. Even so, however, he left 
his mark upon the subject. Having indicated how price derives from utility 
and scarcib', he ran up against the fact that this price, by limiting the qiiantit>' 
of the commodity consumers can procure, reacts in turn upon scarcih' as felt 
by these consumers. It at the same time regulates, and is regulated by, demand 
(comumo). He knew perfectly how to deal with this phenomenon of interde- 

^Tlicrc was another Italian writer on money, Giovanni Ceva (De re nummaria, 
quoad fieri potuit [!] geomefr/ee tractata . . . 1711). an engineer in Mantua, who did 
not, so far as I can see. add anything new to the theoiy' of money, but whom no 
history of economic analysis can afford to pa.ss by because of his in.sight into the nature 
of economic theory: real phenomena are always obscure and unmanageably complc.\; 
practice is always wimis cxucta: to understand the principles of things W'e must hence 
construct rati(nial models by means of assumptions (pctitioncs) or else we must always 
move in the darkest of nights (yersari in obscurissiwa nocteh and the proper way of 
dealing with these models is by mathematics, a methodologx- that took tw'o centuries 
to assert itself. 
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pendence. And in the three pages he devotes to the subjeet he actually dis- 
cox'cred the concept of long-run equilibrium and sketched out the profit mech¬ 
anism that works to bring it about, visualizing a country, hitherto Mohamme¬ 
dan and teetotal, that suddenly embraces Christianity and thereupon develops 
a demand for wine. There is a Mandcville flaxor about these pages that per¬ 
haps detracts a little from what otherwise would have to be considered as a 
remarkable display of originalih. But this does not alter the fact that but 
little care and patience would have been sufficient to evoKe from this a much 
more perfect body of tlicorx' than was to be presented by A. Smith. 

While Galiani thus foreshadowed much later developments (marginal util- 
it\), he also anticipated the value theory of the next hundred years (Ricardo 
and Marx). For, with surprising abruptness, he turns from rarita, by way of 
quantit}- of commodities, to labor (futica) and forthwith enthrones it as the 
only factor of production and the only circumstance che eld valnrc alia cosa. 
In one sense this spoils his theory of \ahic, but in another it is highly interest¬ 
ing. Fatica means quantih' of labor—corrected for the social habits that de¬ 
termine how many days a year and how' many hours a day a man actually 
works and for the differences in natural abilitx’ {talcnti) which account for the 
different prices of the fatica of different people—and, with a ciualification for 
the monopoly price of unique things {Vcnerc dc Medici, for instance), cqui 
librium value is made proportional to that quantity (temporary fluctuations 
being duh attended to). But this is in all essentials and in many details the 
theory of Ricardo and Marx, and more satisfactory—if we i)lace oursehes on a 
Ricardian standpoint—than that of A. Smith. - 

[(b) Bernoullis Hypothesis.] But let us bear in mind that it was the ‘sub¬ 
jective’ or ‘utility’ theory of price that had the wind until the influence of the 
Wealth of Nations —and especially of Ricardo’s Principles —asserted itself. 
Even after 1776, that thcor\- prevailed on the Continent, and tlierc is an 
unbroken line of dcxelopmcnt between Galiani and ]. B. Say. Quesnay, Bee- 
caria, 'I’urgot, Verri, Condillac,^ and many minor lights contributed to estab¬ 
lishing it more and more firmly, llicy all linked price and the mechanism of 
pricing directly to what they conceived to be the fundamental purpose of eco¬ 
nomic activih', tlic satisfaction of wants. They all accepted Cantillon’s defini¬ 
tion of richesse, not only as a phrase to be forgotten as soon as stated, or, as 
in the case of Smith, to be remembered only in order to recommend policies 
favorable to consumers, but as the starting point of price analysis. Moreover, 
with all of them, the price phenomenon was rooted in the calculus of pleasure 
and pain, exactly as it was with jevons: in this respect they were Benthamites 
by anticipation, and stronger Benthamites than were to be Bentham’s ad¬ 
herents among English economists. I'hus, they were not only the forerunners 
of the ‘subjectivists’ of the second half of the nineteenth century, but they 

® Quantity of labor in turn is, in one place, equated to the expense of I he laborer’s 
subsistence (spesa del nutrimento). lliotigh not Ricardian in form, this passage can 
be interpreted in a Ricardian sense. But it rather harks back to Cantillon. 

* Lc Commerce ei le gouvemement (1776), sec above, chs. 2 and 3. 



VALUE AND MONEY 


303 

also sealed that unfortunate alliance between the theory of value and utili¬ 
tarianism that was to prove so embarrassing a century later.’^ For the moment, 
however, we shall not go into this any further but instead notice a perform¬ 
ance that, besides presenting a number of other points of interest, anticipated 
the theory of marginal iitilih' still more definitely. 

In a paper written in 17^0 or 17:51, Daniel Bernoulli, the eminent scientist 
whom we have already liad occasion to mention, suggested the hypothesis 
that the economic significance to an individual of an additional dollar is in¬ 
versely proportional to the number of dollars he already has. Referring this to 
income rather than, as Bernoulli did, to the monetaiy' value of the total net 
assets of an indi\idual, we readily identify this additional dollar with what, in 
the terminology of a later epoch, was to be the marginal dollar, and its signifi¬ 
cance \\ith what, in the same terminology, was to be its marginal utilih', the 
statistical incasureinent of which has been attempted by Fisher and I’risch in 
our own tiinc.^ No less interesting are the applications to business practice 

•'•See* below. Part in, (li. see. la. 

‘Si>ceinicn thcoriac novae dc inensura sortis,’ piibl. 1738 in the Commentarii 
acadcmiac scientiarum imtKmalis Pctwpolitanae. I he German translation by Professor 
Alfred Ihingsheiin (Die Cniudla^e der niodemen Wertlehre: Daniel Bernoulli . . . 
iSgb) contains instructive notes by the translator as well as a vcr>' useful introduction 
by Ludwig Pick. It is. h(3wevcr, highly characteri.stic of the haziness of our knowledge 
of doctrinal developments that Mr. I’ick not only hailed Bernoulli as a precursor of 
Gos.seii, Jevons. Menger, and W alras, but also as one of the first, if not the first, to 
rccf)gnize that \ahic is in»t an inherent property of things but a relation between a 
valuating person and the things valued—though ilm was perfectly clear to the scholas 
tic doctors and. in any case, to dozens of eighteenth century writers who did not know 
of Bernoulli’s paper. 

T'rhis will be particularly clear on exact formulation. Let x denote an individiiaPs 
income and y the ‘satisfaction' derived from it. Bernoulli's hypothesis then says that 


dy K 


dx 

X ' 



K 

X ' 


the factor of ]rroportionality (Ki. being a constant for e\eiy individual, but difrerent 
for different individuals—the range of variation in the individual K’s taking account 
of individual differences of tastes or intensities of feeling (Bcriioiilli seems to have at¬ 
tributed the same K to all individuals excepting uninteresting abnormalities, but never 
nriiidl—(/>v'c/x is olwioii.sly the marginal or final degree of utility, which therefore put 
in c.xplicit appearance in 173S. As stated by Bernoulli, his fundamental idea was antici¬ 
pated I172S) by the mathematician Cramer, who offered, however, a different hypothe¬ 
sis about the form of the marginal utility function, viz.. 


but Bernoulli’s hvpothcsis is, within moderate inter\'als, quite reasonable though it 
fails to make use of all we know, or think we know, about the behavior of this func¬ 
tion (.see below. Part iv, ch. 7). . , . -n 1 ■ 1 • 

Since even l>elicver.s in the measurability of utility or satisfaction will not tliinK it 
safe to say anything about its behavior in desperate situations, for instance, for in- 
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that Bernoulli made of his hypothesis (op. cit. )ij! 15, 16). The underlying idea 
is that even where the probabilities of gains and losses arc strictly calculable— 
as are, for instance, the chances of loss in sea transport if long experience af¬ 
fords sufficient material—rational action is not determined by the value of 
these probabilities alone. It is also necessary to take into account the impor¬ 
tance to the indi\idual businessman of given gains and los.ses, which differs 
of course according to the iiidividuars means, and Bernoulli’s hypothesis sup¬ 
plies a method for effecting this. I’hus he deduces a criterion by which to de¬ 
cide whether or not it is advantageous for a man to pay a given sum for in¬ 
suring his cargo, and also a rule by which to evaluate the ad\aiitage to be 
derixed from transporting a given quantitx of wares in several ships, or from 
inxestment of a gixen sum in several securities instead of in one—important 
suggestions for a theory of business risks and of investment that even now 
arc not fully exploited. And there may be point in recalling a sentence from 
Bernoulli’s text (op. cit. J[ 171: ‘Precisely because these results agree so well 
with observed business behavior, it does not seem right to neglect them like 
unproven statements that are based on insecure hypotheses.’ I lament the im¬ 
possibility of discussing other jxiints ^ about this paper that arc of absorbing 

conics below which the individual cannot survive, we had better exclude such a ‘mini- 
iniini of existence’ from consideration. If we call it a, total satisfaction derived from 
an income of the amount b may then be represented by the definite integral 

>• r K — = JCdog b - he a) =- K loi; - 

Ja X <t 

® Brief allusion to two of them may be pcniiissihlc. however. 7 ’he first is that it 
remained practically unknown to economists until it was noticed by some who had 
arrived by theimehes at tlie same or similar ideas, l ick mentions ilennaun (18^2). 
F’. A. Lange. Die Arbeiterfrage . . . and especially Jevons, and I have no 

names to add. 'I'his neglect is remarkable owing to I..aplace’s spon.sorsliip of the 
BenKJiilli formula in his iheoric anahtique dcs probabilitvs iiSizi, which was of 
course widely known. Ihe second fact is that Bernoulli’s attempt to solve tlic paradox 
of the St. Petersburg game is not among the many valuable contrilnitions of his paper, 
although it was the primary object of it. 'flic problem is this. \ coin is to be tossed n 
times. X promises V to ])ay Si if heads turns up on the first throw; S2 if heads, hav¬ 
ing failed to turn up the first time, turns up the second time; S4 if heads, having 
failed to turn up the first tw'o times, turns up the third time, and so on. The scries 
of Y’s possible gains is hence i, 2, 2^, z'*, ... 2" VVe derive his mathematical ex¬ 
pectation of gain by multiplying each of the possible gains by its probability, that is, 
if the coin be perfect, V|, Vk. and so on. It is seen that this multiplication reduces 
each item to M so that, summing up, w'c get for Vs total niathcinatical expectation 
n/2, and if n is allowed to increa.se beyond any assigned limit, an expectation greater 
than any sum we care to mention. Nevertheless, it is the fact that iiolxidy will pay 
X any considerable sum for it, as the reader can easily find out for himself. W’liy? 
Bernoulli thought that all vve need to do in order to answer this quc.stion is to cor¬ 
rect the possible gains by applying his hyiKithcsis to them, which would in fact pro¬ 
duce a finite ’moral’ expectation in the place of the 'infinite* inathcmatical one. But 
this procedure, though not in itself meaningless, does not solve the problem. Neither 
do, for that matter, the points made by Professor Pringsheim in a footnote to his trans- 
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interest to the student of the ways of the human mind and of the mechanism 
of scientific progress. 

[(c) The Theory of the Mechanism of Pricing.] As regards the theory of 
the mechanism of pricing, there is \'cry little to report before the middle of 
the eighteenth century. The contributions of even the brightest lights, such 
as Barbon, Petty, Locke, do not amount to much, and the vast majority of 
the Consultant Administrators and Pamphleteers of the seventeenth century 
were content with the kind of theory they found or could have found in 
Pufendorf. 'Phey attended to practical problems of regulative policy, but the 
analytic side they took largely for granted and were slow to realize the need 
of rigorous eonceptualization and proof. A few examples will illustrate the 
situation. People were quite familiar with the pattern of monopoly, on which 
they bestowed an impulsive hatred, and with competition, which they con¬ 
ceived to be rtie normal pattern without bothering to define it. But as early 
as 1516, it occurred to Sir I'homas More (Utopia, sec ch. 3 above) that for 
competition to ])re\ail it is not necessarily sufficient that a commodity be sold 
by more than one seller. Prices may fail to fall to the competitive level also 
if sellers arc few, quod . . . si monopolium appellari non potest . . . certe 
oligopoliuni est.’* 'I’luis More introduced the concept of oligopoly. We might 
expect that this hint would have led to closer analysis of the concepts of 
monopoly and competition, especially in England, where the interminable dis¬ 
cussion of monopolies of various types and of restraints of trade of all Kpes— 
both the restraints that eonipetitors agree on in order to further their com¬ 
mon interest, and the restiaints monopolists impose upon other people—that 
preceded and again followed the Statute of Monopolies of 1623 /4, f’Jrnished 
all the inotixe and material one can desire. But there was hardly anything of 
the kind. Politicians, lawyers, and some businessmen fought ‘monopolies' pas¬ 
sionately, much as the\ do today—particular])' those of the chartered trading 
companies—and the attacked interests defended themselves as best they could, 
also much as they do today. Intellectually, both sides made a poor show, once 
more much as thc>' do toda>. Though practical results were achieved and 

lation, although they. too. arc by no means irrelevant. We cannot go further in this 
subject. But the reader w'ould be much mistaken if he thought that it is without in¬ 
terest to the economist. ’I’he tlieor)* of games of chance is on the contrar>' highly im¬ 
portant for many problems of economic logic. If proof w'cre needed, a recent book by 
Professors Morgenstern and von Neumann w^ould supply it (Theory of Games and Eco¬ 
nomic Behavior, 1944). And the first pointer in this direction still stands in Bernoulli's 
name. In economics it may take 206 years from a first .step to the second—just about 
the same length of time as in the case of the statistical demand curve. 

• 1 am indebted to Mr. K. Marz for having drawn my attention to this pa.ssage. The 
fact is curious. Sir 'I’homas did not only use—and so far as 1 know coin—the term 
(oligopoly) that plays so great a role in modern theor>', but he u.scd it in order to de¬ 
note exactly the same thing, and he at once pointed to a feature of it that modern 
theors' was to emphasize—after a lag of about 410 years, '^et the thought is no doubt 
suggestive and important. And the Utopia was ver\' widely read. It is true, however, 
that this passage docs not occur in the English translation of the Latin original. 
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though the historian of economic thought and policy finds plenty to record/® 
the Iiistorian of economic analysis goes from that literature almost emptv'- 
handed. Not to neglect any crumbs, however, let us notice, first, the tendency 
to extend the concept of monopoly beyond the case of a single seller “ and, 
second, the rudiments of the argument that monopoly while striving to maxi¬ 
mize profits—as we should say—changes the conditions with reference to 
which this maximization is attempted and so need not necessarily set a higher 
price than would prc\ail under competition working under diflFercnt con¬ 
ditions.^- W’e ina>’ also mention again Beclier’s attempt to classify—illogically 
—market patterns into monopolium, propolium, and polypolium, that is, nio- 
nopoh. forestalling, and unregulated competition—which according to him is 
producti\e of di.sorganized markets in which every participant is proletarizcd. 

Blit better things were to follow in the eighteenth century. W’e shall con¬ 
fine oursebes to the peak achievements of Beccaria, Turgot, and I.snard, and 
then consider the manner in which the Wealth of Nations codified the whole 
of the value and price theor\' of the epoch. 

Beccaria dealt with value and price in Part iv. Chapter 1 (‘Del commcrcio’) 
of his Elementi (publ. posthumously, 1804): the subject stands there i)retty 
much where it was to stand in ). S. Mill’s Principles, lie explains the phenome 
non of value, as mentioned already, by utility and scarcity, and then proceeds 
to investigate the modus operandi of a hypothetical market in which wine is 
bartered for wheat (cf. Marshall’s apples and nuts).'-' He recognized clearly 

^'*'rhe reader is referred to Professor Ileckseher’s Mercantilism i. pp. 260 et seq., 
for a masterly interjjretatioii of that stru^^le for ‘free trade’ in the seventeenth century 
sen.se. If lie follows this advice, he cannot fail to be impressed by the distres.sing ob¬ 
servation that popular and political discussion of this matter—as of others—shows 
practically no progress at all. 

“See Ilcckschcr. op. cit. pp. 2734, especially the argument of Sir I'ldwin Sandys 
fan ardent trust buster) put forth in the House of Commons debate in 1604. to the 
effect that the 'name of monoiioly ... is fitly extended to all iinproportionable 
paucity of sellers. . . If ten men had the only sale of all the horses in I'ingland, tins 
were a monopoly.’ V'iewcd as an analytic effort, this is of course somewhat short of 
admirable. But it is clear that there is .something in what Sir Edwin uirsiiccessfiilly 
strove to exiiress. 

12 Other arguments used for defense turned either on denials of the presence of 
monopoly—mostly quite true if monopoly be defined strictly, but inconclusive pre¬ 
cisely because of this—or on the assertion that in certain ca.ses-—especially those of 
trade with uncivilized countries where protection was an important consideration— 
monopolistic organization was a practical necessity, or on other points that, w'hatcver 
their practical w'cight may have })een, are of no intcre.st from the standpoint of ana¬ 
lytic technique. One of the best, if not the best, exixisitions of ‘defensive’ arguments 
I have come across is John Wheeler’s A Treatise of Commerce. Wherein are showed 
the Commodities arising by a well ordered and ruled trade . . . (1601). 'I’liis was no 
doubt ‘.special pleading’ on behalf of the Merchant Adventurers, of which cotn])any 
Wheeler was an attorney. But there is, from our standpoint, no reason for ruling it out 
on that account. 

I hope that we need not take too seriously his proposition that the exchange value 
of one commodity relatively to the other (the exchange ratio) will be in ragione reciproca 
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that the exchange ratio is indeterminate in the case of isolated exchange (be¬ 
tween two individuals) and that deterniinateness is brought about by comix:- 
tition through the iiiggling of the market’: fluctuations must eventually lead 
to tlie price at which quantity demanded equals quantity supplied. Ilis careful 
treatment of the exchange of three commodities against one another, in which 
he insists on the phenomenon (and necessity) of indirect exchange, is par¬ 
ticularly satisfactory. 'J’his is about as much as the average economist had to 
say a century later. 

Bcccaria’s performance has been chosen for coinincnt because of its com¬ 
parative fullness, but it had been strikingly anticipated by 'I’urgot's ReflexionSy 
xxxiii-xxxv (written in 1766, published in 1769-70). After having deduced 
trading (commerce) from besoins reciproqueSy Turgot, too, touclics upon the 
case of isolated exchange and then introduces the determining force, competi¬ 
tion. Ilis description of the market mechanism is very similar to that of Bdhni- 
Bawerk (sec below. Part iv, eh. 5. sec. 4). The resulting market price (prix 
courant) is then made to \ary under the impact of forces acting through de¬ 
mand or supply. 'Ilie crowning achievement of the epoch in this line of anal¬ 
ysis is Isnard’s.** In his not otherwise remarkable book there is an elementary 
system of equations that—barring the difference in technique—describes the 
interdependence within the universe of prices in a way suggestive of Walras. 

[id) Codification of Value and Price 'Theory in the W^calth of Nations.] 
A. Sinith's ‘chief \\'()rk was to combine and develop the speculations of his 
I’rcnch and I'higlish eontcinporarics and predecessors as to value.’ Also, it is 

ilcUc loro qiiautita. Tossil^ly there is a connection between tliis and his friend Verri's 
hypcibolical demand law. winch however is not o])cn to the same objection but, on tlic 
contrary, must be recorded as the first attempt to gi\e a precise form to the demand 
curve: if p be price (in money), q quantity, and c a constant, then, according to 
\"crri’s law, pq ~ c. 

* * Achille Nicolas Isnard’s Trade dcs richcsscs appeared in 17S1, and thus forms no 
part of the material ‘((Klified’ l)y A. Smith. Iherc is, however, a question of the lat 
tcr’s influence upon the former. Isnard's treatise, also the contribution mentioned in 
the text, could have arisen from a perusal of the \X’cd/f/i of Katiouft. Isnard docs not 
mention A. Smith, however, unless, indeed. 1 have overlooked the reference. The title 
of the book is included in jevons* list of mathematical writings, which is how I came 
to know of it. 1 have found no traces of its influence. 

A. Marshall, Principles, 4th ed.. p. 58. The reader will realize that the opinion 
of a workman .such as Marshall is worth a ton of philosophizing by less workmanlike 
people, and we cannot do better than ii.se that dictum of a master of economic theory 
as a motto. Also, the reader will realize that even Marshall, who.se admiration for 
Smith was unbounded, does not go beyond what our own term ‘codificatioir implies, 
lliough he was far from attributing to Smith any original ideas, he neverthele.ss ar¬ 
rived at an estimate of the performance that seems much higher than ours. One rca 
son for this may be that he was speaking of a brother—for as has been and will be 
emphasized, there arc many similarities in the jicrformances and in the historical posi¬ 
tions of the two. Anotlicr may be that he was speaking of a countryman—for Marshall 
was very' insular. A third one may be that he was speaking of a fellow liberal—for 
Marshall, too, was a strong free trader. But whatever the reason, the reader should 
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quite true that he made *a careful and scientific inquir\' into the manner in 
which ^•aluc measures human motive,’ that is to say, I take it, that he made 
exchange ^'aluc (price or, at all events, relative price) the centerpiece of a 
primitive system of equilibrium. Rut he was not. as Marshall held, the first 
to do so; moreover, in codihing, he dropped or sterilized many of the most 
promising suggestions contained in the work of his immediate predecessors. 
Of course, he may not have known Turgot’s Refle.viojis, and he cannot have 
known Bcccaria’s Klcmenti: Pufendorf and then Cantillon, Harris, Locke, Bar- 
bon. Petty—these last fi\e are mentioned by Marshall—and Quesnay were 
presumably his principal guides so that his ‘subjective’ performance was greater 
than was his ‘objecti\e’ acliie\ement. But he ‘developed’ this material less suc¬ 
cessfully than had Turgot and Bcccaria. The blame is at his door for much 
that is unsatisfactor> in the economic theory of the subsequent hundred years, 
and for many contro\crsies that would have been unnecessary had he summed 
up in a different manner. 

The reader should refresh his recollection of the Reader’s Guide presented 
above.A. Smith’s exposition in the first Book surges purpo.sefully up to the 
phenomenon of price and down again into the component parts of commod¬ 
ity prices, which components are the cost and income categories, wages, profit, 
and rent. 'Ihis is, to repeat, a primiti\e way of describing the universal inter¬ 
dependence of the magnitudes that constitute the economic cosmos; but it is 
an effective wa>. Critics who did not understand that the theory of price is 
but another name for tlicorv’ of economic logic—including, among other things, 
all the principles of allocation of resources and of formation of incomes— 
blamed him for having adopted the narrow point of view of the businessman. 
Other critics who did not understand the nature of a system of interdependent 
magnitudes accused him of circular reasoning. 11 is shade easily wins out against 
these and other criticisms. It is this part of his performance that constitutes 
his chief merit in this field. There are others. As primitive but as distinctly 
visible as is his concept of universal interdependence is his concept of equi¬ 
librium or ‘natural’ i)rice. Tliis equilibrium price is simply the price at which 
it is possible to supply, in the long run, each commodity in a quantity that 
will equal ‘effective demand’ at that price. I’his again is the price that will, 
in the long run, just cover costs. And these, in turn, arc equal to the sum 
total of the wages, profits, and rents that have to be paid or imputed at their 
^ordinary or average rates.' ITiiis, we also get a glimpse of Marshall’s distinc¬ 
tion between short-run and long-run phenomena, A. Smith’s market price being 
essentially a short-run pheiiomcnon. his ‘natural’ price a long-run phenomenon 

obsen'c that, so far as Marshairs ver>' brief comments enable ns to judge, there is no 
difference as to the facts of the case except this: Smith may certainly Ik* said, in a 
sense, to have ‘developed’ existing doctrines of value and price; but whereas Marshall 
approved unconditionally of the manner of this ‘development,’ I have some fault to 
find with it. 

[After WTiting this, J. A. S. apparently removed several pages on A. Smith, in¬ 
cluding the Reader’.s Guide, from the manuscript. 7 'his material has been restored by 
the editor and is to be found in ch. 3, sec. 4e.] 
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—Marshall’s long-run normal. ‘It is all in A. Smith* was a favorite saying of 
Marshall’s. But we may also say: ‘It is all in the scholastics.’ There is no 
theory of monojjoly. The proposition (Book i, ch. 7) that ‘the price of mo¬ 
nopoly is upon every occasion the highest which can be got* might be the 
product of a not very intelligent layman—taken literally, it is not even true. 
But neither is the mechanism of competition made the subject of more 
searching analysis. In consequence, A. Smith fails to prove satisfactorily his 
proposition that the competitive price is ‘the lowest which the sellers can 
commonly afford to take*—to the modern reader it is a source of wonder what 
kind of argument he took for proof. Still less did he attempt to prove that 
competition tends to minimize costs, though it is evident that he must have 
believed it. 

But what was A. Smith’s theory of value in the narrow sense of the phrase, 
meaning his views on the problem of causal explanation of the phenomenon 
f)f value? Since during the subsequent ccntur\ economists were much inter¬ 
ested in that problem, they eagerly discussed Smith’s \iews about it and for 
this very reason wc cannot pass it b\. In itself, the answer is plain enough. 

First of all, if the reader will look up the last paragraphs of Book i. Chap¬ 
ter 4, he will be able to satisfy himself of tw'o things. On the one hand, A. 
Smith declares there that he is going to inquire into the rules which ‘men 
naturally obscr\e in exchanging’ goods ‘either for money or for one another.' 
'J'his means that he was not primarily interested in the problem of value in 
the sense just defined. What he wanted w'as a price theor\* by which to estab¬ 
lish certain propositions that do not require going into the backgroui.’d of the 
value phenomenon at all. Evidently this was also Marshall’s opinion. On the 
other hand, luning distinguished value in use and value in exchange, he dis¬ 
misses the former by pointing to what has been called aboxe the ‘paradox of 
\alue’—which he c\idcntly did believe to be a bar to progress on this line— 
thereby barring, for the next two or three generations, the door so auspiciously 
opened by his I'’rcnch and Italian predecessors. No talk about his ‘recognizing 
the role of demand’ can alter this fact. Second, in Book i. Chapter 6, A. Smith 
exprc.ssly states: ‘^^''agcs, ])rofit, and rent, arc the three original [my italics] 
sources of all revenue as well as of all exchangeable \alue.' If words mean 
anything, this is conclusive. Ilis theor>' of value w^as what later on came to be 
called a cost-of production thcor\‘. Tliis is indeed the opinion of many stu¬ 
dents. But, third, the matter is complicated by the fact that a very large num¬ 
ber of pas.sagcs in the Wealth of Natiom seem to point to a labor theory of 
value or rather to several.’* 

In Book 1, Chapter 5, of the Wealth of Nations occurs the proposition: ‘llie 
real jjrice of everything, what everything really costs to the man who wants 
to acquire it, is the toil and trouble of acquiring it’—one of those treacherous 
platitudes that may mean anything and nothing. On the face of it, however. 

It is still not sufficiently recognized that the term labor theor\* of value covers 
several distinct meanings, 'i’lie subject has. however, been exhaustively dealt with by 
M. J. Davenport, Value and Distribution, 1908. 
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it indicates a tendency to base the va-liic phenomenon upon the irksomeness 
or disutility of work, or to adopt a labor-disutility theory of value. This theory, 
ho\ve^cr, may be discarded, because A. Smith makes no use whatever of it. 
Again, at the beginning of Book i. Chapter 6, Smith produces the famous ex¬ 
ample about the beaver: ‘if . . . it usually costs twice the labour to kill a 
bca\'cr which it does to kill a deer/ one beaxer would naturally sell for as 
much as two deer. There it is quantity of labor that ‘regulates' value and not 
toil and trouble, which is, of course, not the same thing. No doubt is possible 
but that this passage is the root of Ricardo’s and Marx’s labor-quantity theories 
of value. But A. Smith limits this theory to ‘that early and rude state of society 
which precedes both the accumulation of stock and the appropriation of land,’ 
which, interpreted charitably, means that competitive prices of commodities 
will, in equilibrium, be proportional to the labor entering into their produc¬ 
tion if the labor is all of the same ‘natural’ qualit> and if there are no other 
scarce means of production. This is true but does not in itself constitute a 
labor-quantit>‘ thcor\’, or any labor theory, of \aliie, because, for this special 
case, all theories of \aliic would arrive at the .same result. I'inalK. as we have 
alrcad\- had occasion to notice, A. Smith (Book i, ch. 5) considers the quantity 
of labor a commodity can command in the market the most useful substitute 
for its i^ricc in money, that is to .say, he chooses labor for numeraire. On prin¬ 
ciple, there can be no objection to this decision, which in itself no more com¬ 
mits him to a labor theory of \alue than the choice of oxen for numeraire 
would commit us to an ox thcor\' of value. But he tries to motivate his deci¬ 
sion by so main arguments that seem to claim deeper meaning for it—such as 
that ‘labour alone . . . never varying in its own value, is alone [sic] the ultimate 
and real standard’ of the values of all commodities or that ‘it is their real 
price’ or ‘the only universal as well as the only accurate measure of value,* 
which are all wrong—and seems himself so little clear about what is and what 
is not implied in choosing something for numeraire that it is almost excusable 
if many later economists misunderstood what he actually did mean and that 
they, among them Ricardo,’** accused him of having confused the quantity of 
labor that enters a comniodih' with the qiiantih’ of labor it will buy. lliis in¬ 
dictment fails, however, and it is important that it does, for it amounts to 
accusing Smith of an absurdity: taking what a comniodih' exchanges for, no 
matter what it is, as the explanation of its value would be one of the worst 
slips in the histor>’ of theory. It should be added that, if choosing an hour’s or 
day’s labor as the unit in which to express prices docs not imply accepting a 
labor theory of value, no more docs emphasis upon labor’s role in production 
or upon labor’s claims or wrongs. As has been mentioned already, there is 
plcnt>' of this in the Wealth of Nations, much of it, perhaps, inspired by 
Lockc. ‘The produce of labour constitutes the natural recompence or wages of 

Ricardo did not misunderstand him always, however. Ricardo also argued that 
the exchange value of labor is no more exempt from fluctuations than is the exchange 
value of anything else. But this is relev'ant only with regard to making labor a 
numeraire that is to function over time. 
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labour’ (Book i, ch. 8). It is the laborer who raises the crop and the land¬ 
owner, having appropriated the land, demands a share of it. Profit makes a sec¬ 
ond deduction from the 'produce of labour.’ To this day, it has remained diffi¬ 
cult to make the philosophy-minded sec that all this is completely irrelevant 
for a theory of value—considered not as a profession of faith or as an argu¬ 
ment in social ethics, but as a tool of analysis of economic reality. 

4. The Quantity Theory 

It will not surprise the reader to learn that the effects of the violent price 
revolutions of the fiftccntlK sixteenth, and sc\entccnth eentiiries should have 
been zealously discussed. But it might surprise him to learn that there was 
any question about their causes. For debasement of the currency—devalua¬ 
tions by governments as well as fraudulent clipping of coins by individuals— 
and the torrent of American gold and especially siher were before everyone’s 
eyes; and not even the most sophisticated theorist of today could find fault 
with the obvious diagnosis, seeing that the monetary units newly created by 
either the debasement of the coinage or the influx of the .American silver were 
\cry proin])tly spent, while the very wars on which they were mainly spent 
greatly interfered with production. Nevertheless, though it is probably possible 
to find early arguments that more or less distinctly imply this obvious diag¬ 
nosis,^ it seems to be the fact that no explicit, full, and—so far as it went— 
theoretically satisfactory presentation of it appeared before 1 :;6S, when Bodin 
published his Response to the Paradoxes sur le faict des Monnoyes (1566) of 
M. de Malestroict. ('Ihcre is a translation of Bodin’s Response in A. E. Mon¬ 
roe’s Early Economic I'hought.) On the strength of this, he is universally 
voted the ‘disco\crer’ of the Qiiantih* Theory of Money. Since the matter has 
receixed attention quite out of proportion to its importance, we shall go into 
it briefly ourselves. 

' I say 'iJiobably’ because 1 do not myself know of any clear instances. The eases 
mentioned by I’rofcssor Seliginan (article, ‘Hullionists,* Encyclopaedia of the S(Kial 
Sciences) are not convincing. Some historians who trace this kind of ^quantity theorx*' 
to the Middle Ages and even to the Roman jurist Panins have misunderstood the word 
quantitas, which must not be translated by ‘quantity’ (see above, ch. il. Ihe best ex¬ 
ample I can mention—but it followed by a year Bodin's work, which 1 am about to 
mention in the text—is in the Summa dv iratos y contratos of Ibmas de Mercado 
fist cd. 1S69; ed. used By the end of the centiir\\ recognition of the effects 

on ])rices of the Ameri('an silver was widespread, if not universal, as well it might have 
been. Lniz \’alle de la Cerda ilundacion, 1593; Desemfyeno, 1600) called the price 
rise the ‘cfecto inny natural de la rapida miiltiplicacion de los signos y moneda.’ The 
words ‘very natural’ in this passage have nothing to do with natural law- but simply 
stand for ‘indubitable’ or ‘obvious’ 'I’he contrary iinpicssiou. voiced by Professor Ham¬ 
ilton. viz. that the influence of the inflow of silver upon prices w^as being persistently 
ignored or denied, seems due to the facts that many later authors had reasons for em¬ 
phasizing the other factors in the price rise which were operative, especially in the 
case of Spain, and also that the common run of writers was then, as it is now% quite 
impervious to even the simplest economic truths. 
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f(a) Bodin*s Explanation of the Price Revolution.] Jehan Cherriiyt de Malcs- 
troict had argued that the universal rise in prices was due to debasement and 
that, expressed in full-weight coin, prices had not risen. Bodin replied—and 
then repeated in Les six livres de la Republique, 1576—that this argument 
overlooked the influence of American silver, llie price revolution, accord¬ 
ing to him, was due to (1) the increase in the supply of gold and silver; (2) 
the prevalence of monopolies; (3) depredations that reduced the stream of 
available commodities; (4) the expenditure of kings and princes on the objects 
of their desires; and (3) the debasements that were flic only factor considered 
by his opponent. He added, moreover, that the first cause was the most impor¬ 
tant one. The reader will observe that this anahsis needs but little readjust¬ 
ment or gcncrosiK of in ter jactation to be a correct diagnosis of the historical 
case as it presented itself in 1 368. Even as regards general theoretical content, 
it is superior to much later work. In fact. Bodin’s analysis escapes several of the 
typical objections that were to be raised against the quantity theory in the 
nineteenth century. But does it state or impl\- this theory? 

'I’lic question may seem surprising, but it is well worth asking. Let us em¬ 
brace, for a moment, uncompromising metallism and consider the case of jier-^ 
feet gold monometallism—gold metallism such that gold can move freely in 
and out of the monetary system—from this standiJoint. Child being a com¬ 
modity like any other, the \aluc in terms of eorninoditics of the golden mone- 
tar>' unit will fall, other things being equal, if gold production incre;Lscs, just 
as the price of eggs will fall, other things being ecjual, if egg production in¬ 
creases. Any rise in prices in terms of gold that may occur is here explained 
as a consequence of increased supply. Let us note that the extent t»f this fall 
(in the \alue of gold) will simply depend upon the shape of the demand 
schedule for gold as a commodih' in terms of some other standard, and that 
the operative ‘quantity’ in question is the total amount of the increase. In 
consequence, there is no reason to suppose that, howc\cT equal the other things, 
the fall will be proportional to the increase. It will be seen that no special 
hypothesis enters into the argument, which flows smoothly from the metallist 
basis and would have been accepted by the scholastics as a matter of course. 
But recognition of the relevance of ‘quantity’ to the value of money in this 
sense and for this reason has no more to do with the Quantity 'riieors of 
Money than that the word quantity occurs in both arguments. And no more 
than this is required for Bodin’s argument or, let us add at once, for that 
of A. Smith. 

[fb) Implications of the Quantity Theorem.] In order to make this clear, 
let us look at the same case from the standpoint of the quantih' theory. To 
facilitate exposition we shall assume that there is an absolutely fixed collection 
of goods that must be sold for wdiatcver money buyers have, and that these 
buyers feel compelled to spend proinptlv all of whatexer money they have 
upon that collection of goods. Also wc shall henceforth speak, instead of the 
quantity theory, of the quantity theorem, because it is not a complete theory 
of money but merely a proposition about the exchange value of money. Keep¬ 
ing, then, everything else severely as it is, we let gold production increase. As 
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in the simple metallist argument, we infer that this will make the unit of 
gold less valuable, that is, raise all prices in terms of it. The reason for this is 
the same as before so far as that part of the increase is concerned that goes 
into industrial uses. But that part of the increase which spills over into circula¬ 
tion now operates in a different way and produces a fall in the exchange value 
of the monetary gold—a rise in comniodih' prices—for a different reason: the 
fall, under our highly artificial assumptions, is exactly proportional to the in¬ 
crease in the quantih' of the monetary gold stock; and the immediate reason 
for this is not the fall in the commodit>' value of the gold—which is rele¬ 
vant indeed but only at one remove, that is, by virtue of the fact that it will 
determine the extent to which the quantity of monetary gold will be increased 
—but the increase of the quantih of coins per se. It is the increase in this 
quantity which, the purchasing powx*r of the total monetary stock remaining 
constant, is the immediate cause of the resulting fall in the exchange value of 
the monetary unit. And this fall will be the same as if this stock, %vithout be¬ 
ing increased, had been split into units of smaller gold content, because in 
either case there is now less of every commodity per coin. Operation of the 
new' gold in the commodity use may be likened to the effects of adding workers 
of the same skill to a given plant and equipment. Operation of the new* gold 
in the monetary use may be likened to the effects of replacing the working 
force operating a given plant and equipment by more workers of proportion¬ 
ately less skill. 'I'hus the quantity theorem docs three things: first, it recognizes 
the fact that the monetary function will affect the value of the commodih* 
chosen for money and is a logicalh distinct—though not independent—source 
of the exchange value of gold [this, of course, we can recognize without com¬ 
mitting ourselves to the next steps); second, it recognizes that the mechanism 
that determines the \aluc of gold in circulation is different from the mech¬ 
anism that determines the value of the industrial gold or of any other com- 
modih'; third, it offers a specific schema—very primitive but also very simple— 
of that mechanism, 'fhe apparent difficulh- of this really simple matter is due 
to the facts that in the case of perfect gold monometallism the tw'o different 
mechanisms must, of course, produce the same values of gold in the mone- 
tar\' and in the industrial sphere; and that the influences of an increase in 
gold production upon the commodity value and upon the monetary value of 
gold so intertwine that we do not sec cither quite clearly. But it is one of the 
strong points of the quantity thcor>* that it can be applied to the case of paper 
money without any aiixiliar\' construction. And in this case—when there is no 
commodity value of the material to cause ambiguih about what quantity we 
mean and what modus operandi we attribute to it—all becomes perfectly 
clear. 'Iliis logical affinity of the quantiH theorem with theoretical cartalism 
should be borne in mind: the theorem essentially amounts to treating money 
not as a commodih' but as a \oucher for buying goods, though not ever^’onc 
w'ho does consider monc\* in this light need accept the specific schema offered 
by the quantity theorem. It is the more important to remember this point 
because later developments tended to obliterate it. 

There is no trace of considerations of this type in Bodin. But there is in 



514 II: BEGINNINGS TO ABOUT I79O 

Davanzati (1588, see above, see. 2), who confronted the mass of commodi¬ 
ties with the mass of money—stock with stock—and would ha\c to be cred¬ 
ited with superior formulation of the quantih theorem in its most primitive 
form even if we interpreted Bodin‘s argument in the same sense. Subsequent 
adxance on this line was slow. Mere recognition of the effect upon prices of 
American gold and silver imports or of any ineieasc in a country's stock of 
gold and silver, of course, soon became commonplace. It is not alwa>s eas\* to 
tell from the uncouth writings of the less literate ‘mercantilists’ what it was 
they had in mind, but some of them, especially Mah nes and Mun (sec below, 
ch. 7), tried, I think, to convey the genuine quantity-theory idea—though in 
a quite rudiincntar\- form—while others, perhaps the majority, were content 
with ‘simple metallism.’ - However, Davanzati at long last found a successor 
in Montanari (ihSo), and in England instances become frequent in the .sec¬ 
ond half of the seventeenth century. Among these Briscoe (1694) deserves 
special notice,'^ because he was the first, so far as 1 know', to write an equation 
of e.xchange in the unsatisfactory form: stock of money equals prices times 
real income.’* In the course of the eighteenth century it was the genuine quan- 

2 Malynes .says categorically; ‘Flentie of money iiiakcth generally things dearc’ 
(Tudor Economic Documents lu, 5S-), which at least admits the interpretation above. 
Mun’s case is similar. .An illustration of a recognition of the effect of increased ‘treasure’ 
that docs not imply the genuine quantity theor\* idea is in Sir Robert Cotton’s speech 
on the ‘.Mteration of coine,’ 1626: ‘Cold and silver . . . are Commodities valuing 
each other according to tlie plenty or scarcity; and so all other Commodities by ihcin’ 
(Reprinted in McCulloch’s Scarce and Valuable Tracts on Money». It should be ob 
sened, however, that what we have called the theory of ‘simi^le metallism,' i.e. theo 
retical metallism without the specifically quantity theorem clement in it. is sufficient 
to protect ‘mercantilists’ from the indictments that in general they failed to perceive 
the effect of their beloved gold and silver imports upon prices and that, whenever 
they did, they really refuted their argument for export suriduses. The siiecific or genu 
ine quantity^ theorem is not necessary for perceiving that effect. .And the proposition 
that e.xport surpluses are desirable because they will bring ‘treasure’ into the countiy, 
whatever its demerits may be, is not refuted by the argument that this inflow of gold 
and silver will raise prices and thus stop the exports. Eor. first, much treasure can be 
collected on the way to this consummation. Second, the treasure imported would have 
that effect only if it entered circulation, which was not always the idea. There are 
also other po.ssible lines of defeniie that will appear as we go along. 

“ Montanari and Briscoe are discussed in sec. 2, above. 

* Since this is the first time that we meet tliis analytic tool, it is convenient to make 
at once a few comments that w'ill be of help to the beginner. Other comments will 
be added later (Part iv, ch. 8j. The equation of e.xchange (a!.so called the J*’i.sher C(|ua 
tion after the most eminent of those modern economists who used it as a starting 
point of the theory of money) is now usually written: MV -- P'T, where M means 
quantity of money, V velocity, P price level, and T phy.sical volume of transactions. 
Briscoe’s equation becomes identical with this by putting V 1. 'I’he first thing to 
note is that M, V, P, T can each of them be given any of a number of different 
meanings, wdiich must, of course, be made to correspond; for instance, M may 
mean only fullweight coin, or only legal tender (including governinent jjaper), or only 
legal tender plus bank notes minus the reserves held against them, or legal tender plus 
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tity theorem that, sometimes in the crudest possible form, became a common¬ 
place for many of the leaders. It is taken for granted by Genovesi, Galiani, 
Bcccaria, and jiisti, and Hume reasserted it with an emphasis that was hardly 
neccssar}' (1752). All the more significant is it that A. Smith did not definitely 
commit himself to more than simple metallism. 

But Briscoe’s equation of exchange was already obsolete when he published 
it: a major step forward had been taken before. The most primitive way of 
looking at the relation between quantity of money and prices, but to the primi¬ 
tive mind the most natural way, is to compare a stock or fund of money with 
a stock or fund of goods that are supposed to be exchanged against one an¬ 
other. 'rhe next idea to occur to one’s mind, when one comes to think of it 
more carefiilh, is that this stock of goods is a rather doubtful entity: the total 
of the coins may indeed be thought of as a definite stock of pieces that, unless 
demoneti/ed or exported, arc also permanent; but the commodities that are 
being currentl\ exchanged for the.se coins arc not each time the same indi¬ 
vidual pieces—the indixidual units of bread and wine and cloth and so on 
di.sappear from the market for good and arc currently replaced by otlicr units 
to meet, on the next market day, the same coins again. Therefore, comparison 
is between a stock and a flow. The obvious wny to reduce them to compara¬ 
bility is to choose a unit period and to multiply the stock by a coefficient that 
tells us how often in this period the stock meets the flow, that is, how often 
per period tlie money does wh:it the goods can do only once. The problem is 
greatly simplified, though its solution loses much in value, if wc assiimc that 
all the coins arc spent—none held back—and spent only once each market 
day—equal quantities of all goods being offered on each day—and thit there 
arc no other transactions: then the ‘velocity’’ or ‘rapidity of circulation’ of money 
will equal the number of market days per unit period. If this number be 12 
per year, the stock of inone>' will support the same price le\el that a stock 
12 times as great would support with but a single market day per year. Taken 
in this sense, ‘velocity’ is peculiar to money and neither has nor can have any 
analogue in the world of commodities.® 

bank notes plus demand dejiosits minus the reserves of all banks. Similarly, T may 
mean all transactions, or only the transactions incident to production and distribution, 
or only the trairsactions consisting of income payments and income expenditure on 
consumers’ goods—the last being the definition adopted by Bri.scoc. Second, in the 
case of V. there is a distinction of a different kind to be made that is of the utmost 
importance. On the one hand, wc may put V PT/M by definition. If we do this, 
then the equation of exchange must evidently liold always and under all circumstances. 
It is, as we say, a mere tautology or identity and should really be written Af\' sPT. 
But wc need not do this. W’e can also define V independently of the three other 
magnitudes, for instance, by the number of times a dollar can on the average be 
paid to an income receiver in the institutional arrangements of a given .society. 

® Still more obsolete was, of course, a similar equation publi.shed in 1771 by H. 
Lloyd in his Essay on the Theory of Money. Of this essay I only know the Italian ab 
stract ai)pended to Verri’s Meditazioni in Ciistodi’s Scrittori Classici. 

® 1 have taken space 1 can ill afford to spare to explain this matter in its most ele¬ 
mentary aspect becau.se it is essential for the reader to realize how it presented itself 
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Perception of this fact and its insertion into the analytic engine was mainly 
the achievement of three men—Pctt\\ Locke, and Cantillon. Its importance 
warrants an inquiry into the manner in which the ‘discovery' was made. 

Neither Petty nor Locke proceeded in the logical way, that is to say, by 
deducing the phenomenon of velocit>' from the nature of money—the way 
adumbrated above. 'I’hey ran up against it in the course of their attempts to 
answer a practical question which they thought important. This question was: 
what is the quantity of money that a given country needs? Hume (‘Of Money' 
in Political Discoursesj 17^2) seems to ha\c been the first to show clearly and 
explicitly that on the lc\cl of pure logic this question has no meaning—on the 
one hand, any quantih' of money, however small, will do in an isolated country; 
on the other hand, with perfect gold currency all round, every country will 
always tend to ha\e the amount appropriate to its rclati\e position in interna¬ 
tional trade. But in the sixteenth century people thought diflFcrenth*, and prac¬ 
tical sense may in fact be imparted to that question by adding: at the prevail¬ 
ing level of prices. ITius amended, the problem uas to determine the require¬ 
ments of internal circulation under given conditions of time and place with a 
view either to support up to a point or to combat be\ond that point the ‘mer¬ 
cantilist* policy of enforcing gold and silver imports. 

The task was priinarih' of a statistical nature. Pctt\ tackled it from the angle 
of income payments, that is to say . . . [unfinished; the two following para¬ 
graphs are taken from the brief early treatment on money described in the 
appendix and hence do not connect exacth with what precedes.] 

There is one more point. From the standpoint of the theorist it is always a 
‘major event’ when an important concept is made explicit and w^orkablc, al¬ 
though it was—this is the usual case—iinplicith present in previous arguments, 
llie shadow of N^elocity of Money may be detected in Davanzati. But it did 
not acquire substance until the last decades of the .seventeenth century. 'I’his 
was a purely English achievement. We know' already of Sir W'illiain Peth's 
exploit in the field. The other sponsor was Locke (in Some Considerations, 
1692). lie approaches the phenomenon by way of the cash balances which 
various classes of people arc under the practical necessity of holding. ITie ef¬ 
fects of \ariations in the velocity on prices are not pointed out directly, though 
they may be said to come in indirectly through the action of the rate of inter¬ 
in the beginnings of analysis; every further step leads into mist, ambiguity, difficulty, 
but that first one is perfectly clear and simple. I take the opportunity to add two 
points to our knowledge about the equation of exchange. Look again at our example: 
a definite number of coins settling by payment in specie the commodity transactions 
of the twelve market days. Now, first, these twelve market days rc]>rcscnt a social 
custom, an institutional anangenicnt that individuals arc powerless to alter. No coin 
can, under our assumption, have a greater velocity. But what if holders of some of 
the coins, on any given market day, refuse to spend all the coins they hold? We may 
then say, of course, that the coins that arc not spent on any given market day or are 
not spent on any of them have a smaller velocity or even the velocity zero. But we 
may also say . . . [note unfinished]. 
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est on idle balances.'^ Cantillon, who, so far as I know, was the first to speak 
of ritesse de la circulation, was also the first to state in so many words that 
increase in the vclocit}' of money was equivalent to increase in its quantity. He 
also drew the conclusion that iiicasuics calculated to decrease velocity will 
counteract the effects of inflation. Neither Hume nor Smith added anything of 
importance. 

It will be seen that the concept evolved from the first on both the lines 
that were followed in its later development. Pettys and Locke used the cash bal¬ 
ance approach, Cantillon the turnover approach. Locke and Cantillon clearly 
einisagc not only velocity in the strict sense but also the rate of spending. 
Owing to the prominence that the related concept of Propensity to Consume 
has gained in connection with the multiplier analysis, it may be interesting to 
add two e.xamples to show that this concept, too, was perfectly familiar to the 
economists of that epoch. As we already know, Boisguillebert {Dissertation sur 
la nature des richesses) pointed out that a coin in the hand of a very small 
trader is spent much more promptly than a coin in the hand of a rich man 
who is more likely to shut it up in his coffres —the hoarding rich are evidently 
no discovery or invention of the last ten years. And Galiani (in the second 
Dialogue sur le commerce des hies) drew a distinction between the propensity 
to consume of the farmer, who saves and hoards, and of the artisan who 
promptly spends {dissipe). 


c;. Credit and Banking 

W'^e know that the late scliolastics were familiar with practically all the es¬ 
sential features of capitalism. In particular, they were familiar with stock ex¬ 
changes and nK)ne>’ markets, with lending and banking, with bills of exchange 
and other instruments of credit.’^ So far as the phenomena to be interpreted 
are concerned, the bank note is the only one that was added in the course of 
the sixteenth century—thrusting into the background for about two centuries 
the oldest form of what came to be called ‘hank money,’ the transferable de¬ 
posit: even Hume, as late as i7«;2, spoke of ‘this new in\cntion of paper.’ Yet 
the bank note, at least in one of its early forms, should not have struck him as 
a no\clty: the note that was a goldsmith’s receipt for gold actually deposited 
WMS really nothing but a dc\ ice for increasing safet\- and convenience in han¬ 
dling one’s money, and fitted in perfectly w'ith older ideas. New, however, were 
the practices of which the bank note became the chief vehicle, and the im¬ 
portance it ac(|uired in consequence. Daniel Webster, in iS^g, made note issue 

^ On this point as well as on Ibis subject as a whole, see M. lloltrop, Theories 
of the Wlocity of Circulation of Money in Earlier Economic Literature,’ Economic 
History, Supplement to the Economic Journal, January 1Q29, and Professor Marget's 
77 /eon' of Prices, vol. i. passim. 

1 See above, c!i. 2. 7 'hc reader’s attention is once more called to Professor Usher’s 
book there mentioned (The Early History of Deposit Banking in Mediterranean Eu¬ 
rope, i94‘^l. Also see Van Dillen, History of the Principal Public Banks (with ex¬ 
tensive bibliography^ 1934. 
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tlie defining trait of a hank. These practices and tlie phenomena attending 
them quickly produced an interesting analytic development. 

Tlie point to grasp is this. When beholding the nuseent institutions of capi¬ 
talism, the scholastic doctors and their laical successors did not experience any 
difficult}- in interpreting them and in fitting them into their metallist theory of 
money. This anal\tic task was facilitated by their command of the conceptual 
apparatus of the Roman law. Ohserxing sales eontracts that proxided for de¬ 
ferred paxTiicnt, they readily analyzed them into a sale proper and a loan of 
money. The deposit of inoncx', being a depositum irre^ulare, conferred oxvner- 
ship on the receixer of the deposit: the scholastic fathers might even have de¬ 
duced that the receixer xxas not bound in laxv or morals to keep deposits of this 
nature in a xault, because he oxxcd only tantiimdem in gencre, that is, as much 
of the same kind as he had receixed. Moreoxer. if a business connection made 
A the debtor of B and concurrently B the debtor of .A, they might—xvithin 
limits—‘compensate,' and xxcrc to be held responsible only for the difference; 
and this principle might then be extended to multilateral and interlocal clearing 
of debts xvithoiit the use of actual cash. 'I'he upshot is that for the scholastics 
neither lending in the usual sense of the xx'ord nor the giving or receiving of 
credit in the course of commodity trade or any other transactions had reallx- 
anything to do xvith the monetarx system and its xxorking: these things inxolxed 
the use of money, no doubt, but in no other sense than does buying for money 
or making a gift in money or paying taxes in money. 

But this of course is not so. ‘Credit’ operations of xvhatexcr shape or kind do 
affect the xxorking of the monetary system; more important, they do affect the 
xvorking of the capitalist engine—so inucli so as to become an essential part of 
it xvithout xvhich the rest cannot be understood at all. 'Ibis is xxhat economists 
discoxered in the scxcntccnth century and tried to xxork out in the eighteenth: 
it xxas then that capitalism was analytically discovered or, as xve may also say, 
discovered or became analytically conscious of itself. Let us see hoxv this dis¬ 
covery came about and how far it xxent. 'Ixvo lines of advance are distinctly 
visible. 

[(a) Credit and the Concept of Velocity: Cantillon.] 'Ibc first of these might 
haxe been taken by the scholastic doctors themselves, had scholastic econom¬ 
ics developed from its own bases throughout the seventeenth and eighteenth 
centuries. Ibat is to say, a strictly metallist conception of money invited, if it 
did not absolutely enforce, the attempt to draxx- a sharp dix iding line between 
money and the legal instruments that embody claims to money and operations 
in money, and to bring the latter into the picture by means of auxiliary con¬ 
structions for which the legal concepts alluded to above offered suggestions. To 
some extent sucli a course is alxvays possible,- in our case even more so than 

2 To quote two instances of incomparably greater importance: the so callcd Ptole¬ 
maic system of astronomy was not simply ‘wrong.’ It accounted satisfactorily for a 
great mass of observations. And as observations accumulated that did not, at first 
sight, accord w'ith it, astronomers devised additional hypotheses that brought the re¬ 
calcitrant facts, or part of them, within the fold of the system. Again, classical physics 
accounted satisfactorily for all the known facts until it received a severe jolt through 
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usually. The auxiliary construction that is needed consists in an extension of 
the concept of velocity. The banker who issues notes in excess of his cash 
holding is not thought of as creating or increasing means of payment, let 
alone ‘money.* All he docs is to increase the velocity of that cash, which by 
proxy, as it were, effects many more payments than it could settle by going 
from hand to hand; and the same applies, of course, when he directly lends 
part of the cash deposited with him. 'Ilic clear perception of the truth that a 
bank note and a checking deposit arc fundamentally the same thing is in fact 
one of the strong points of this theor>'. Thus money remains very strictly de¬ 
fined. Credit, particularly bank credit, is merely a method of using it more 
efficienth. I cannot stop to show, but the reader may easily see for himself, 
that most phenomena that go under the heading of credit can be described 
in this way. Go\ernmeiit paper money may then either be included with full- 
weight coin in the total of the quantity of money or else construed as a govcrri- 
inent debt—that is, as a promise to pay in coin at some time or other. The 
latter view' predominated, and throughout the nineteenth century there are in¬ 
stances of governments issuing notes with the legend: ‘'I'his note is part of the 
government's floating debt,’ suggesting an analog}^ w'ith treasury bills, espe¬ 
cially w'hen the notes carried interest, as they not infrequently did. 

The outstanding authority for this theory is Cantillon, who carried it out in 
detail and with as much common sense as brilliance. His bankers arc essen¬ 
tially intermediary lenders of other people’s money, ’riiey lend the deposits 
they receive, and by so doing speed up things and lower the rate of interest. 
'The logical difficulties that lurk in this apparently simple statement are some¬ 
what reduced by his emphasis upon tlie case in which bankers only lend what 
depositors, for the time being, do not need—the case of time deposits, as wc 
should say—so that a giNcn sum of money onb docs one scr\icc at a time. 
Moreover, we must not forget that Cantillon lived in an en\ironmcnt w'hcrc, 
wholesale trade apart, payment in specie was the overwhelming rule, so that 
people incessantly fetclicd and brought bags of coin to and from the bank; 
and where it was as usual to acquire a deposit by actually depositing coin as it 
is now to acquire one by borrowing or by transfer from another borrower. At 
any rate his teaching stands at the fountainhead of what remained official 
banking theory jjractically up to the First W'orld War. Galiani and Turgot— 
independenth- or not—held the same doctrine. So did innumerable minor 
lights, such as Justi, and 'business economists,’ such as Marperger. 

But. to say the least, this is not the only way of interpreting the facts of 
banking practice. E\en the banker who lends by paying out actual money de- 
])ositcd with him docs more than collect it from innumerable small puddles, 
where it stagnates, in order to hand it to people who will use it. He lends 

the negative result of Michclsoirs experiment (1881). But this did not induce physicists 
to abandon the classical system at once. Instead, the Michclson effect w'as built into it 
by means of a special hypothesis ad fwc (H. A. Loreiitz, 189s); and this hypothesis 
satisfied the profession until the emergence of Einstein's theory about a quarter of 
a century after Michelson’s experiment. Si licet pan-a componere magnis. . . 
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the same sums over and over again before the first borrower has repaid: that 
is to say, he does not merely find successive cinployments for the sum en¬ 
trusted to liini, but many employments which that sum then fills simultane¬ 
ously. If he lends by pa>’ing out notes—or b\- crediting the sum lent to the 
borrower in a checking account—for which his cash holding acts merely as a 
reserve, the same fact stands out still more clearly. And so it docs if he lends 
coins he received as a deposit, which the depositor proposes to use exactly as 
he would ha\e used the coins had he kept them.-' 'I here sureh must be other 
ways of expressing these practices than b> calling these bank notes embodi¬ 
ments of vclocih- of circulation—a velocity so great that it enables a thing to 
be in different places at the same time. More important than this terminological 
inconvenience is the fact that the velocity of circulation in the technical sense 
of the word is not increased at all: the banker's loans do not alter the ‘stations’ 
through which a unit of purchasing power has to pass, or abridge the time it 
takes in passing them, or—in themselves—affect people's habits of holding 
certain amounts of what they consider to be rcad\ cash. Therefore it may, 
perhaps, seem more natural to say that bankers ineiease not the \elocity but 
the quantih- of money—or of those means of ]3ayment that, within limits, serve 
as well as money if one wishes to rcser\e this term for coin or coin and go\- 
ernment paper. I’his accords perfectly with practice—borrowers do feel that 
they get additional liquid means that are normalh just as good as inonc> . 
Banks are no longer said to ‘lend their deposits’ or ‘other people’s money/ hut 
to ‘create’ deposits or bank notes: they appear to manufacture money rather 
than to increase its velocity or to act—which is a completely unrealistic idea— 
on behalf of their depositors. In any case, it is clear and actually beyond dis¬ 
pute that what the banker docs with money cannot be done with any other 
commodih*—or, as some of ns would prefer to say, with a commodity—for no 
other commodity’s quantih* or velocity can be increased in this w^ay. The onl\ 
answer to the question why this is so is that there is no other case in which a 

® Professor Rist (History of Monetary and Credit Theory from John Law to the 
Present Day, 1940, ch. 1), who may be cited as, perhaps, the leading modern exponent 
of the Cantillon view', rightly insists that there is no ‘myster>'’ about credit and that 
talking about the ‘mysterj' of credit’ is often indicative of hazy thinking. But there is 
a question of interpretation and there is a point requiring elucidation. Suppose it <k* 
curs to the check-room attendant of a restaurant to rent out the coats deposited with 
him while their owners are having their meal. 'Phis may, upon occasion, cause a difh 
cult situation for the attendant, but there is no logical difficulty about it. But suppose 
he is a wizard, and performs the feat of making it possible for two people—the owner 
and the hirer—to W'ear the same coat at the same time. Surely this would .stand in 
need of explanation—and this is e.xactly what happens in the case of banking, if bank 
notes and bank deposits are really, as Professor Rist says, nothing but 'material embodi 
merits of the velocity of circulation.’ May I use this opportunity to add that, so far 
as any implications as to policy are concerned, I quite agree with him; tliat personally 
I feel nothing but admiration and gratitude for the brilliant services he has ren¬ 
dered in more than one country to the cause of w'hat, like him, 1 believe to be sound 
finance? I hold no brief for land bank .schemes or any of their modern counterparts. 
I am interested in a mere point of theory and, at most, a few points of past history. 
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claim to a thing can, within limits to be sure, serve the same purpose as the 
thing itself: you cannot ride on a claim to a horse, but you can pay with a 
claim to money. But this is a strong reason for calling money what purports to 
be a claim to legal money, provided it does serve as means of payment. As a 
rule, an ordinary bill of exchange docs not so serve; then it is not money, and 
belongs to the demand side of the money market. Sometimes, howc\'er, certain 
classes of them do: then, according to this view, they arc money and form part 
of the snpi)l>' on the money market. Bank notes and checking deposits emi¬ 
nently do what money does; hence they are money. 'Ihiis credit instruments, 
or some of them, intrude into the monetary s>stcm; and, by the same token, 
money in turn is but a credit instrument a claim to the only final means of 
pa> incnt, the consumers' good. By now this thcor\—which of course is capable 
of taking many forms and stands in need of many elaborations—may be said 
to pre\ait. 

f(h) John Ia2\v: Ancestor of the Idea of a Managed Currency.] Manufacture 
of mone\! Credit as a creator of money! Manifestly, this opens up otlicr than 
theoretical \istas. 'the bank projectors of the sexenteenth century, especially 
the English land-bank projectors and Law, who was one of them originally, had 
glimpses, varying in degree of distinctness, of the theory adumbrated above. 
Hut thc\' fully realized the business potentialities of the discovery that money 
—and hence capital in the monetary sense of the term—can be manufactured 
or created. Their reputation, at the time and later, suffered greatly from the 
failure of their schemes—Law’s schemes in particular—just as, in the nine¬ 
teenth century, the reputation of fundamentally similar ideas suffered from 
association with wild cat banking and with the failures of schemes that turned 
out badh- without being fraudulent or nonsensical, such as the Credit Mobilier 
of the brothers Pereire. But since there is a far cry from an economic principle 
to a banking project, these failures arc not evidence in the court of theory. 

Interpretation of John Law’s theoretical position in matters of money and 
credit (on his theory of value, see above, see. 2) presents difficulties quite apart 
from the fact that some of his arguments ma\- have been no more than tactical 
mo\es. h’rom the way in which he deduces the phenomenon of money—which, 
in the first instance, makes money a commodity—it seems that he must be 
classed as a theoretical metallist. This diagnosis derives support from his an¬ 
tagonism to debasement or dexaluation—xvhich he called an unjust tax, on 
the doubtful ground that it tends to hurt poor licople more than the rich— 
and also from his practice, for he kept up redemption of his notes as long as 
he could. Since this .seems to clash rather badly with the rest of his views, 
historians haxe brushed aside this evidence. But it is quite possible to arrive 
from the metallist princiidc at conclusions that .seem to xiolatc it, as the 
American example of our own time suffices to show. Law’s argument admits 
of the following reconstruction: he fir.st ob.scrved—a clear gain to analxsi.s— 
that the use of a commodih' as a means of circulation affects its value; from 
this it follows that the exchange xalue of the monetary commodity as money 
can no more be explained by its exchange xalue as a eommodit>' than the latter 
can be explained by the former—although, of course, so long as the monetary 



322 II: BEGINNINGS TO ABOUT I79O 

commodih* can freely move between its monetar\^ and its industrial uses, the 
hvo must be equal; tlicrcforc he explained, quite logically, the exchange value 
of silver as money on the lines of the quantity argument (abondance of money 
as compared with abondance des produits); but since silver that serves as 
monc}’ has no other use than to buy goods, it might just as well be replaced 
by a cheaper material, in the liinit[iiig case] by one that has no commodity 
value at all, such as printed paper, for ‘Money is not the V'alue for which Goods 
are exchanged, but the Value by which they arc exchanged’ [J. A. S/s italics]. 
Tliis, howe^er, cuts the cable that so far [has tied money to a commodity 
having] ‘intrinsic’ \alue. Now he draws the conclusion that there is an ad¬ 
vantage other than cheapness and absence of worry about how to get and 
keep [an adequate supply of money]—it is that the quantity of money is fully 
manageable. 

[The preceding ixiragr.iph was unhnished with notes at the end which were filled 
in by Arthur W*. Margct.] 

Ihis, then, seems to have been the work that gave birth to the idea of 
Managed Currency, which was subsequently lost to tlie large majority of econO' 
mists until it forced itself upon them after 1919. I hc evident importance of 
the c\ent makes it worth our while to stay for a moment to consider it. hirst, 
the relevant passages in Law’s tract (Money and ’Irade Considered . . . 
1709) acquire additional meaning b\- his practice, or rather by one aspect of 
it. We are not concerned with his particular schemes, from that of the Banque 
Generale (1716), which looks so innocuous and almost orthodox, to those of 
the Compagnie des Indes (1719), which look more and more visionary, and 
finally those of 172c, which were the ultimate resort of the strong swiininer in 
his agon\. But one great plan was behind all this, in fact well ad\anted on the 
road to success: the plan of controlling, reforiniiig, and leading on to new 
levels the whole of the national economy of Trance.'* 'This is what makes Law’s 
‘system’ the genuine ancestor of the idea of managed currency, not only in the 
obvious sense of that term but in the deeper and wider sense in which it 
spells management of currency and credit as a means of managing the eco¬ 
nomic process. And this is what interprets and glorifies the modest passages of 
the tract.® 


6. Capitai., Saving, Investment 

The word Capital had been part of legal and business terminology long be¬ 
fore economists found employment for it. W'ith the Roman jurists and their 
successors, it denoted the ‘principal’ of a loan as distinguished from interest 

Tlie failure was not due to this idea. . . [Footnote incomplete.] 

^ It is not suggested that Law' had no forerunners. First, the idea of managed cur¬ 
rency lurks in the reasoning of most of the bank projectors who preceded him. How- 
ev'cr, the case seems to be one of those in which it is right to link ‘priority’ with fullness 
and depth of comprehension. Secondly, in a sense every currency is alw'ays managed. 
Moreover, currencies had been tampered with for ages. But this is not what 1 mean . . . 
[breaks off, unfinished, at this point]. 
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and other accessory claims of the lender. In obvious relation with this, it later 
came to denote the sums of money or their equivalents brought by partners 
into a partnership or company, the sum total of a firm’s assets, and the like. 
Thus the concept was essentially monetary, meaning either actual money, or 
claims to money, or some goods evaluated in money. Also, though not quite 
definite, its meaning was perfectly unequivocal, and there was no doubt about 
what was meant in c\'ery particular case. W’hat a mass of confused, futile, and 
downright silly controversies it would have saved us, if economists had had 
the sense to stick to those monetary and accounting meanings of the term 
instead of trying to ‘deepen* them! Before the eighteenth century, however, they 
hardly used it at all. Waiving such questions as whether or not St. Antonine 
of Morence evohed a capital theory, wc increh' note that in the seventeenth 
century terms like Wealth, Riches, Stock were often used where we should 
use Capital, and that throughout the eighteenth—and even in the first decades 
of the nineteenth—Stock was favored for use in the nascent capital theory. 

Stock, more or less in the sense of either durable or productive wealth— 
the latter exemplified by Child’s stock of tools and materials—was, of course, 
the object of attention and of recommendations. But when I said that econo¬ 
mists were late in finding employment for it, I meant employment in articu¬ 
late analysis invoKing a ‘theory’ of the nature and functions of capital. Of this 
there were only rudiments before Cantillon and the physiocrats. It may sur¬ 
prise the reader to find Ouesnay credited with laying the foundations of a 
capital theory, considering his emphasis on the role of natural agents, ^^'e 
must, however, go further than this and simply recognize the presence of one 
of those cases—they arc as frequent in science as they are in politics—where a 
man achie\es if not the oi^posite of, yet something quite different from, what 
he intends to achieve: the physiocrats were e\cn responsible for one of the 
later theories of the productivity' of capita). I’he whole process described by 
the tableau starts from given ‘advances’ and, moreover, runs on in terms of the 
annual advances. I’licse advances arc goods—to live on or to produce with— 
though their quantitv' may be expressed in terms of monev’, and they are pre¬ 
cisely what capital means in one of the many senses of the word. This idea is 
so important for the general character of any theoretical scheme that adopts it 
that w’c may well form a group of all the .schemes that do so and call it ‘ad¬ 
vance* economics.’ 

This point was almost immediately seized upon by Turgot, w^ho sketched 
out the corresponding theorv- of capital. He emphasized—one may almost say, 
he ‘rubbed in’—that wealth other than natural agents {richesse mobiliere 
arnassee d*avance) is a prealable indispensable for all production (Reflexions, 
Mil), which amounts to offering his shoulders for future attempts to treat 
capital in this sense as a factor of production. In his own way, A. Smith did 

’ The reader will observe, of course, that for a theoretical schema to qualih' for in¬ 
clusion in that group it is not sufficient to recognize the trivial facts that in order to 
produce, one iiuist have tools and materials and that producing takes time—just as, 
in order to accept Ncw'toniaii physics it is not sufficient to recognize that, if severed 
from its branch, an apple will fall to the ground. 
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the same thing. But one of the reasons for believing that he did not know the 
Reflexions (publ. in the ilphemerides, 1769-70) is that his exposition, though 
infinitely more prolix, falls far short of Turgot’s. It looks to me as if Chapter 1 
of Book II of the Wealth represents what he himself made of Quesnay's sug¬ 
gestion. The ‘advanec’ idea is there and so is a hint of the pioductivitv' 
(nccessih) of capital, but instead of a theory of interest, as in the case of 
Turgot (sec below, see. 7), only a ‘taxonomy' of capital comes from it— 
Quesnay’s primiti^•e ad\anccs may have suggested the concept of ‘fixed capi 
tal,' Qucsna\’s annual ad\ances may ha\c been transformed into ‘circulating 
capital,’ and A. Smith then proceeds to enumerate the \arious categories of 
goods that form the one and the other and to discuss what should and what 
should not be included in each category. It has often been pointed out that, 
owing to his different confusing points of view, this taxonomy is not quite 
satisfactory. Wc need not go into this. All that matters is that a physical or 
‘real’ capital concept—which, however, included money, the ‘acquired and 
useful abilities of all the inhabitants.’ and also, though this is not oinioiis 
from Smith’s catalogue, the means of subsistence of ‘j)rodiictivc’ laborers— 
was handed down to the theorists of the nineteenth century and, with but 
minor criticisms, accepted and further developed by nuxst of them. 

And so was the 'rurgot-Siiiith theory of sa\ ing and iinestinent. With tre¬ 
mendous emphasis, A. Smith la\s it down (eh. ^ of Book 11) that ‘parsimony, 
and not industry, is the immediate cause of the increase of capital’; that ‘it puts 
into motion an additional quantity of industr\’; that it does so ‘immediateh * 
(without lag) for ‘what is annually saved is as regularly consumed as what is 
annually spent,' that is, the saver spends as promptly as the prodigal, only he 
docs so for different purposes and the consuming is done by other people, 
that is, ‘productive’ laborers; and ‘every frugal man is a public benefactor.' 
Turgot, only with a lighter touch, had written all this before.^ But not Ques- 
nay, nor Cantillon, nor Boisguillebcrt. Turgot evidently broke away from an 
anti-saving tradition established in his circle. Xor do I know of any earlier 
French economists—with the possible exception of Refuge—who could be 
credited with genuine ‘predcccssorship.' Among English economists only Hume 
had any claim. No doubt a host of writers, in the seventeenth ccntur\' and 
before, declaimed against luxury (and the mischief of idleness), especially 
against imports of luxuries, called for or appro\cd of sumptuary laws, and com¬ 
mended economy, at least for the bourgeois and the workinan.** Among Span- 

2 In comparing the Wealth and the Reflexions, some doubt may assail ns eoncern- 
ing the value of the indication previously mentioned about Smith’s independence. For 
Turgot also says that, at least in the case of entrepreneurs, savings are converted into 
capital sur le-champ (his italics). But Smith’s ‘immediately* certainly is the exact trans 
lation of sur le-champ. And this is not unimportant; on the contrary, as will be seen 
in a moment, it is an cs.sential feature of both theories and indeed their nio.st serious 
shortcoming. That such a slip should occur independently in two texts is indeed quite 
possible; but it is not likely. 

*To some extent, the confusing and confused mass of contradictory opinions on 
luxury may be straightened out, first by discarding, as not relevant to our subject, how- 
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ish and English economists this was, in fact, quite a fashion. I’he latter in 
particular held that inadequate propensih* to save was one of the reasons that 
made it so difficult for Englishmen to oust the Dutch—for whom they felt 
so much resentful admiration and who were supposed to be so frugal—from 
their leadership in international trade. But this linked up with a conception 
of saving and investment that stopped in most eases at the accunuilation of 
stocks of durable goods, gold and silver in particular, and at a favorable balance 
of trade—the mercantilist angle to be considered in the next chapter. No¬ 
body saw, or at any rate bothered about, the modus operandi of sa^ing and 
capital formation per sc. Turgot, then, must be held responsible for the first 
serious analysis of these matters, as A. Smith must (at the least) with having it 
inculcated into the minds of economists. 

'I’wo points should be noted for future reference. First, in the face of fre¬ 
quent criticism, Turgot's theory proved almost unbelicAably hardy. It is doubt¬ 
ful whether Alfred Marshall had advanced beyond it, certain that I. S. Mill 
had not. Brihm-Bawerk no doubt added a new branch to it, but substantially 
he subscribed to 'I'urgot’s propositions. Second, the theor\' was not only swal¬ 
lowed by the large majority of economists: it was swallowed hook, line, and 
sinker. As if Faw—and others—had never existed, one economist after another 
kcj^t on repeating that only (voluntary) saving was capital creating. And one 
ecouoiuist after another failed to look askance at that word ‘immediately.* 

ever iiitcrcstiiu; from other shniclpoints. opinions that are (:d primarily morally mo- 
tixated. in which ease a writer may be ‘asainst luxury* even if his economic .irgument 
leads him to attribute ‘favorable* effects to it, «;b! clearly traceable to bourgeois re¬ 
sentment aqainst ‘high livinc,’ cs]H‘cially in the 'aristocratic’ stratum; second, by dis- 
tingiiishiuc the diffcient meanings that were attached to the word. During the eight¬ 
eenth century, the ]>hiral Luxuries came more and m(»re exclusively to denote non¬ 
necessary commodities, the necessary ones including ‘not only the commodities which 
are indis]K*nsably necessary for tlie suj)port of life, but whatever the cu.stom of the 
country renders it indecent for creditable ix’ople. even of the lowest order, to be with¬ 
out' (Wcu/f/i of Satums, Hook v, eh. 2!, so that luxury would be consumption exceed¬ 
ing what was later called the ‘social minimum of exi.stcnce.’ .\ppraisal of opinion on 
the effects of hixim* in this sense is complicated by two types of considerations ex¬ 
traneous to the fundamental prf)blcni: (a) so far as these luxuries were imported they 
come in for vituperation on balance of trade grounds (see below, next chapter); (b) so 
far as consumption of these luxuries presupposes relatively high wages, it was held by 
many writers, csj^ecially English ones, to be a handicap in the stniggle for foreign 
markets, an argument that runs parallel to (a') and merges into the more general argu¬ 
ment on \sages that has been touched upon already. Apart from the.se two types of 
considerations, however, liixim^ in this sense was primalily viewed from the high-level 
consum])tion standpoint discussed in the text (.abo\c. see. ih even by later writers, who 
emphasized the role of saving, such as Tliime, who added also the argument that in¬ 
dustries producing luxury' goods may prove a ‘store of labor’ for government to draw 
upon in emergencies. ‘Vicious* luxiiiy was commended by Mandcville as an important 
motive force and. though with qualification, by Hume. Typical for this line of thought 
was Butel Dumont (Theorie du luxe, 1771)- There is very little truth in the wide¬ 
spread belief that either A. Smith's own con temporaries or the economists of the 
scventeentli century needed his reminder that 'consumption is the sole end and pur- 
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But in effect—whatever else benevolent interpretation might make of it—this 
came to mean that CNcry decision to save coincides with a corresponding de¬ 
cision to invest so that saving is transformed into (real) capital practically with¬ 
out hitch and as a matter of course or that, to put it differently, saving practi¬ 
cally amounts to supplying (real) capital. The reader need not strain his 
imagination unduly in order to realize what a difference it would have made 
to doctrinal history if the possibility and, in depressive situations, likelihood 
of the occurrence of hitches had been pointed out from the first—of hitches 
that may paralyze the mechanism described by 'i’lirgot and cause saving to be¬ 
come a disturber of the economic process, hence possil)ly a destroyer instead 
of a creator of industrial apparatus. Not only would such an admission have 
broken off the spearhead from modern attacks upon the theory but it would 
also have made it a more effective analysis within the situations for which it 
is quite true. There was the less excuse for refusing to recognize the necessary 

pose of all production’ (Book iv, ch. 8). I’lie reader sliould observe that, with Sinith. 
this statement is no more than a platitude and entirely stripped of any connotation 
hostile to saving. But this meaning of luxury was not the only one. 

Besides, there was a meaning in wliieh luxury was associated with unproductive con 
sumption. There were, fiom the middle of the seventeenth century on. several diseus 
sions on the latter, which, as we know, also greatly preoccupied .\. Smith. The twci 
elements that this meaning combines are execcdingly difficult to disentangle and space 
forbids us to cuter into this—not verv‘ interesting—matter. Then there was the 
meaning in wliith luxury is the opposite to parsimony—luxury in this .sense flliime 
would have called it ‘excessive’ luxurx i was bemoaned already by riioinas More, and 
this meaning, more or less distinct, runs through the whole literature on the subject; 
it was to be reasserted by Malthns. .\gain, there was the meaning that has perhai)s 
more right than any other to be called the original one. viz. luxury as a style of life 
above one’s station, riic wish to protect distinctive class standards—spiced with the re¬ 
sentment of poor magnates against rich financiers—was an important factor in the 
policy that procliicecl sumptiiarx' laws (though there were others, siieh as the wish to 
comped people to reserve means for military u.scs). Since we shall not expect this point 
of view to play any great role in our litemtiire, it is not nnintercsting to note that 
sonic slight indication of it is to he found in the Wealth of Satiom. finally, there 
is the meaning that associates luxury with ruinous exj)eiiditure (dissaving). 'I’lie wish 
to prevent iKopIe and in particular leading aristocratic and bourgeois families from 
ruining tbem.scives was another important factor tliat made for the passing of sump 
tiiar}' laws. In societies that center in a court and wdiose style of life derives its pattern 
from the ‘magnificence’ of the feudal household, fashion i.s much more etunpclliiig— 
for all except for the poorc.st classes—than it is in bourgeois .society. And siimptunrx’ 
laws, if effective, are perhaps the most obvious way of excusing the courtier or the 
leading officer of state from having to live beyond liis means, and of preventing tlie 
rising merchant from setting a compelling example. This also explains w'hy many 
Consultant .Administrators who otherwise argued on the lines of Bcchcr’s principle, 
thought tlicmsclvcs in duty bound to frown upon luxury in this sense, h’rom the large 
literature of the subject, it will suffice to incntimi; Juaii Scnipere y Giiariiins (1754 
1830) Historia del luxo y de las leyes suntuarias de Espana (1788). [J. A. S. was in 
doubt as to where to place this note on luxury'. On the last page of the ms. of 
sec. 1 appeared the question: here * luxury?] 
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qtialifications because they could have been taken from earlier as well as con¬ 
temporaneous economists, especially from Quesnay’s Maximes. 

If saving is allotted such a ])art in the drama, the ‘prince' (that is, public 
expenditure, hence public debts) cannot be expected to escape the role of the 
villain, or one of the villains, of the piece. The topic of public debts, though 
interesting from the standpoint of economic sociology and also from the stand¬ 
point of financial technique, is of little moment for us, because judgment and 
ad\‘ocacy greatly prevailed over analysis. Tlicrefore it will suffice to say that 
many authors tried hard to discover desired effects that might be attributed 
to public borrowing. Some indeed went so far as to make them a factor in 
national prosperity.*• The opposite tendency pre\'ailcd, however—\otaries of 
ideological interpretation arc welcome to trace this to the increasing influence 
of the bourgeois mind, which in fact had more reasons than one to dislike 
caxalier finance. It was strongly sponsored by Ilume and Smith. I’rom their 
theory of saving—embryonic in Ilume, developed in Smith—it follows indeed 
that public (or any) borrowing for nonproducti\e purposes spells setback in the 
growth of wealth. It is less easy to see why both should ha\c been of the opin¬ 
ion that the i)ublic debts of their time were crushing burdens likely to produce 
bankrujitcy and ruin. The\ hardly did more, howexer, than to express current 
opinion on the subject. 'Ihe Knglish public was in fact so nerxous that the 
Pitt government in i"86 resinned, on a larger scale and more seriously, the 
j)olicy of paying an annual sum into a Sinking Fund."' 

7. Interest 

The most significant development to notice in the interest theor\^ of the 
period is the emergence, and all but universal acceptance, of the propositions 
(1) that interest on business loans is nothing but normal business profit trans¬ 
ferred to lenders, and (2) that normal business profit itself is nothing but the 
return on the jiliysical means of production, labor’s means of subsistence in¬ 
cluded. So essential is it for us to grasp the full importance of this development 
which was to shape the subsequent history of interest theory that, in order 
to make it stand out clearly, wc shall neglect side issues and cross currents as 
far as possible. In particular, wc shall neglect discussions of interest on loans 
for purposes of consumption: for this . . . [incomplete]. 

^ This was done, c.g., by Isaac dc Pinto, Traitc de la circulation ct du credit, 1771. 
But this line of thought had many adherents, especially in France. 

The plan adopted is n.sually attributed to the suggestion of Richard Price (1725-91; 
An Afypcal to the Public on the Subject of the f^ational Debty 1772; The State of the 
Public Dcbtfi and Finances in 178^). 'Phe idea iPself must be distinguished from the 
bold claim put forth by Price for his plan, according to which ‘a State may, without 
difficulty, redeem all its debts by borrowing for this purpose,' which brought upon 
him much undeserved ridicule. Sir Nathaniel Could (An Essay on the Publick 
Debts . . . 1726) had published similar views before. Both publications produced l.vely 
controversies into which we cannot—and need not—go. 
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[(a) Influence of the Scholastic Doctors.] We start again from the work of 
the scholastic doctors and their Protestant successors to which the reader liad 
better refer before perusing this section, llieir influence asserted itself in two 
ways. On the one hand, they provided one of the main topics of discussion: 
the controvers) on the legality of charging and paying interest went on. In the 
second half of the eighteenth century, it flagged but it did not quite die out, 
and even Turgot wrestled, in his tract, Memoire sur les prets (Targent, with the 
Aristotelian position. Into this wc need not go again. But a cognate point de¬ 
mands our attention. In most countries the moral issue was partly ousted l^y 
a purely economic issue, which turned not on the old question of principle, 
but on the question of the expediency of reducing the rate of interest by legis¬ 
lation. English merchants especially, looking with resentful admiration on com¬ 
mercial conditions in the Netherlands, embraced the theory that will natu¬ 
rally occur to the untutored practitioner, namely, that one of the causes, per¬ 
haps the main cause, of the flourishing state of Dutch trade in the seventeenth 
century was the low rate of interest that prevailed there, and they insisted that 
legal regulation could confer the same advantage upon England. It will suffice 
to mention Child as the most eminent among the many exponents of this 
theory and to glance in the footnote below at what seems to me to be the 
better part of the ensuing contro\crsy from which the opposite thcor\’, nainelx-, 
that a low- rate of interest is the consequence and not the cause of wealth, 
emerged victorioush—not to be seriously challenged again until our own time.^ 
From this it does not follow, of course, that legal regulation of the rate of in¬ 
terest can have no sense at all. In fact, neither Locke nor A. Smith went so 
far as this. But in the end this view prevailed.* 

On the other hand, scholastic doctrine also provided the theoretical (ex¬ 
planatory) ideas about interest from which the analysis of the seventeenth and 
eighteenth centuries started. Neglecting minor points, we shall concentrate 
upon these two: the monetary conception of interest and the proposition en- 

^ Child may be said to have argued on the lines first worked out in a presentable 
manner in Sir 'f hoinas Culpeper's I'Tact auainst the High Rate of Usitric\ i()2i {en 
larged cd., 1641). This tract, together with another not printed before, was reprinted 
and prefaced by liis son, another Sir 'Ilioinas (i668j. I’lie latter also published in 
1668 what is the classic treatment of tiiis side of the controversy: A Discourse shewing 
the many Adxantagcs which will accrue to this Kingdom by the Abatement of Usury 
together with the Absolute Necessity of Reducing Interest of Money to the lowest 
Rate it bears in other Countreys. 'I’he opposite view is well stated in a pamphlet 
entitled, Interest of \Ioney Xlisiaken, Or, a Treatise, proving that the Abatement of 
Interest is the Effect and not the Cause of the Riches of a Nation that appeared in 
the same year and in Thomas Manley’s Usury at Six per Cent Examined . . . (1669). 
I’o this CuliJcper junior replied with The Necessity of Abating Usury Re asserted . . . 
(1670). Petty, North, Locke, and IVjlIexfeii. with varying degrees of emphasis, are the 
principal names associated with the victory over the Ciilpcpcr-Child position. 

2 The first economist of real authority wlio held that view w'ns Petty. 'I'he nc-xt to 
go even further was 1 iirgot. The one to make it prevail definitively, Benthain. But it 
was held also by Jiisti, at least in principle. 
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shrined in Molina's pithy saying that ‘money is the tool of the merchant's 
trade.' I’hc scholastics did not indeed restrict tlic concept of interest to inter¬ 
est on loans of money, but the latter naturally commanded their attention 
more than anything else; they never agreed on or developed the idea that pro¬ 
spective profits are the source of the demand for business loans, but some of 
the most eminent of them adumbrated it with unmistakable clearness. 

During the seventeenth century and far into the eighteenth, the large ma¬ 
jority of economists looked upon interest—as many of us do again now—as a 
monetary phenomenon. In particular, this is true of the Culpepers, Manley, 
Child, Pctt\*, Locke, and Pollcxfcn, not to mention any continental writers. 
In the case of Pett\', direct scholastic influence is not inconceivable, since he 
had received part of his education at a Jesuit college. Looking, quite in the 
spirit of the scholastic fathers, for a special reason independent of, and addi¬ 
tional to, the mere act of transferring money to the borrower, that would ex¬ 
plain a premium, he hit upon, or rather resuscitated, the ‘inconvenience' (a 
damnum) suffered by the lender who bound himself not to call for his money 
during a stated time. In an)' case—and in spite of the fact that he related this 
incoincnicncc to the rent of so much land as the same sum would bu\—it is 
always money he is thinking of, and it is the quantity of money which is held 
to determine the rate of interest without there being any indication of the 
cetcris-paribus provisoes that would be required in order to make this true. 
Locke goes somewhat deeper than this. Owing to his clums)' way of expressing 
himself, it is extremely difficult to do him justice, but if I have caught his 
meaning, he may be credited with having introduced explicitly and having 
developed the second of the two ideas mentioned abo\'c. Again interest is a 
jiriee for money lent. But the ‘supply' on the monc\' market must be seen in 
relation to the debt situation and the state of trade—high profits raising, low 
profits reducing, the rate. Though we cannot sta\' to prove it, still less to con¬ 
sider objections, I think that, at a push, this may be interpreted as an em¬ 
bryonic form of what is now known as the Swedish loanable-funds theory: in¬ 
terest is explained and determined by a demand proceeding from expected 
profits and meeting a supply of ‘loanable funds.' 

[(b) Barhon: ^Interest is the Rent of Stock.*] But further development did 
not take this line, 'riicrc is no bridge between Locke and the monetar)' inter¬ 
est theories of toda)'. Instead, there was a new departure, whieh was to be so 
successful that even now we find it difficult to be as surprised at it as w^e ought 
to be. There arc, so far as I know% only the most elusixe indications of it be¬ 
fore 1690, when Barbon (Discourse of Trade) wrote the momentous state¬ 
ment: ‘Interest is commonly reckoned for Money . . . but this is a mistake; 
for the Interest is paid for Stock,’ it is ‘the Rent of Stock, and is the same as 
tlic Rent of Land; the First is the Rent of the Wrought or Artificial Stock; 
the Latter, of the Unwrought or Natural Stock.’ If the reader is to under- 

Locke, also, compared interest to rent but in a quite different sense, which adds 
nothing to the monetary view of interest and is without deeper meaning: the lender of 
money, according to him, receives interest as the landlord receives rent. 



330 II: BEGINNINGS TO ABOUT 179 O 

stand the histon' of interest theory* during the nineteenth century, and sonic 
part of it even during the first four decades of the twentieth, it is absolutely 
necessary to realize fully what tliis means. 

At first sight, Barbon*s statement might well sound trivial: of course, the 
borrower docs not normally want the money in order to look at it; what he 
really wants, if we neglect the purpose of refinancing other obligations, arc 
the goods and services that he actually buys with it. Neither do we want, for 
its oun sake, the knife with uhich to cut our food, and yet it docs not follow 
that the price we pay for the knife is ‘really’ paid for the food. For certain pur¬ 
poses we may indeed, for instance by means of the theory of imputation (dis¬ 
cussed below. Part iv) adopt such a view of the matter. But it would be a 
most astounding as well as important result if it were permissible to adopt it 
for all purposes. Granting e\en that business loans arc normally used for pur¬ 
chasing or hiring real capital in the sense of producers’ goods and services, it 
docs not follow that the interest paid for the former is ‘really’ an clement of 
the price of the latter; interest may bear a particular relatkm to ‘money’ as 
distinct from the goods that are bought with it, or it may be a price for some¬ 
thing else—the sacrifice involved in saving, for instance—that cannot be sim¬ 
ply identified witli ‘real capital.* To a\cr that it is possible to brush aside the 
monetary element without losing anytliing essential in the process is there¬ 
fore an extremely bold stejD—which neither the scholastics nor Petty nor 
Locke thought t)f taking, though the triviality above cannot ha\e been un¬ 
known to them; in particular, it was the decisi\c step toward the ‘real’ analysis 
of the nineteenth century, according to which money was just a ‘veil’ that it 
was the business of anahsis to lift, which is jnecisely the center of the ana¬ 
lytic difficulties created l)y Real Analysis. 

In addition to the ser\icc or disservice that Barbon rendered by the iminilse 
he ga\c in the direction of Real i\nalysis, there is another aspect to Ins per¬ 
formance that is hardly less important. If interest is the return on ‘wrought 
stock’—produced means of production—c.xactly as rent is the return on ‘un¬ 
wrought stock’—natural agents of production—then it is goods of some kind 
or other that the lender ‘really* possesses. As a matter of fact, it is the maiui- 
factiirer or trader who possesses such goods, and he gets them either by pro¬ 
ducing them himself or by biniiig them from other producers and not from 
the capitalist or lender. 'To neglect this and to reason as if the latter lent goods 
is another stroke of anahsis, the boldness of which is hidden to us only by our 
familiarih- with it. But then the return on these goods matcriali/.es in the 
hands of the businessman who uses them and constitutes the main—and 
theoretically basic—part of his profit, at least if we choose to make light of 
his ‘trouble and risk.* Thus wc easily slip into a position that may be charac¬ 
terized by the equivalent propositions that the business firm earns interest or 
that the lender receives profit—not, as would seem more natural to the un¬ 
prejudiced mind, an income sui generis of which profit is merely the most im¬ 
portant source. 

[(c) Shift of Analytic Task from Interest to Profit.] For the whole of the 
nineteenth century and beyond, this shifted the analytic task from interest 
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to profit. With the partial exception of abstinence and psychological-discount 
theories, the phenomenon to be explained was the net sur])liis of business, 
which, in turn, was essentially a surplus arising from the use of an assemblage 
of certain physical goods; that this surplus, cleared of accessories such as com¬ 
pensation for trouble and risk, had to be handed to some other person, if this 
person and not tlie business manager was its real (tliongh not legal) owner, 
hardly re<iuired independent explanation, lliis applies also to Bolnn-Bawerk 
and Wicksell, though the latter made the first step be\ond this theory and 
must e\en now be kejit in mind when we compare such a theory as Keynes's 
with other interest theories: the object of analytic endeavor is different. 

It is not too much to say that this was to be the dominant feature of the 
theorist's general picture and e\en of economic sociology for everyone: the 
businessman became the ‘capitalist.’ Fundamentally his income was income 
from ownership of goods, an impersonal return. 

[1’hc two preceding paragraphs were on a single page with notes fboth shorthand and 
longhand) to indicate how the argiiinent was to be continued. I’his section on interest 
was more fraginentar>- than an> other part of tliis unfinished chapter. It was obviously 
an outline that would have been filled in and coin]detcd, had the author lived.] 

A. Smith substantially accepted this theory of interest and of the capitalist 
])rocess. 'flic nineteenth century in turn accepted it from him. However, before 
considering the precise form which he gave it, we must glance briefly at its de¬ 
velopment between i6qo and 1776. 

Barbon's Discourse, on this point at all events, did not meet with success. 
'Ihe tract seems indeed to ha\c been forgotten \ery soon. Thus, Barbon's fun¬ 
damental idea remained in abeyance until 17^0, when it was again expounded 
—for all we know, independently rcdiscoNcred—by Massic,"* whose analy.sis 
not only went further than Barbon’s but also gathered force from its criticism 
(»f the v iews of Peth’ and Locke. Two years later, in his volume entitled Politi¬ 
cal Discourses, Hume published two essays (‘Of Interest’ and ‘Of Money') 
that do not seem to have received due tribute from recent historians. It is in¬ 
deed true that, on the surface, we see little more than svnthesis and effective 
re-exposition of ideas that had been put forth before. This impression is par¬ 
ticularly strong with authors who attend primarily to certain practical results 
he drew from his analytic set-up, such as that interest is not simply a function 
of the quantity of money, that low interest is a consequence and not a cause 
of wealth, that it cannot be determined by legislation, that it is correlated 
with profits in a relation of mutual interaction, and that it is a ‘barometer of 
the state,’ low interest being ‘an almost infallible sign of prosperity’ (which, 
of course, is not true in every sense of ‘prosperitv')—none of which were novel. 
But the analytic set up w'ith which Hume backed all this, though sketchy, can 
be called svnthetic only in the sense in which svnthcsis may transcend co¬ 
ordination and be creative. It amounts to accepting l.ockc's explanation of the 
demand for loans—definitely loans this time, not ‘money'—by the needs of 

* Joseph Massie, Essay on the Governing Causes of the Natural Rate of Interest 
(1750). 
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spendthrift landowners and by the profit expectations of businessmen, and to 
replacing Locke’s supply of money by the supply of savings. I’his alloy's for 
the close relation between profit and interest without identifying them, and 
admits the monetary aspect—particularly as regards short-run effects of ^'aria- 
tions in the quantity of mone>' on the rate of interest that were also rccogni/cd 
by Ricardo—without making it dominant. In short, we ha\ c here a schema that 
need only have been worked out in order to produce a much better and more 
complete theory of the interest phenomenon than can be found in either 
Ricardo or Mill. But precisely the most valuable points were lost. 

[(d) Turgot's Great Performance.] Turgot’s*’ contribution is not only by 
far the greatest performance in the field of interest theory the eighteenth cen- 
tuiy produced but it clearly foreshadowed nincli of the best thought of the 
last decades of the nineteenth. Like Hume, Turgot argued that the quantity 
of money docs not cletcrniinc the rate of interest, \cry nicely empliasi/ing the 
conceptual independence of the two meanings of the phrase ‘\a)ue of mone> ’ 
—its \aliic in the money market and its value in the markets of commodities— 
and e\cn going so far as to assert that an increase in the quantit\ of nione\‘ 
that raises coinmodih prices might concei\al)ly increase the rate of interest. 
Also like Mimic, he substituted supply of saxings for supply of money. And 
there are other points that Hume made before him. But his theory goes much 
deeper than all that and is quite different in content as well as in background. 

^ .\s in the case of llmnc, CTitical analysis does not seem to have done full justice to 
the essential point in 1 ureot’s performance. Thi.s applies in particular to by far the 
most eminent of his critics, BMuu Bawerk [Capital and Interest, Book 1. pp. 61 g of 
English trans. of 1932), who pinned him down to a ‘fructification thcoiy’ of interest, 
an interpretation that does not do justice even to the letter, let alone the spirit, of 
Turgot’s treatment. Cassel’s analysis iSature and Necessity of Interest. 19031 is much 
more satisfactory. This ‘fructification theory’ was. in fact, quite frequently used in the 
eighteenth century and even before in order to counter the .\ristoteiian argument about 
the sterility of money; since it is possible to use money for the purchase of land, 
which does yield a net return, therefore money will yield—most authors would have 
said: tlicreforc it is 'just’ that money should yield—a net return, whatever the pur¬ 
pose for which it is lent. Hutcheson argued like this, and Petty might perhaps be 
accused of having done so. It is obvious that this reasoning, as an explanation of 
interest, is, or at least may be, circular, because the value of land itself depends upon 
the rate of interest. But 'I'urgot, though lie stated the equilibrium propo.sition that a 
sum of money will be equivalent in value to a piece of land that produces tlic same 
net revenue (Reflexions, lix), was .so far from treating this fact as a datum from which 
to start, in explaining interest, that he made an elaborate attempt to determine the 
exchange ratio between land and richesses mobilieres (1.111 et seq.) and to deduce from 
it the value of lands in terms of money. 

[The reader’s attention is called to tlic fact that the niiinbcring of the .sections of 
the R^exions in the Oeuvres edited by G. Schellc (1913-23) differs from tlie original 
numbering in the ^phemerides. Eor example, xxr, xxii, and xxiii became xxi in the 
Schellc edition and lxxiii in Schellc had been entirely suppressed in the ^phemerides. 
Apparently J. A. S. used the original numbering in the Pph^mhides (1769 70). which is 
also the numbering used by Dupont dc Nemours in vol. v of his edition of the Oeuvres 
de Mr Turgot (i8o8-ii).] 
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Canonist influence, as we might expect, is much in evidence—though, of 
course, scholastic ideas are sometimes made to serve exactly opposite practical 
conclusions—and one essential feature of 'i'urgot's scheme, the identification of 
capital with ‘adxanccs/ goes back to Qiicsnay or Cantillon. The hommes in- 
dustrieux share their profit with capitalists who supply the funds (Reflexions, 
Lxxi). The share that goes to the latter is determined like all other prices 
(lxxv) by the play of supply and demand among borrowers and lenders 
(lxxvi), so that the analysis is from the outset firmly planted in the general 
theory of prices. At first blush and on the surface, interest is the price paid 
fur the use of money (i.xxii, lxxiv). But why does the use of money command 
a price or, to put it differently, why does the mechanism of supply and de¬ 
mand work out in such a way as to produce normally a premium on present 
as compared with future money? Turgot realized that it is not enough to an¬ 
swer that mone\- lent is money .sa\‘ed. Ilis answer was that the fonds supplied 
by the capitalist represent richesse mobilidre or advances, which are an indis- 
]K‘nsalde prerequisite, cjf production capital yields interest because it 

bridges the temporal gap between the productive effort and the product fi.ix, 
LX). H\ now, this idea has become as stale as a quotation from Hamlet. Morc- 
oser, main of us liare ceased to bclie\e in its explanatf)r\' value. For both rea¬ 
sons, the reader mav find it difficult to admire as he should the brilliance of the 
stroke by which 'l urgot. exploiting Cantilloifs or Quesnay’s conception of 
capital, tied the phenomenon of interest to a most elementary fact about pro¬ 
duction. The j^ropositions that the rale of interest is the thermonietre of the 
(relatire) abundance or rarity of (reali capital (T.xxxviii)—in other words, that 
the rate of interest is negatively correlated with the rate of sa\ing—r.nd that 
it measures the extent to which production can be carried (lxxxix) also ac¬ 
quire additional meaning in the light of this theory. 'The first remained practi¬ 
cally unchallenged until our own time, the second stands unchallenged even 
now\ 

As has been .stated before, A. Smith stereotyped the doctrinal situation. But 
in doing so he dro]5])ed i^iecisely the most promising suggestions proffered by 
Ilume and (if he knew the Reflexions) by 'Fiirgot—still more those that he 
might have found in Locke—so that his .successors started from a formulation 
that was much more Barbonian than that of any of these writers. In the 
Wealthy the monetary aspect of the interest inobleni is definiteh reduced to 
a matter of form or technique. ‘What the lender really supplies ... is not 
the money but . . . the goods which it can purchase’ (Book ii, ch. 4), and 
there is nothing in the views of ‘Mr. Locke, Mr. Law', and Mr. Montesquieu' 
that an increase in the quantits of gold and silver lowers the rate of inteiest 
(ibid.). 1'he tendency of interest to fall he explained in exactly the same way 
as the tendenc> of profit to fall (Book i, ch. 9, which really deals with the same 
topics as Book ii, ch. 4), both of which A. Smith seems to accept—with a 
qualification about ‘acquisition of new territory or of new branches of trade’— 
as unquestionable facts. And this is quite logical for, as should be clear by 
now, they arc, in A. Smith’s schema, really one and the same thing. A, Smith 
docs distinguish them: profit also includes compensation for Trouble' and 
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‘risk/ whereas the lender receives his interest without siicli trouble and risk. 
But these are relegated to a secondary position. Essentially, profit is ‘profit of 
stock/ and interest which goes to the capitalist cinpkner is received for ‘stock’ 
(goods) lent. \Micthcr the stock be his own or borrowed from some other per¬ 
son, to supply the workmen with stock is the businessman’s basic function. 
First and foremost, he is the ‘capitalist’ and as cajntalist he is the hpical em- 
plo\cr of labor, whose basic function it is to supply this stock to the workmen 
though that capitalist employer need not always do the emplo\ ing himself, in 
which case . . . 

[This ])aracr:i]>h was written on a yellow sheet still aclhcrins; to a pad and was oh 
vioiisly unfinished. 'I’he page, which was crowded with notes in Austrian shorthand 
and in Engli.sh longhand, is icproduecd in the .\ppciidix.] 
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QrHisriONs of ini lrnaiional economic relations loomed so large on the hori¬ 
zons of all the authors of this epoch that we have already had to refer more 
than once to their ]>ro])ositions about these jnoblems. It is nevertheless neces¬ 
sary to return to the charge and to examine some of these propositions more 
closely in order to introduce another batch of writings and to extract fre^m them 
what contributions to anal\tic economics the\ may contain. 1 shall group those 
propositions under the headings of Export Monopolism. Exchange Control, 
and Balance of 'I’rade. Doctrines concerning the second and third, particularly 
the third, are usually considered the core of that iinaginarx organon, the 'mcr- 
cantilist s\stcni' of traditional teaching. 'I’o many economists, they mean in 
fact the whole of it. This tradition was established by Adam Smith, wliose 
famous attack upon what he called (following, perhaps, the lead of the physio¬ 
crats) the Commercial or Mercantile S>stcm (WT’u/f/r, P'ourth Book) centered 
in an argument about the balance of trade, although he was not blind to 
other aspects. 

[1. Intfrpkf.tation of the ‘Mercan itmst* Literature] 

llic reader presumably knows that these sj)ecillcall\’ 'mercantilist' doctrines 
have given rise to a contrmersy among historians of thought on which it is 
worth while to comment before embarking upon oiir task. This will not only 

> [This chapter, though completed and typed at an early date (fuiie 1943). had only 
a tentative title and no section titles. In reporting on the jirogress of the History in 
1946 or 1947, A. S. told iiK* that this chapter could be published substantially as it 
stood but that a good deal of work remaiued to be done on other chapters in Part n.] 
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clarify the issues involved but also afford an interesting illustration of the 
principles of interpretation outlined in Part i. 

The opinions the 'inercantilisP writers held about those topics—so far as 
they can be said to have held uniform opinions at all -—came to be looked 
upon not only with disapproval but also with contempt by the large majority 
of the economists of the nineteenth century. 'I’liey could sec nothing but error 
in them and, in dealing with their predecessors, developed a practice accord¬ 
ing to which it was all but sufficient for j^utting a work out of court to attach 
to it the slightest tinge of ‘mercantilism.’ This can be verified, in an almost 
amusing way, b\ consulting the relevant articles in Palgrave's Dictionary of 
Political Economy.-' Next, an opposition to this free-trade \iew arose; voiced 
mainly though not cxclusi\cly by German writers, it went practically to the 
other extreme. This opposition also succeeded in establishing a tradition, 
though a less general one, which of late seems to ha\c elicited a reaction that, 
joining forces with tlic surviving elements of the ‘liberal’ tradition, in turn 
bids fair to overshoot the mark. Professor Jacob \'iner’s monograph may per¬ 
haps be cited as an instance.^ 

Now the first thing to observe about this prolonged campaign is that both 
the antimcrcantilists and the promcrcantilists were ijrimarily interested in 
mercantilist practice and that the opinions of both hence were and arc pri¬ 
marily a matter of political preference. The linglish critics were out of sym¬ 
pathy with w'hat had been done in the mercantilist age. The German s>inpa- 
thizers were not in fa\or of all the aspects of mercantilist practice, but they 
were in favor of some measure of national autarky, of state management, and 
above all of state building. All this is completely irrelevant to our purpose, and 
the only thing that needs to be said about it is this: Both critics and srxnpa- 
thizers wxtc victims of the belief, so dear to that rationalist epoch, that their 
opinions about policy were scientific inferences from premises tliat had been 
laid down in a scientific spirit. Especially the I'lnglish utilitarians, such as John 
Stuart Mill, looked upon their recommendations concerning policy as an engi¬ 
neer w'ould look upon his recommendation about the construction of an en¬ 
gine. Tlicir present was invariably ‘this enlightened age.' Hence practical and 
theoretical ‘error’ was for them equally definite and indeed the same thing. 

2 TliLS is in fact the first issue involved. 

3 Let us notice, in passing, that for the same reasons exactly the same thing is 
happening now' to the economists of the liberal epoch. 

^ Jacob Vincr, 'English I’heories of Foreign 'Frade before .\dam Smith,' rci)ublishcd, 
in revised form, as clis. i and 2 of his Studies in the Theory of International Trade 
(1937). I wish to acknowledge my indebtedness to tliis excellent jn'cce of work. In 
perusing it 1 liavc sometimes wondered, however, whether Professor Vincr is prepared 
to pass the same peremptory judgments on certain measures and arguments of our 
own time that are exactly similar to those of the mercantilist age. Another book that 
must be mentioned here is The Theory of International Prices by James W. Angell 
(1926; chs. 2 and 8). See also Viner’s review of this book in The Journal of Political 
Economy, October 1926. 
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This standpoint, which partly accounts for their pontifical attitude, is of 
course wholly untenable as we need not stay to prove once more. 

Second, the pronicrcantilists held what the antimercantilists by implication 
denied, namely that mercantilist policies were not only understandable in the 
sense in which everything is, crime and folly included, but also in the much 
more significant sense that, taking account of the circumstances and oppor¬ 
tunities of the times, they constituted adequate means for securing what with 
the same proviso were rationally defensible ends. Here, as previous argument 
suSccs to show, the jnomcrcantilists score, though not to the extent they 
theinschcs belic\'cd.''^ At all events, this must be admitted by all those who 
are not willing to condemn modern commercial policies of a similar type, 
which in fact enjoy the support of many who know all about their Smith, their 
Ricardo, and their Marshall. For the sake of future reference, let us call this 
the Practical Argument.** 

° In the thicket of 'mercantilist’ incasiires it is easy to find many that did not scr\'e 
tlie ends their i)romoters had in view or that produced other effects besides those 
that were desired, which would have prcvcntctl their being taken if they had been 
foreseen. Adam Smith'.s common sense revelled in instances of this (Book iv. ch. 8), 
which might easily be multijdied. It is however possible to separate off ‘mistakes’ and 
to carry the discussion iij') to a plane of jirinciple on which they may be assumed 
away, though it must iK>t be forgotten that any system of inanagemciit is prone to 
l)iodiKe a gocully croji of them. This in faet would have been Smith’s defense if some¬ 
body liad accused him of unfairly using 'mistakes' in a discussion of ‘priiu-iiiles.' 

“ .\t this point, a sideline branches off which wc see immediately if we reflect that 
both the ends to he scr\ed by u policy and the means to be considered rational, in 
other words, the questions concerning tlie wisdom or unwisdom of a policy, arc relative 
to schemes of value that are themselves relative not only to the national situation, 
but also to the kind of men who face it and thus, among other things, to the class 
structure and to group interests, 'rhe statement in the text that, to some extent, mer¬ 
cantilist policies admit of rafional clefcn.se (which, mind, never amounts to 'justification' 
in any absolute sensei must he understood to imply this. Many policies of the mer¬ 
cantilist age may in fact be traced to the interests of, or to the pressure exerted by, 
groups that can be definitely identified and from whose standpoints they may acquire 
a character of rationality that would otherwise be lacking. Adam Smith had an eye 
for this as lie showed in Book iv, ch. 8. I w*ill emphnsi/e again that this has nothing 
to do with the truth or value of any given proposition or line of reasoning. The most 
stubborn class interest may induce true and valuable analysis, the most disinterested 
motive may lead to nothing hut error and triviality. I hope 1 have made this quite 
clear in Part i. Also. I w'ant to repeat that considerations of the class now envisaged 
do not per .sc entitle us to attribute conscious or even suhc'oiiscious interested motive 
to any individual Apart from the fact just mentioned, viz. that motive has nothing 
to do with tlie objective nature of a proposition, it is unsafe to talk about individuals’ 
motives. The only mind accessible to us is our own. In talking about motives of in¬ 
dividuals wc may he revealing notliing but our own projicnsities. Wheeler was secre¬ 
tary to the Merchants Adventurers. Mun and Child were connected with the East 
India Company. Milles w'a.s a disgnintled bureaucrat. Perhaps none of them has a 
claim to be includecl among the Consultant Administrators. But little more than trivial¬ 
ity results from stressing this. 
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But, third, this does not prove anything for the analysis, the results of which 
have been used in order to defend those policies. A man may do what, from 
his standpoint and in his circumstances, is for him the right thing and )‘ct do 
it for reasons that are complete nonsense.* 'Hie promcrcantilists, in particular 
the German ones who cared little and knew less about economic theory, were 
therefore wrong in thinking that they had proxed an\ thing for what they con- 
ceixed to be mercantilist doctrine when they had succeeded in making out, in 
the sense defined aln)xc, a partial case for mercantilist practice. Moreoxer, it 
should be borne in mind that it is not enough to show that a proposition wc 
find in a mercantilist pamphlet makes sense to us, that is to say, that wc can 
proxc it to be correct. For manx' modern propositions bear a striking surface 
resemblance—let us hope that the resemblance docs not go below the surface 
—to quite primitixe ones which can be easily disproxed. 'I’o read our meaning 
uncritically into old texts amounts to betrayal of the historian's duty as much 
as does oxcremphasis on exery mistake in formulation, 'this class of considera¬ 
tions xxc shall, for purposes of reference, call the I'heoietieal Argument. Arnitcl 
with these distinctions we noxv proceed with our task. 


[2. Export Monopolism] 

To begin with, the practical argument is strongly in favor of those writers 
of that age who held that monopoly and quasimonopolistic co-operation, no 
matter what their effects may have been on domestic industry and trade, 
filled an essential fimetion in foreign comineTce. 'I his is what I mean by e.x- 
port monopolism. At all times people have judged differently monopolistic 
practice that was directed against foreigners. 'Ihus. the American Congress, 
otherwise so hostile to anx thing that may be made to look like monopoly, was 
easily persuaded to relax antimonopolist legislation for the benefit of export 
trade bx* the WVbb Pomcrcnc Act. The proposition involxcd is as simple as it 
is—so far as it goes and if onlx immediate effects are considered—correct: 
monopoly gains from foreign trade arc net gains to a nation because the items 
that w'ould liaxe to be subtracted if these gains were made in the domestic 
market arc ecpiated to zero. Moreover, until the middle of the eighteenth cen- 
turx- and in many parts of the world until much later, trading was only pos¬ 
sible within protectixe ad hoc arrangements that the traders had largely to pro¬ 
vide themselves. 'Ihis did not necessarily involve monopolistic action. But it 
spelled organization and co-operation that could easily extend to price and 
general business policy, not only to facilitate exploitation but also to regulate 
it and to defend standard practice against substandard connationals. Of this, 

^ The reverse is also true—particularly in economics—in the sense that it is possible 
to reason correctly on a model constructed in an unexceptionable xvay and yet to arrive 
at wrong diagnoses concerning a reality that fails to conform to the model. We shall 
encounter instances of this. To top it all, .scientifically interesting theories may be 
a.ssociatcd xxith quite uninteresting practice, interesting practice with uninteresting 
theories. 
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the Socich' of Merchants Aclvciiturcrs affords a telling example.* Finally, it 
seems too obvious to require explicit statement but is surprisingly often left 
out of account by critics of ‘mercantilist theories’ that that age was the age 
of buccaneering imperialism and that trade was associated with colonization, 
with uninhibited exploitation of the colonics founded,® with private warfare 
for which the governments, especially the Fnglish, frequently declined re¬ 
sponsibility, and with conditions permanently verging on war. 'I’hc classic ex¬ 
ample of all this is the East Indian; tl»e only modern inslance, the Rhodesian 
case. This explains many things perfectly rationally that were bound to vanish 
under the influence of different conditions, even if there had not been any 
progress at all in the grasp of the logic of economic phenomena: in fact this 
progresss presiimably had very little to do with the change in pracficc. 

I'he two main .sources of the large stream of literature on the subject of 
export monopolism—including colonization—flowed from the one fact that 
the policies of the great comjianies affected domestic interests also, and from 
the other fact that their success aroused the envious hatred of both the squire 
and the common man against the ‘nabobs.’ Attacks elicited replies, of which 
it may be worth while to notice the best example that has come to my notice: 
John Wheeler’s defense of the Merchants Ad\enturcrs—among other things 
against the bureancratic spokesmen for regulation who know' nothing about 
business {tout comrne chez nous). This work mentioned before in Chapters 
3 and b, entitled A Treatise of Commerce. Wherein are shewed the Com' 
moditics arising by a well ordered and ruled Trade, such as that of the Socictie 
of Merchants Adventurers is proved to he: Written principally for the better 
Information of those who doubt of the "Seccssarinesse of the said Societic in 
the State of the Realmc of Eriglaiul (iboi), was also wTitten, as we may add, 
with impending hostile legislation in view. In my opinion Mr. Wheeler did 
extremely well, and his argument succcs.sfully di.sposes of some of the points 
that are invariably rai.sed in discussions about monoi)oly. Ilis economics is not 
a bit below the le\el that we obserxe in similar popular or political or forensic 
arguments today. But he contributes nothing to our collection of scientific 
tools. His anahtic economics w'as, on the whole, not wTong. There was very 

* It is hardly possible to understand the circuin.stances that conditioned the eco¬ 
nomic thought of that period and in particular to ai)prcciatc the i)oints made—and 
to be made—in the text without a pretty extensive command of the relevant chapters 
of economic history. I.ct me therefore again recommend a study of Professor Eli E. 
Ileckscher's volumes: Mercantilism (first publ. in Swedish, 1931; German cd., 1932; 
English trails, by Mendel Shapiro, 2 vols., 1935). 

^Ilie lack of inhibition displayed by Spaniards, h’renchmen, and Englishmen alike 
is a very important element of the cast'. The economic reasoning about colonics runs 
on completely different lines and may, without involviiic contradiction, lead to com 
plctcly dilTerent results according to the practice visuali/cd by different men. W'arrcn 
Hastings* practice—to w'it: shameless robbery—is one thing. W'illiam Bentinck’s prac¬ 
tice—to wit: benevolent administration—i.s another thing. And the economic advan¬ 
tages differ accordingly. A rough dividing line can be discerned by studying the evolu* 
tion of the attitude toward the slave trade. 
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little of it, however. Because of its prominence, the East India Company at¬ 
tracted the lion’s share of public attention and hostility. This accounts for a 
large part of the literature in question. So far as I can sec, howc\cr, there is 
nothing in it to interest us except the arguments and counfcr-arguincnts about 
the company's exportation of monetary metal and about the competition 
which—though harassed b\’ legislation and administration—it offered to Eng¬ 
lish woolens by its imports of Indian wares. However, these arguments and 
counter-arguments enter into the general discussion eoncerning the balance 
of trade (see sec. 4). Attention is invited to the footnote below.-* 

[:;. Exchange Conirol] 

Next let us see how the practical argument staiicls in the matter of Ex¬ 
change Control. W^ar, as we know from experience, inevitably induces govern¬ 
ment control of economic life and, not less inevitably, creates bineaueraeies to 

3 Monopolistic policies were related to. though of course not congruent with, the 
Staple ijus tv/iporii). which will be touched upon in connection with the two otlier 
topics we have singled out for discussion. But it is convenient to make its aci}ii:iintanc'c 
right now. I*’or our purposes we must carefully distinguish three dilTcreiit aspects of it. 
hirst, corporativcly organized traders sometimes hit upon the de\icc of making certain 
towns centers or entrepots of their trade in order the better to regulate it. I'he Met- 
chants .Xdventureis max again serve as an example. John W heeler in fact argued the 
advantages of 'mart towns.’ Second, the towns theniselxes, which were in a ])osition 
to do so or to prevail on their territorial govenunents to lielp them to such a position, 
tried to e.xcrcise .staple rights, that is to say. to force traders to pass through tliem. to 
offer their wares for sale, and to submit to other re.stiictions that were, or were thought 
to be, profitable to those towns: here tlie foreign traders did not engineer the sla])le, 
but were the victims of it. sometimes in ways that to us look like the acme of irra 
tionality and ve.vatioii. I’his is tlie type that is usually associated with the term Staple. 
It spread in the thirteenth century and after—all over Italy (Genoa and Wnice being 
the most powerful centers of it) and then over tlie rest of Europe, including Russia. 
It also spread to England, as Edward Ill’s Ordinance of the Stajdc shows. I*rofcssor 
Heckscher’s statement to the contrary is not quite nnderstaiidahlc to nic. From this 
arose, third, the practice of forcing international trade intf) prescribed channels for 
the real or putative benefit of a country as a whole and for the purpose of injuring 
the foreigner. It is this ty])e that was mainly discussed in the English literature. Eng¬ 
land—improving on the Spanish example—in fact developed it beyond all precedent. 
Her participation in the staple policy of the second variety practically ceased, of course, 
with the loss of Calais in 1558, whereas, c.g. in Venice, it continued to exist until 
Napoleon’s conquest of that city. But her staple policy of the third type was then in 
its hegiuning and a whole centuiy had still to elapse before its legislative ba.ses were 
completed by the Navigation .Act of 1660 and the Staidc Act of 1O63. 'Mic statement 
one meets so often, to the effect that, so far as England is concerned, the staple 
system died in 1558, is therefore misleading and a .serious bar to the iiiiderstaiiding 
of a considerable part of the mercantilist literature. Of course, the system gradually 
shaded off into ordinary protectionism in the modern sense, but this docs not justify 
us in overlooking its peculiar features that were so important a part of the politico- 
economic scene of those times. 
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administer it which then not merely cling to their powers but automatically 
strix'c to cxixmd them. Imports, exports, and foreign exchanges are obviously 
among the most important of the things to be controlled. 'Fhe argument for 
control also applies to conditions permanently verging on war. Moreover we 
must take into account the spirit induced by war and the incessant threat of 
war, the frame of mind in which injury to a foreign nation is almost as wel¬ 
come as gain to one’s own, or, to put it differently, in which the policy of 
international economic relations merges with a policy of economic warfare and 
becomes just one of the weapons in the perennial game of power politics. If 
it be conceded that all this holds true for that epoch, the rationale for its 
practice in the matter of foreign exchange should be obvious, especially if we 
do not lose sight of the expansive tendency inherent in all bureaucratic prac¬ 
tice. Kmbargoes on coined and uncoined gold and silver we simply subsume as 
a necessary complement under exchange control, although in more primitive 
eases they were the main measure to be taken or even all that it was possible 
to do.* 

It ma\- be useful, hone\er, to present that rationale in a more general form, 
that is, without reference to the particular conditions of war economy. In doing 
so I shall consider perfect exchange control only, that is, the ease in which a 
public authority, holding an effective monopoly of exchange transactions, can 
requisition and allocate foreign exchange as it pleases. Then, this authority 
can (a) tide o\ci temporary shortages of foreign exchange which, if not at¬ 
tended to, may produce disproportionate consequences, especislly through 
cumulative processes; fb) facilitate the orderly discharging of debts in situa¬ 
tions in which automatic adjustment is impossible owing to inhibitions in the 
functioning of the international market; (c) prevent or defeat bearish specula¬ 
tion in an exchange market that lacks its normal resilience; (d) prevent iindc- 
sired (deprcssi\e) effects of automatic adjustment that may ensue even where 
such automatic adjustment is possible; (c) prevent certain imports or exports 
and encourage others and thus powerfully influence national production; (f) 
improve a country’s terms of trade within limits, which may be widened by 
complcrncntars' restrictions, by introducing a rnonopob' element into its trans¬ 
actions \^*ith foreign merchants. 

* 'Ihc priKticc of extliainic control, as well as the discussion about it, was at the 
highest lc\cl in I'.imland. Rut the former reached its culmination much before the 
latter, \iz. in the reign of I'.li/ahcth in which, under the influence of a persistently 
favorable course of events, the decline set in also. It then coirsistcd of a control over 
transactions in foreign exchange, administered by a s]>ecial ])ublic officer, the Royall 
r.xchanger. and was supplemented by an embargo (lifted definitively, after various ups 
and downs, in 1663 for cveiything except luigli.sh coins'! and by the Statute of Em- 
l)loyinent, 1300. which, a member of quite a family of similar nica.surcs enacted in 
many countries, attempted to cnff)rce importers to employ the proceeds of their sales 
in purchasing Engli.sh goods. After the First World W ar there w’cre instances of 
.similar measures in .several Enroi>can countries, c.g., Austria. The Royall Exchanger 
of course has found plenty of successors in present-day l\urope whose practices no 
doubt differ from his in technique but do not differ at all in principle. 
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Two points remain to be added. First, in order to prove itself the sharp 
weapon it is capable of being, exchange control not only rcciiiircs attention to 
the net result of all the transactions that cross a country's frontier or to the 
net results of a country's transactions with exery other country htken sep¬ 
arately—the bilateral trade principle of today—but it also rcciuircs attention 
to the transactions in ex cry indix idiial commodity and of every individual 
trader. This is particularly necessary if full advantage of the discriminatory 
possibilities of the method is to be reaped. Second, in order to be fully ef- 
fectixe as a tool of coinprehensixe planning, exchange control (plus embargoes 
on monetary metals) must be implemented by other controls that act directly 
on the individual transactions themselxes. Many such controls haxc been used 
at xarious times but that epoch had a spccificum of its oxxii, the institution 
of tlie Staple.- It is obviously much easier to control exchanges when trade is 
already controlled by being forced into prescribed channels; and the staj)lc 
toxvns xvith their apparatus of mints, comptrollers, and hostelers (practically 
jailers of foreign merchants) offered imrixaled administratixe opportunities for 
controlling the exchange market. It should be borne in mind, howexer, that 
the txvo policies xxhilc priniarilx- complementary were also to some extent 
capable of being substituted for one anotlier.-* 

Now, whatexer we may think of tlic m<»re remote effects of any such policy, 
especially if practiced by all countries, and whatexer we may think of tlie way 
in whicli it xxas actuallx xxorked—legislation was (and is), of course, at all 
times a highlx’ irrational heap of contradictory measures—it was not simply 
nonsense in principle and no writer who advocated it under the conditions 
of tliat time can be accused of having stood for nonsense, 'lliis eertainix liolds 
so far as the ])ractical argiiincnt is coiiccTiied and hence for the ])ractitioncrs, 
among xxhom Sir Thomas Gresham (15]9-79) stands out without a j)eer.^ John 

2 Sec footnote 3. 

3 '1‘herc is thus notliing astonishing, and cspeciiilly no contradiction, in flic fact 
that some xxntcis advocated both the sta])le system and exchange control and oIIkts 
exchange control insfe.ul of the staple system. Let us note in this coimection that, 
roughly up to 1600, I rec I’radc as a program meant devcloiaiig the staple system and 
fettering or even breaking np the mercliants* companies. After 1600 it meant forcing 
the doors of those companies so .is \u make it possible for every trader to enter them. 
In both cases free trade meant a sort of ‘trust busting.* 

^ He was a type that can no doubt be foiiiid exCTyxvhcrc but of which the Fng]i.sh 
specimens are to this day .so much more frcciuent and so niiich superior that it may 
well be called Fuglish: tlic businessman who is just as much a public serx-ant as he 
is businessman and who, thongli iicrfectly successful in looking after his own ndvan 
tage, serves tlie state in ways that arc lieyond tlic competence of tlie mere public 
sen'ant. As a businessman lie was a inercer, banker, entrepreneur "'iHiuj?). 

public benefactor. As a public servant he was fust ‘factor’ (fiscal agent) for the Fnglish 
crown in the Nctherland.s—keeping up its credit, managing the course of the F.nglish 
exchange, negotiating loans, acting as Iniyer of war materials, getting hold, by hook 
or by crook, of Inillioii to ship to England, and so on—and then, at home, exchange 
dictator (Royall F.xchanger) and financial ex])ert to Elizabeth—among other tilings, 
forcing merchants to lend to the crown by methods that were akin to holdups yet 
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Stuart Mill himself could not have suggested a workable alternative, and if 
he rose from the dead to deny this, we should reply that he did not know 
enough about the conditions of the time and that it w'as he who laid himself 
open to the charge of erroneous reasoning by denying it. But this docs not 
alter the fact that those defensible practical \icws are generally believed to be 
associated with inadccjuate or even downright nonsensical theories. However, 
the question arises whether there was any theoretical argument at all. 

In fact practically all the writers who discussed the possibilities of protecting 
the national exchange and securing an influx of gold and silver money or 
bullion without reference to the balance of trade or of payments should not 
be credited or charged with any theory.^ Precisely in order to be just to them, 
we must realize how innocent they were of analysis. This will clear them of 
some accusations which it has become a tradition to direct at them for no 
better reason than that we take their utterances too seriously and insist on 
pinning them down to theories these utterances seem to imply. But they did 
not anahze at all. 'I’licy had no conception of any but the most obvious rela¬ 
tions between economic phenomena. Lixing at a time w'hen nations braced 
themselves to match their fighting power, they impulsi\ely resented imports 
of unnecessary luxuries—that docs not imply considered rejection of Adam 
Smith’s grand commonplace that consumption is the 'sole end and purpose 

w'crc so handled as to cnhaiue instead of annihilate public credit: the interested reader 
should refer to J. W. Ihirtjon’s The Life and 'l imes of Sir 'I'/iornds Gresham (1S39). 
[Sec also Raymond de Roo\ci. Gresham on Foreign Exchange ('1949'!.] 

W'c may use this opportunity to notice the two analytic achievements that have 
been placed to his credit. I’irst, he described correctly enough the rules that apply 
to the movements of the rate of cschange with reference to the specie points, and 
he holds priority o\er navan/ati. who however did a much better job in 15S2. To 
make .scientifically articulate a juece of business practice, however well known in the 
business community, is a senice that always deserves recording. Second, there is 
Crc.sham’s Law. the proposition that if coins c*ontaininc metal of different value enjoy 
equal legal-tender power, then the 'cheapest' ones will be used for payment, the better 
ones will tend to disai^pear from circulation—or. to use the usual but not quite correct 
plirase, that had monev dri\es out good money. 1 his phrase occurs in the Royal 
Proclamation 'decrying h.isc silver coin in i >6o. when Gresham is known to have 
been the government’s chief adviser in such matters. 'I hcrc is al.so a memorandum 
of his (J5«;9) which argues this ease, 'i’he so called ‘law' can be found in many earlier 
writings. Considering its trivial nature, the cpicstion of priority is, how'ever, without 
interest. 

5 It W'ould be apt to call tliem Primitives (Richard Jones, ‘Primitive Political Econ¬ 
omy of England.’ Edinhiiruh Review, iS4"t. provided we hear in mind that the piimi- 
tivity was in the anahsis rather than in the practice. Hie usual term i.s Bullionists, 
which I want to avoid because it suggests—as well as do others that have been offered 
(see E. R. A. .Seligman. article ‘Bullionists* in the Encyclopaedia of the Social Sciences 
—that there were doctrinal nostra by which to identify them as a distinct group. 
1 'hey were not really a group. Such views as they had in common are also to he 
found, on a somcwliat higher level, among writers with whom nolx)dy w^ould include 
them. 
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of all production/ They looked at the antics of exchange rates and attributed 
them to the machinations of speculators—exaeth as the politicians and the 
public did in France and Germany after 1919. They felt it was nice for a na¬ 
tion as well as for individuals to have monc>'—and said so without thinking 
an\' more about it. They were staunch nationalists—and the foreigner, of 
course, was an object of a\crsion and distrust. Thc\- were most of them what 
nia\' be termed nai>ely critical of business and of the doings of inciehants—as 
public opinion always was and is. The reader will ha\e caught the point and 
will excuse me from going on with this argument. Nor would it ser\e a useful 
purpose to present examples.**’ 

There were, howexer, exceptions.* The onh one to call for specific attention 
is Malynes ** whom we have met before. Behind his recommendations—mainly 
higher import duties, prohibition of bullion expi)rtation, the staple .sxstem, 
and resurrection of the office of Royall Fxehange for the purpose of fixing 
exchange rates officialK—there is more .serious theory than has been admitted 
by a long series of critics who have treated his x iews with eontemi^t. 'Miat he 
does not merit this, is proved by the fact that, as we shall see, during the 
whole of that centurx' no other writer surpassed him in clear and full under¬ 
standing of the international mechanism of foreign exchanges that works 
through price levels and gold and siher inoxements—the ‘automatic mech' 

® The reader who feds any indination of this kind is referred to the articles by 
R. Jones and Professor Sdiginan c|uoted in the preceding footnote and to Professor 
Tawney’s introductory Ls.say in his edition of niomas \\ ilson's Discourse upon Usury 
(1925). Still it may be well to mention one name at least: riioinas Milles. the eustoin.s 
official, who like a good bureaucrat craved for the regulated trade of tiie staple, whidi 
he dc.scribes as the ‘first stepi)c towards heaven.' and for the import of bullion, which 
he describes as the sun, the pilot, and the ‘diylus’ of economic life. Mis least immature 
work; The Mysterie of Iniquitie (1611). 

"Such were Marc’ Antonio l)c Santis iDiscorso intonu) aali effecti cite fa il cambio 
in regno, 1605), W'ho owes surxival to .\ntonio Serra’s attack upon his theory (sec T. 
Fornari. Studi sopra Antonio Serra e Marc Antonio De Santis, jSSu; Sir I honias 
Culpeper, who in his Tract against Vsurie (1621), which lias been mentioned already, 
approached exchange transactions per analogiam of usury as did others and as the 
scholastic writers had done; the anonyuious autlior of Cambium Re^is: or, the Office 
of His Majesties Exchange Royall h62S;.; .Miguel Caxa de Lcruela {Restauracion de 
la antigud abundacia de Espaha, 1631); and quite a number of other Spanish writers. 
None of these, however, w'cnt below the surface or Ix-yond the mere mechanics of 
the regulation of exchanges. 

® Gerard de Malynes (fl. 15861641): A Treatise of the Canker of Engldnd\s Com¬ 
monwealth (1601); Saint George for England, Allegorically described (1601); England's 
View, in the Unmasking of two Paradoxes: With a replication unto the answer of 
Maister John Bodine . . . (1603)—a contribution to the controversy between Bodin 
and Malcstroit, in which w’ithout really attacking Bodin’s argument, Mabnes reasserts 
the importance of his argument about ‘ovcrballancing.’ Mainly these three publications 
(and, perhaps hi.s big compilation of legislative material, Consuctudo, vel. Lex Merca 
toria, 1st ed., 1622) are of importance at the moment, but I may just as well add the 
two by which he crossed swords with Mi.ssc]deii: The Maintenance of Free Trade . . . 
(1622), and The Center of the Circle of Commerce (1623). 
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anism’ to be discussed presently under the heading Balance of Trade. In the 
Second Part of his treatise, Canker of England's Commonwealth, he nicely 
explains how, if a coiintry*s currency falls below its mint par and coin flows out 
in coiiscc|ucnce, then prices will fall in that country and rise abroad 'where 
our inony concurring with the nionies of other countries causeth plenty, 
whereby the price of forreign commodities is aduanced/ This is a considerable 
theoretical contribution. We must go to tlic eighteenth century in order to 
find the argument carried to the conclusion to which it points. Why then 
did Malyiics fail to draw this conclusion himself? I think because he was 
much more impressed with the shortcomings of that mechanism than he was 
with the mechanism itself. In particular he complained that, in the small and 
inhibited markets of his time, operations in exchange so worked out for Eng¬ 
land that she was selling her goods more cheaply and paying for foreign goods 
more dearly than was necessary—that is, that her terms of trade were unneces¬ 
sarily unfavorable—‘wherein chiefly consisteth the . . . ovcrballancing.' He 
pcrcei\ed the possibility of impro\ing those terms by exchange control (our 
point if) abo\e), and further proof that he reasoned correctly upon the matter 
is provided by the fact that, in considering the objections to his plan {Canker 
of England's Commonwealth, Third Part), he mentions first the effect on sales 
that might be ex])eeted from better terms of trade and promptly replies ‘how 
necessarie our commodities are and what request thereof is in all places*— 
which means that, in liis opinion, foreign demand for English goods was in¬ 
elastic. Now he may have been wrong in his factual appraisal of the situation. 
It is e\en certain that he overestimated both what speculation in e.xchange 
can do to harm the interest of a country and what exchange control can do to 
further it. Overstatement of his point is obvious in the controversy with 
Misseldcn. But that is not the point, ^^'c arc not concerned with the question 
whether England ‘should ha\e* accepted his ad\icc. We are concerned with 
his reasoning. And this, though of course not above criticism, must be primarily 
listed as a contribution. If we label him a ‘bullionist,* then the balance of the 
theoretical argument is not clearly against bulliouism. Nor is it true that, so 
far as his theoretical position is concerned, he was dislodged by Misselden. 

[4. The Balance of Trade] 

Turning, finally, to the third topic, the proposition that a favorable balance 
of trade ^ (excess of ex]H)rts o\er imports) is a highly desirable or even neces- 

' The term turns up during the first decades of the .seventeenth century (Francis 
Bacon used it in 161s; see S]x.*dding’s ed.. Letters and Life, 1872. vol. vi, pp. 22-3, 
a reference I owe to Professor Scligman’s article; see ^Lso W. H. Price, ‘Tlie Origin 
of the Phia.se “Balance of Trade,“ * Quarterly Journal of Economics, vol. xx, Novem¬ 
ber 1903. p. 157b In Italy it seems to have been used before; see C. Supino, ‘La 
scienza cconoinica in Italia della scconda nict^ del secolo X\T alia priina del XVII' 
(Memorie della Realc Accademia delle Scienze di Torino, 1888). However, there were 
several ssnonyms in use before tliat. T he earliest instance of the concept’s playing any 
role in an argument occurs so far as 1 know in the important tract (to which reference 
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sary thing at which to aim, wc first obscr^•c that, as regards the practical 
argument, much of what has been said before applies w'ith equal force to this 
case. Tliis is as true if we look at the commercial policies of that age merely 
under the aspect of protectionism as it is if wc choose to emphasize specifically 
the balaucc-of-trade aspect, h’or, as has been stressed sufficiently, I hope, the 
war-econom\ and the power-politics elements in those policies would in them- 
sebes be quite sufficient to remove any tinge of irrationality from a wish to 
secure as large as possible an influx of universallv acceptable money. There¬ 
fore the only question to raise is the one concerning the tlieorctical argument. 
Let us split it into two parts: (ai how far did the ‘mercantilist’ economists 
themselves take aceount of that association of both their recommendations 
and their arguments with the conditions of their time which inipai;^ logically 
defensible meaning to the latter, though it docs not of course—never forget 
this—hi^tifx’ them in any other sense; and {b) what did they contribute to 
economic anahsis or else what proxable errors did they commit in their 
reasoning? 

[(a) The Practical An>uiiiciit: Power Politics.] There cannot be any doubt 
concerning the first question. 'Mercantilist' writers—least of all the Italians, 
of course—were keeiib alive to the power-polities element, as in fact they 
could not haxe helped being. In Lngland in particular, the Cit>’ from which 
most of the leading writers hailed was a pillar of aggressixe foreign policy 
vxhich, as is abundantly clear from xvhat has been said before, suited the busi¬ 
ness interests to perfection exen xxhere it xxas not directly inspired by them. 
Of course this is not always exidicitly stated. Imperialist urges rarely arc. But 
it lurks behind the concern of our authors about the xxealth of the king, be¬ 
hind their talk about the decay of the Liiglish poxxer," behind their fears for 

will be made again): ‘Polices to Reduce this Kealme of Miiglande unto a prospenis 
W’ealthe and Lstate’ (15401, piibl. in Tudor Tcomunic Documents^ ed. R. II. ravvney 
and E. Power. Vol. m (10:41, p. 311 et seq. 'Mic term used is ‘overidiis.' Professor 
\Tncr. op. cit.. p. g, mentioned also several others; but I do not think that Malynes’ 
‘overballancing’ refers to the same thing. Hoxv could it. since Malynes, xvhen con¬ 
fronted xxith it in the controversy xvith Mi.sseklen. thought it an innovation and a 
valueless one to boot? 

A difficulty should be mentioned here. Balance of trade in many instances stands 
for balance of commodity trade. \'cry early hoxvexer, as xvill be ex])lained in the text, 
a full list was produced of all the items of the balance of payments and it is safe to 
say that much of the reasoning of those authors referred to the latter. They were 
surprisingly slow, liowevcr, in inventing a separate term—Sir James Steiiart has ‘bal¬ 
ance of payments’ in 1767, though Pollexfen has ‘balance of accomjits' in 1697 (see 
Vincr, op. eit. p. 14)—and meanxvhile often spoke of balance of trade when they 
meant balance of payments. W't: shall alw'ays assiiine tins xvhen the argument requires 
it. Tliere is a special reason xxhy we may do this: under the circumstances of the time, 
the balance of trade xx'as the most im]>ortant item and also the one ino.st amenable 
to management. Hence an author xvlio.se real concern was the balance of payments 
may well have concentrated on tlie balance of trade. 

- Complaints about that decay were so frequent as to constitute a most interesting 
phenomenon of political psychology. Lattle of w*hat wc may term social psychoanalysis 
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England’s safety, behind the attitude that Uuinc was to criticize in his essay 
Of the Jealousy of Trade (1752), behind their insistence on the vital impor¬ 
tance of the na\'y and. in connection with it, of shipping and shipbuilding. 
Of special interest, ho\\’ever, are those cases in which the power (or safety) 
argument is not only put forth uninistakabh' but is also opposed to the profit 
argument: for whatever vve may think of this from other angles, it marks prog¬ 
ress in economic insight. 'I'wo well-known exam])les will suffice. In his Dis¬ 
course about Trade (1690) Child defends the ]K)licy of the Navigation Acts by 
the power argument while admitting that, from a purely economic point of 
view, there may have been a strong case against them. In his Discourses on 
the Publick Revenues and on the ‘I'rade of Rutland (1698), Davenant goes 
further still.« 

[(b) The Analytic Contribution.] To answer the second question—the one 
about contributions to. and errors in, analysis—is not so easy. Some contribu¬ 
tions there are. Thc\ will jiresent themselves in the proper light if wc look 
at them, as it were, ex ante, and not, as critics in\ariably do, from the stand¬ 
point of later anal\sis for \\hich it was the most important contribution of 
the 'mercantilist’ writers to have paved the road and which in fact grew out 
of their work. But as soon as one di\es into that literature, one cannot fail 
to be struck by two things. 

is required in order to understand wliat it meant. Parallel witli them went complaints 
about a wholly imagiuars economic decay—in the mind of the merchant dass. pow-er 
and prf)sperity were of course inextricably associated—wliicli were characteristic of a 
large grou]) of writers: Fortrey. Coke. ‘Philanglus,’ Bellers, and Pollcxfcn may be men¬ 
tioned as examples. 

‘‘ The nature of tliat antagonism between j^nver and profit does not seem to have 
been always understood. Some critics, especially tliose who see nothing in the writings 
of the F.nglish ‘mercantilists' except ‘special ])lea<ling’ for class or even personal in¬ 
terests. have argued that the power argument can only have been introduced to 
camouflage the profit interest and that the scribbling merchants must therefore have 
believed in the balance of trade argument inde|x:ndcntly of the ])owcr element. 1 think 
tliat tliis is bad sociology—wc only impair our diagnosis by shutting our eyes to the 
fact that the imperialist urge is a stark reality that roots in other soil than that of 
the economic self interest of the individual. Hut even disregarding this, we must dis¬ 
tinguish two quite iliffcrent things within the argument in.sinrcd by business interest: 
power and profit may conflict as regards immediate results and yet power may even¬ 
tually lead to still liigher profits, especially in an age of buccaneering imperialism. 
Hence there is no contradiction between the perception that the balancc-of-trade argu¬ 
ment, on the first plane of reasoning, needs support from the power argument, and 
the proposition, on the .second plane of rea.soning. that the ])ower argument issues 
in another profit argument in the long run. I can see no point in sneering at Child’s 
formula: ‘foreign trade produces riches, riches power, power jircserves our trade and 
religion* (with Louis XI\’ on the other side of the channel!, but the argument can, 
if critics so wish, be made purely economic and still remain tenable, with the balance 
of trade in no other role than that of an intermediate link. [A long essay by f. A. S., 
‘Ziir Soziologie der Imperialismen’ {Archiv fur Snziulwisscnschaft und Sozialpolitik, 
1919), bearing on this subject, is now available in F.nglish: Imperialism and Social 
Classes (ed. with introd. by Paul M. Sw'cczy, 1951)-] 
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First, though pieces of genuine analytic work can be found occasionally and 
attempts at analysis more frequently, the bulk of the literature is still essen¬ 
tially prcanalytic; and not only that, it is criidc*—the work of unprofessional 
or even uneducated minds that frequently lacked the rudiments of the art of 
exposition: much of that literature was popular in the most distressing sense of 
the word. Perception of this fact, of which some of those writers were them¬ 
selves painfully aware, should not only teach us foibearance, particularly with 
respect to individual dicta —on the strength of which an author should never 
be condemned until we ha\e satisfied oursches that he actualb makes im 
proper use of them—but should also warn us that we arc in constant danger, 
reasoning from our own sublime heights, of misunderstanding what those 
simple fellows really wanted to say. 'I'o be sure there arc a considerable number 
of writers to whom this docs not apply. But this only leads up to another 
difficulty. If we want to be just to the age, we must clcarb' separate substand¬ 
ard chaff from \aluable wheat. How will the economics of our own age come 
off two or three hundred years hence, if critics take it into their heads to judge 
it by everything that has been written on economic subjects during the last 
decade? But what, be>ond a rather small group of performances on which we 
may all agree, is the wheat? Here, every one of us must rch' on his personal 
twaluations of analytic cjuality—the only kind of ^alue judgments that are both 
permissible and iina\oidablc in a history of scientific economics—a matter in 
which often the onh agreement attainable will be the agreement to differ. 

Second, we have had ample opi>ortunity already to obserse that the views 
of the economists of that period—if indeed it be permissible to speak of econo¬ 
mists at all for a period in which the profession was in process of emergence 
but had not really emerged as yet—were as uniform as are those of the econo¬ 
mists of any other period but that they were not more so: individuals and 
groups differed from one another, in fundamentals and in details, as much as 
economists aKvays have, and they fought one another’s views and methods ac¬ 
cordingly. 'Ihc widespread opinion to the contrary has resulted in another in¬ 
justice. The critical historian, after having set up a ‘uniformed’ man of straw, 
misses the fact that much of what is most objectionable from the stand]>oint 
of later analysis (or politics) had been rejected or corrected witliin the period. 
The historian has indeed a method of dealing with this fact when it stares 
him in the face: those who took what to him seems to be a more correct 
view' arc either visited with more lenient strictures or else they are excluded 
from that imaginary unit under the heading of heretics or forerunners. But 
this method is a doubtful one to say the least. 

W e have noticed, and tried to understand, the protectionist current of tlie 
times; we have also encountered the opinions that a number of wTiters held 
on the subject of protection. W^c shall naturally expect the writers we arc 
considering under the heading of Balance of Trade to have completed the list 
of protectionist arguments. This expectation is not disajrpointed. W e find the 
infant-industry argument, which, excepting perhaps the ease of English wool¬ 
ens, must in the circumstances of the period be assumed to underlie any rec¬ 
ommendation of protection to domestic industry that is not expressly motivated 
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in a different way. We find the military, the key-industr>', and the general- 
autarky argiiinents. We find the eiiiploynient argument. We find the argument 
that toda>' has come into such prominence in connection with the multiplier 
approach, namely, that so far as protection succeeds in producing an excess 
of exports it will stimulate the business process by increasing domestic expendi¬ 
ture. I’oreign inxestment pla>s no role, or next to none, in their analysis ex¬ 
cept in a short-run sense: some of them irointcd out that a temporary export 
of coin may be a necessary link in a series of transactions that eventually nets 
an export surplus. Knglish instances—we shall confine ourselves to English 
ones although the Continent would also furnish a crop—arc given below. 
7 ’he\ will also add to our modest collection of names. 

As we slioiilcl expect, tlic infant-incliistry argument turns up in the times of Eliza¬ 
beth, when l^nglaIKl expeneneed lier first industrial boom, and pervades the literature 
iindcT discussion to the end, that is, to the threshold of the industrial revolution, when 
Sir James Stcuart put considerable emphasis on it. We are primarily interested in cases 
where i)roteclion is recommended only for a limited time or where the element of ‘in¬ 
fancy’ is otherwise stressed in such a way as to remove any possibility of doubt about 
the character of the aigiiment. ’I hus, Arthur Dobbs in An Essay on the Trade and Ini- 
proYcnicnt of Ireland (1729 :^i ), f’art ii. expressly stated that 'premiums are only to be 
gisen to encourage manufactures nr other improvements in their infancy’ and that 
further help would be in vain ‘if after their improvement they cannot push their own 
way.’ Yarranton iEni;land's Improxcmcnt by Sea and Land, to Outdo the Dutch with¬ 
out lighting, to Pay Debts without Moneys, to Set at Work all the Poor of England 
. . . 1677, 2nd part, 1681) recommended protection to linen manufacture but only for 
a period of seven years. Andrew Yarranton found a biographer enthusiastic enough to 
call him ‘the genuine founder of political economy in England’ (see P. E. Dove, 
Elements of Political Science, App.). Although this is of course absurd, it was 

perhai^s a he.ilthy reac tion against the neglect that had fallen upon his name. Yarranton 
was a versatile man of many trades and cannot, in some of the lines of his activity, 
agricultural technic|nc in particular, be rated higher than as a popularizing projector. 
Hut in economics he was more than that. Though there arc no analytic conquests to 
his credit, many of his suggestions and many of his comments on German and Dutch 
conditions imply a theoretical .schema; so doc.s the fact that, even in his most daring 
flights, he consi.stenth sto])s short of non.scnsc. He paid little court to the balance of 
trade. Me believed that the ]nosperity of neighboring countries was a gain to England. 
Improvement of credit fac ilities would reduce the rate of interest from 6 to 4 per cent 
(observe the limits which guard the statement against an indictment that without them 
would be dangerously near at hand). Employment and cheap food (the latter being 
sure to make chca]i jnodnets [he .says ‘cloth’]) are the goals to aim at. In fact we can 
herewith (|uote him as an autluuity for all the arguments mentioned in the text, as we 
have quoted him and shall quote him on other topics. 

'riie military argument has been dealt with already, ’riie key industrv' argument is 
present in the discussion on foodstuffs and the production and exportation of wool. 
The gcniTal autarkv argument was developed in CTcrmany rather than in England (for 
lYancc. see J. Nowak. l/Idec de lautarcbid econnmique, 1925)- Eor the employment 
argument we have just had an e.xample in Yarranton. It occurs from the firsr (see 
Clement .Armstrong. *-\ Treatise Concerning the Staple and the Commodities of this 
Realnie,’ c. 1519 Tudor Economic Documents, iii, pp. 90 et seq., c,specially p. 112; 
see also John Males, Discourse of the Common Weal 1549^'). Protectionist legislation. 
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nioti\'atcd by the unemploynient argument, is of course still older by at least a hundred 
years and is rarely absent from the more considerable books. Malynes, Misselden, Child 
(who makes it the criterion of the advantage that accrues to the mother country from 
colonies). Baibon, Locke. Petty—all have it. Let us notice in addition: John Cary, 
Essay on the State of England . . . (169s). which to judge from its being reissued a 
number of times and from Locke's conimendatjon must h.i\'e been a considerable suc¬ 
cess; John Pollexfen. whose whole ease for proliibiting the e.vportation of wool and the 
importation of nianufactiired goods is based upon the emi^loyinent aigument; John 
Bellers, Essays About the Poor, Manufactures, Irade . . . (1699); and Thilanglus' 
(W. Pet>t), Britannia Lan^uens or A Discourse of Irade (i(>8o). Some of the ‘mer¬ 
cantilist’ writers went to surprising, in fact to Keyne.sian. lengths. 'I'herc* is nothing star¬ 
tling in Sir W'illiam Pett\'s saying that it is better to priKluce useless things than not 
to produce at all: this onl\ sliows his coiiccm about the cou.servatioii of the efficiency 
of labor. But others soinetinies ex]ire.ssed themselves as if they thought that the na¬ 
tional ad\antage to be reaped from foreign trade consists exclusively in the employment 
it gave. And this in turn loghally led to that position which looks so absurd when 
judged from the a-ssumptions of the nineteentli century ‘liberals.' and has in fact been 
called absurd by Professor X'incr (op. cit. p. s*;; the reader finds examples on the two 
preceding pagesi, namely, that a trade is the moic advantageous to a countiy the 
higher is the total labor cost of the exports as conipaietl with the total labor costs of 
the corresponding imports. 1 o one aspect of this we shall return. 

'The employment argument was not only advanced per sc. but also in its indirect 
form, via the stimulus which inflowing cash will give to business. Here we are not 
concerned with all those writers who considcied the possibility of imparting this stim 
ulus by the creation of papci money, but only with tho.se who thought of lubricating 
the wheels of business by means of the importation of coin and bullion. If the reader 
observes how veiy* poi^ular this idea is and always has been with the man in the street, 
he will expect that it is pmctically nbic|iiitous. so much so that it often is imidied rather 
than explicitly stated. '1 he only obstacle to its aliMihite sway was tlie treasure asi)ect of 
bullion importation—the idea that the imported bullion should be luKirded against the 
rec]uirtments of war. Malyncs and Misselden. the two antagonists. nia\ however both 
be quoted as instances of this ‘lubrication argument.' Both saw the stimulus in connec¬ 
tion with ri.sing prices, Malyncs’ shade—after having been, for three centuries, the ob 
ject of practically uniscrsal vituperation—thawing ai)plause from I.ord Keynes {General 
Theory of Employment, Interest, and Money, p. 34?) for being aware of ‘the fallacy 
of cheapness’ and the danger of ‘excessive competition’ and for having associated iu 
creasing sales with rising, instead of falling, prices. But, as we have seen, other writers 
did not stre.ss this relation of the stimulus with ri.sing prices: they cither looked upon 
higher rising prices with misgivings or else they believed that bullion importation would 
stimulate trade without raising prices. 'JTiat it is by no means foolish to hold the latter 
opinion w-ill be shown later in a footnote. 

Child. Mun, and others afford examples of the projuisition that foreign investments 
are inevitable in the short lun—if they said .so from interested motives, what of it?— 
but I am unable to quote instances of arguments in favor of permanent investment 
abroad before Sir James Steuart and, what is more, neither i$ Professor Viner (op. cit. 
p. 16). 

So far as these arguments arc concerned, there is little .serious error to 
record. Considering the pattern to which they were to apply, they were all 
more or less capable of logical defense—more, in some rc.sjx*ets, than arc the 
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similar arguments of today. Moreover, certain weaknesses should not be judged 
too severely. It is true, for instance, that most of those wTiters do not seem 
to have been aware of the extent to which the validity of their arguments, at 
least of the purely economic ones among them, depended upon the condition 
of underemployment or underdevelopment of productive resources.'^ But the 
reverse reproach may be addressed to their critics and successors in the nine¬ 
teenth century, in part e\en to Marshall himself.-* I'inally we shall see that 
many of the necessary qualifications and many of those counterarguments that 
are comi^lcmentary rather than coinpetiti\c were worked out not by a few 
isolated ‘heretics/ but by the ‘mercantilist' writers themsehes. 

But neither is tlicre much analytic merit to record. W^hether right or wrong, 
those arguments were in most cases put forth on the strength of their com¬ 
mon sense appeal. The common man at all times believed in them as a matter 
of course, and the economists of that age believed in them along with him. 
'Ihey tried to rationali/e the practice of their time, both in the sense that 
they tried to voice what they conceived to be the aims and needs of their 
times and countries, and in the sense that they tried to put some logical order 
into the irrational hea]) of actual measures and practices. But they did not 

^ Coinixire. however, Arthur ^'oung. Political Essays concerning the Present State 
of the British Empire (1-72), who {p. exi^licilly refers to ‘unemployed poor and 
uiipiirehased eomiiioditjcs.’ I owe this reference to Professor \’iiier (op. cit. p. 54). 

Marshall, and also Pigou, did relax on the ‘absolutisin* of traditional free trade 
tloctrine. especially in their c(»ntribiition to the controversy about Joseph Chamberlain's 
tariff reform proposals. Hut they hardly made it sufficiently clear to others, and may 
not have .sufficiently reali/ed themselves, that the usual propositions about free trade 
are only valid under conditions that often fail to be fulfilled or, alternatively, only 
on a high level of abstraction. 

W'e may use the oi^portunity to touch upon another point that has been made. 
It has been held that, as is indeed obvious, the ‘mercantilist' writers presented short run 
views and it lias been admitted ‘that some of the mercantilist doctrine would not be 
quite so absurd if appraised from the .short run point of view’ (see \'incr, op. cit. p. 
111). But there is no ‘evidence that the mercantilists intended their analysis and pro¬ 
posals to be regarded as holding true for the short run only, and there is abundant 
evidence that they were ordinarily not aware of any distinction between . . . desir¬ 
able . . . practice to meet a temporary situation . . . and . . . permanent policy.' 
(ibid.) This is hardly fair. 1 ’he distinction alluded to is a result of prolonged analytic 
work; it would be easy to mention examples of its violation from later and even from 
modern work. T he merc:antili.st writers wrote for the situation that confronted them 
much as did Lord Keynes. This was, to be sure, not a temporary situation in the 
narrow sense—it was the situation of an age which was a sequence of emergencies and 
in wliieh analysis of long run equilibria could have intere.sted only the purest of pure 
theorists. But they did not talk about any •permanent’ policy cither. They were too 
practical-minded to believe in any such thing or rather this idea had not entered their 
heads at all. Apart therefore from passages (c.g. in Thomas Mini’s England*s Treasure, 
to be quoted later) which indicate that some of them did have an inkling of the 
fact that, as we should say. their argument did not a]iply in the longest run, let alone 
to a state of long run equilibrium, it should be enough for us to judge their argument 
as it stands, whatever their own opinion of its methodology' may have been. 
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probe below the surface to depths wlierc the need for analytic technique as¬ 
serts itself. They posited their arguments and hurried on to specific recom¬ 
mendations, for cxaniplc, as to which industries were the most promising 
ones to foster—for Llngland, they suggested fishing or iron or linen or the 
improvement of vvater\\a\s or the development of crown lands—and how the 
go^eminent should go about fostering them: main of their works arc just 
full of projects—\'arraiitoirs are a good example. But as a rule they did what 
our own planners mostly do: they left off where analysis begins. This is what 
I meant when I said that the bulk of that literature was pre-scieiitific, which 
from our point of \iew is much more important than whether we like or dis¬ 
like ‘mercantilist’ policies and their nationalist spirit. How very prc-scicntific 
the reasoning of most writers w'as can Ik* seen most clearly where they did 
make attemi)ts at anahsis and nowhere better than in the way thc\’ handled 
the one analytic tool that hostile historiography has singled out for criticism, 
the balancc-of-tradc concept. 

[iCi The Balance of-Inidc Concept as an Analytic Tool.] 'Ihe first thing 
to observe about this concept is that it is in fact an analytic tool. 'J'he balance 
of trade is not a concrete thing like a price or a load of merchandise. It does 
not obtrude itself upon untrained e>cs. A definite analytic effort is iec|uired 
to visualize it and to percei\c its relation to other economic phenomena, how¬ 
ever insignificant that effort may be. 'The history of theoretical jdnsies shows 
that achievement of this kind is difficult and takes iimch more time than we 
should expect: ideas lia\c for centuries been within what to ns seems easy 
reach, and they have even been uttered in some sterile form from time to 
time without really coming fully within anyone’s grasp. If we reflect iiix)n this 
difficulh* we shall cease to make light of that particular achievement. 

Nor does the concept lack importance. I he balance of payments in the 
sense defined in the footnote below ® is an imjjortant datum in the diagnosis 

1 take it that the kind of statement that we refer to by this term (Balance of Pay- 
nientsi is familiar to the reader and that he properly distinguishes it from the balance 
of indebtedness. Hut there is one point about it on whith it may not be superflous to 
comment. The statement might be drawn up according to ordinary Ixiokkeeping prin¬ 
ciples. In this case, there is for evcr\‘ item that enters the balance sheet another item 
that will balance it as a matter of bookkeeping technique. Such a balance would always 
‘balance,' not only necessarily, but tautologically. But even if we simply confront the 
sum total of credit items with the sum total of debit items, the two totals must 
eventually be equated somehow, if neccssars', by carrying forward, or defaulting on. 
the difference. In tliis sense the balancing is still necessary though it is no longer 
tautological. I'herc is, however, a third .seri.se in which credit and debit need not bal 
ante in either of these two meanings, but are made to balance by forces which their 
failure to do so will autoniaritally set into motion—so that (but in a third sense) we 
may still say that they will balance ‘nectss.irilv.’ 'I he households and firms of coun¬ 
tries A and B, which for simplicity’s sake arc now both assumed to be on a perfectly 
free gold standard and tr) have no other dealings except sales and purchases of tom 
modifies, may .send out orders to each other that w'ill at any given point of time sum 
up to different amounts. Dnt as these orders are being carried out and paid for, any 
such difference will, in the absence of credit arrangements, have to be .settled in 
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of the economic condition of a country and an important factor in its business 
processes. In the sc\cntcciith and ciglitccnth centuries the balance of trade 
in commodities and services may v\'cll have been the operative part of the 
balance of payments and, thus, have had all the importance that may be at¬ 
tributed to the latter. I’hc trouble witli it is that, as a tool of general economic 
analysis, it does not work by itself: if we know nothing except the figures of 
exports and imjjorts (alwavs including figures for services), we cannot make 
any inferences from them, "riius, an ‘unfavorable’ balance may be the svinp- 
toiii of increasing wealth but also of a process of impoverishment; a ‘favorable’ 
one may mean prosperity and employment, but just as well the reverse. It is 
onlv in connection with other data that the balance of trade acquires both 
its svniptomatic and its causal meaning. 'I his should perhaps he qualified by 
the admission that, even taken by itself, the net of the balance of current 
debits and credits—which sometimes may be approximately indicated by the 
current net of the balance of trade—is an important factor in the monetary 
processes of a countrv, hence an important factor in the decisions of monetary 
authorities. Hut bioadlv s])eaking, reasoning as well as action that turns on 
nothing or next to nothing but the balance of trade cannot be correct except 
b\ accident. 'I’hese considerations will help materially in appraising both the 
contributions and the errors of the ‘mercantilist’ writers. Let us keep in mind, 
however, that now we arc not concerned with a plank in an economic platform 
but with the handling of an analytic tool. 

^di SVm/, Malyiws, \!isseldaiu Ahin.i 'Ihis analytic tool has a long pre- 
historv into which we need not go." Credit for having had a clear conception 

sjHcit', and tliis flow of monetary metal will (or would eventually, if there arc abso¬ 
lutely no hiti hcs. if initrs arc flexilfle, cti .i so act iiiron prices and incomes (to neglect 
eventhing else—and these variations in prices and incomes will in turn so affect the 
orders, hence the commodity flows—as to brinj; about 'automatically* equality of debit 
and credit items and a distiihiition of the cold that will be adequate to support the 
prices resiiltinq fimn tlie imicess. 'Iliis primitive schema represents what vve mean by 
the Automatic Mechanism, which was. as vve have seen, described—partly at least— 
by Malyncs and which will presently be used as one of the guiding stars in our travel 
through i^art of the ‘inertantilist* literature. If wc have sufficient confidence in its 
strength—miraculous though such confidence would be in people who have been 
witnesses to the world de]nessinn—we may be so little impressed with the danger of 
its failure to function as to hold that it will alwavs insure that equality, 'fliis may 
then be expressed by saying (rather mi.sleadinglv i that balances of payment will neces 
sarily’ balaiue if vve include the balancing gold flow, Xote. for the time being, that 
in the text the term balance of payments sbonld be understood to exclude this (or 
any othcrl balancing item, so that there is no need for debits and credits to balance. 

* .\n instance of its use at the middle of the sixteenth centiirv- has been given in 
footnote 1. at the beginning of this .section. Oher instances could be mentioned even 
from ninch earlier times. 'I'hus in i^Si an official of the name of Richard .Aylesbury 
expressed the ojunion that no money would flow out of F.ngland if not more ‘strange 
rncTchandisc’ were allowed to enter England ‘than to tlie value of the denizen mer¬ 
chandise which passes out of the realm.* Me also supported the policy of prohibiting 
exportation of coin (and importation of debased foreign coin) and, displaying awar& 
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of it and for haxing been the first to use it and, in substance, correctly 
belongs to Antonio Serra.** It is not only that he paid due attention to the 
invisible items, in which he seems to have anticipated all writers of his own 
ccntur\'; or that he fully realized the nature of exchange-control policies; or, 
as it is usual to put it, that he ‘refuted the bullionist doctrine of the exchanges’; 
or that he expounded (as had LaflPcinas before him) the \icvvs about the pro¬ 
hibition of gold and siher exports which in I’lngland were to become general, 
at least among the writers of first rank.‘* as the century drew to its close; or 
that he introduced the quantity-theory element into the discussion concern¬ 
ing the proposal to stoj) the outflow' of gold and silver by devaluation—al¬ 
though these were important ct)ntribiitions. Nor should we allow' ourselves to 
be too much impressed by the fact that, though not the first to sec the rela¬ 
tion between gold and silver movements and the balance of trade (or pay¬ 
ments), he was the first to elaborate it. I’or though this docs carry analysis 
one step further, in itself it docs not mean more than a rather obvious ob 
servation, which inoieo\er is just as likeh to suggest wrong or at least in 
adequate inferences as it is to suggest true ones. 'I'lic really important point 
is not tliat he explained the outflow of gold and silver fiom the Neapolitan 
Kingdom by the state of its balance of trade, but tliat he did not stop at this 
but went on to explain both tlic outflow and tlie balance of trade by the 
economic conditions of the country. Essentially, the whole treatise is about 
the factors on which depends the abundance of cointnoditics —natural re¬ 
sources, the quality of the people, the cle\elopmciit of industrs and trade, 
the efficiency of the government—the implication lieing that if the economic 
process as a whole functions pioperly, the balance of trade will take care of 
itself and not require any specific. In this schema monetary phenomena arc 
consequences rather than causes, and symptomatic rather than important in 

ness of the importance of the invisible items of the balance of payments, further sng 
gested that the payments to Rome shoiikl be effected in kind rather than in money— 
the same suggestion tliat was to some extent ado])ted in the case of German reparation 
payments in and after 19J 9 - All this is (contrary to M. Beer’s opinion in Early Britidi 
Econornics) perfectly in keeping with sixteenth century views. Source of quotation: 
‘Opinions of Officers of the .Mint on the State of English Money' in Bland, Brown, 
and 'lawncy, English Economic //rsfory. Select Documents, pji. 220 ct seep, a most 
helpful compilation, perusal of which cannot be recommended too strongly. 

^ Brere trattato delle cause che possono far ahhondare li re^ni d'oro v ar^cnto dove 
non sono minicre, con applicazione al regno di Sapoli 'I’lic title, as will be 

seen from my comments, is somewhat misleading and the cxi)osition of what 1 con 
ceivc to be his fundamental idea is somewhat impaired by this eoncentration on tlie 
narrow polemiccnl purpose of refuting He Santis’ extliange control \iews (see above, 
sec. 3, n. 7) in wdiieh, if wc judge him from the standpoint of present day views, he 
also went too far. fOn Serra, see above ch. 3, sec. 5.) 

® For the benefit of some historians of economics, it may be w'cll to add that Serra 
was not a director of the East India Company, but a poor devil who wrote his tract 
in a Neapolitan prison. 
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themselves.’® And the author (in his discussion of the case of Venice, eh. x, 
Part i) brushes against, though he docs not explicitly state, the proposition 
that a prosperous country—that is to say, a country whose economic process 
is not disintegrating—can have all the gold and silver money it may require.’^ 
From this, however, the way should not have been very far to Hume. 

'riiere are two reasons wh>’ this has never been adequateh' recognized. First, 
Serra stopped short of pointed formulation, and there were no immediate 
succes.sors to de\elop his analysis. Second, the vision of critics, whether friendly 
or hostile, has been so blurred In' slogans about ‘mercantilism’ that they hardly 
bothered to ask nhat precise role a man’s protectionism pla>cd in his schema 
of thought and in what sense the balance of trade seemed important to him 
—though, from the standpoint of economic analysis, these questions are much 
more interesting than is the question how far removed that man may have 
been from free trade. 

In England, a controversy not dissimilar to that between Dc Santis and 
Serra arose between Malynes and Misselden. We ha\c alread\ glanced at it 
from the side of Mah iies. To a lesser extent, Edward Misselden (fl. 1608-54) 
is entitled to credit on a par with Serra. lie did not fail to state the proposition 
that exportation or imiiortation of bullion is in the last analysis to be ex¬ 
plained by the *iileiit>' or scarcity of commodities* and therefore cannot be 
accused of having missed the point entirely.’*^ Nor is it as easy as generations 
of critics belicNcd it to be to convict him of erroneous rca.soning if, on the 

first scnteiKcs of the first chapter of Part i of Serra’s Breve trattato cannot 
be addueecl against this statement, because they are amply accounted for by the oc¬ 
casion and by the wisli of the author to be read by the captain general, who was just 
then woriying about the state of the exchanges and the drain of money. I do not 
think that anyone who considers the book as a whole will wish to disagree. 

It is one ot the weaknessis of ‘mercantilist’ literature that it never—not even at 
its peaks, such as I’etty—got beyond the idea of a required amount of money, any 
excess or deficit being in the nature of a disadvantage. Serra did not even get as far as 
that, but merely sjw»ks of ‘abundance.’ 

*2 At first, that controversy was in the nature of a family quarrel between exponents 
of different monetary policies, for in his first publication. Free Trade: or the Meanes 
to Make Trade Florish (1622), Misselden expounded \aew's not entirely different from 
those of He Santis {the meaning of Free Trade, as pointed out before, had little to 
do with the meaning the term acquired in the eighteenth century'). Misselden meant 
no more than the removal of certain monopolistic restrictions, especially by the great 
companies, inchulinc the Merchants .\dventiirers to which at that time he belonged 
himself. But he developed, and in 162^, published his attack upon Malynes, in which 
he not only used the term balance of trade but placed the concept in the center of 
his argument: The Circle of Commerce: or the Ballancc of Trade . . . 1623. On Mis 
selden, see particularly E. .\. f. Johnson, Predecessors of Adam Smith (1937). 

**<Thc reader will howe\cr recall what has been .said above on behalf of Malynes. 
To that extent, commendation of Misselden must be tempered, as it must in Serra’s 
ease, by taking account of the fact that lie entirely overlooked the elements of truth 
in his opponents* argument. 
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one hand, we fully allow for inadequacies of exposition and, on the other 
hand, for whatever may be said in his favor from the point of view of recent 
theories. Unquestionably, however, he came much nearer than did Serra to 
those definite errors which stand out so glaringly in Mini's book,’* perhaps 
only because there the argument is more fully develo])ed. 

Mun's book is generally looked upon as the classic of English ‘mercantilism.' 
This prominence is unfortunate, but it is not wholly unmerited. In fact we 
already ha\c had to mention it several times. A wide variety of questions— 
from fishing to the gold and silver embargo—are dealt with sensibly (though 
without particular depth or originality) in its spacious frame, the connecting 
thread being what in Professor Johnson\s felicitous j^hrase we may call con¬ 
cern for ‘generating produetixe power.' 'Phis aspect is, however, covered by 
previous comments, particularly on the protectionist argument. It is only in 
order to axoid misunderstanding that I xvish to emphasize once more that the 
economics behind Mini’s arguments on practical questions xxas, if primitive, 
yet substantially sound—xxhich statement, to risk another repetition, has noth¬ 
ing to do xvith approval or disapproxal of imperialist goals or any other ‘ulti¬ 
mate standpoints.* 'I'hose arguments are in fact xery little affected by the 
analytic errors to he mentioned. Exen the particular emphasis placed uiion 
the export surplus is, as xxc knoxx, in itself not incapable of defense. I'inallx , 
not only are the erroneous propositions remoxable. but they are in most cases, 
and e.specially in Mini’s, associated with others that qualify and sometimes 
even contradict them. 7 'he txvo most important instances in his case arc liis 
recognition of the neccssitx* of occasional gold and silxer exports,’* and his 

i*Sir Thomas Mini (1571 1641) xvas a prominent businessman—as modern critics 
never fail to emphasize, he was. among other things, a member of the coinniiltee of 
the East India Company—who by virtue of his ability and force of character acquired 
considerable authority that reached far beyond the business coninuinity. If in this 
book xve were interested in doctrines and policies for their oxvn sake. \vc sfiould have 
to rank him verx* high. Let us nf)te his Disenurse of Trade from England unto the 
East Indies . . . (1621; an important contribution to the controversies about the East 
India Company, reprinted by the Eatsimile lext Society, 1930) and the book men 
tinned in the text: England's Treasure hy Varraign Trade: Or, The Hallance of our 
Forraign 'I'rade is the Rule of our Treasure, an imjx*rfectly systeinatized colleefion of 
papers written presumably about 16^0, and pcjsthuniously published by his son. John 
Mun. in 1664. 'I here were several reprints, one in Ashley’s Economic Classics (1S951. 

K. A. J. Johnson, Some Origins of the Modern Economic World (1936), p. 9S. 

It should perhaps be explained why. in ap])arent contradiction to my program 
matic explanations in the First Part, I constantly refer to policies and recoinmendations, 
I .shall do so less and less as xve go on. But in the case of the ‘mercantilist’ xvriters 
recommendations and ‘practical’ arguincnts offer the only po.s.sibility of probing into 
an embryonic fund of theoretical knowledge. 

This, of course, critics found it easy to dispose of by jiointing out that all he 
thought of was to defend silver exportation by the East India Company. It is more 
to the point, however, that his argunicnt about this exportation—based as it is on 
re exportation of imports from India and other factors xx'hich would tend to reverse 
the flow, possibly more than reverse it—does not amount to more than a qualification 
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recognition—which seems to have escaped some critics—of the fact that in 
the end of ends a policy aiming at persistent export surpluses must defeat 
itself tlirough the rise in domestic prices it would eventually produce.^® 

llic errors in cjnestion all center in a single proposition, which may, how¬ 
ever, ])c stated on three different levels: (i) that the export surplus or deficit 
measures the ad\antage or disadvantage a nation reaps or suffers from its inter¬ 
national trade; (2) that the export suridus or deficit is what the advantage or 
disadvantage from international trade consists in; (3) that the export surplus 
or deficit is the only source of gain or loss for a nation as a whole. 

All tlircc statements }ia\'c been made. None of them is defensible, llie idea 
that a certain quantih' measures another quantity that cannot be measured 
directly is not one that occurs readily to the untutored mind, ^’herefore, we 
shall not expect to find ex])licit instances of proposition (1) and I have iii- 
Sfittd that statement only because it affords a mitigating interpretation, jus- 
t’tuible in some cases of what really reads like (2). Fortrey and Cokemay, 

that leaves the principle intact. W'c also know that the analytic progress involved was 
antiiipated by LafTenias and Sena. 

^‘''I'hus. .Mini used the qnaiifity theory fully as much as was requisite for his pur- 
]iosc. In the face of this and of wliat 1 .said before in connection with Malynes' work. 
iH^thing more need be said about the iiidictinent (which does hold for the Spanish 
p(thticos of the first half of tlie seventeenth century) that the English ‘mercantilist' 
writers as a group. Rodin notwithstanding, had not yet discovered that thcorx*. It is 
also interesting to note that, unlike some of the nineteenth century economists who 
felt sf) superior to them, the ‘mercantilists’ were aware of the importance of that time 
interval during which increase in liquid means would assert its stimulating influence 
on business activity without as yet raising luices. An explicit statement about this 
may be found in a tract which it is not possible to commend in any other respect: 
J. Hodges, Present State of England (169-). passim. 

'■•Samuel l*"ortrey, a thoroughly insignificant writer, attracted much attention by 
his pamplilet; Eng/<jnJ'.s hitcTcst and hnproYcment . . . fi66^), in which he pub¬ 
lished (quite spurious) figure.s about England's trade with h'ranee according to which 
England had exported to I ranee to the extent of .li .000,000 and imported to the 
extent of £2.600,000. This he called a ‘loss' to F.ngland of £1.600.000. which we may. 

I think, take as a fair examjde of (I’l—provided that any clear idea can be attributed 
to that author. Hut e\en a writer of very different caliber, who will be mentioned 
again. Roger Coke (the work’s most important for us are A Discourse of Trade . . . 
1670, and England's hnproyements . . . 167s), allowed himself, in an unguarded 
moment and .scared by 1‘ortrey’s figures, to make tlie same statement, viz., that Svliere 
consumption of things imiiorted. does exceed in value the things exi>ortcd, the loss 
will be as the excess is.’ Of course, the error in question must not be as.siimed in 
every instance of the occurrence of the words ‘loss’ and ‘g-iin.’ For, first, they may 
have no otlicr meaning than they have w'hcn we say, c.g.. that the Bank of England 
‘suffered a loss cif gold.* 'This is es]iecially likely to be the case where gain and loss 
expressly refer to ‘treasure.’ which term often, though not always, means only gold 
and silver. Second, it should not be forgotten that, though our proposition is not 
valid in general, there are particular ca.ses and meanings in which it is valid or in 
which the error involved is not \ery .serious. In this connection it is especially impor¬ 
tant to bear in mind that the ‘mercantilist’ waiters, more than their successors, actually 
did have particular situations in mind. 
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however, be quoted by way of illustration. Tlic second statement—which of 
course we must not sus|x*ct behind oery proposition about the advantages, 
real or fancied, of an export surplus—is not Ncry easy to find in writers who 
count. Both Misseklen and Mun seem to be among Ihem, liowevcr—perhaps 
e^■en Petty if we choose to take at face value a certain most infelicitous 
passage. With the small fry, such utterances as that all exports are gain, all 
imports arc loss, are almost as common as they were with protectionist United 
States senators in the nineteenth century and c\en later. 'I’he third statement 
is the worst. Since no fair-minded person will lightly attribute such nonsense 
to any writer who displays any traces at all of ability to reason, and since 
inadequate formulation may easily make it indistinguishable from the harm¬ 
less assertion that expansion of her foreign trade was, for sexentecnth-century 
England, an important avenue to greatness (purely rhetorical overstatement 
was much more usual in the times of Euphuism, Marinism, and Gongorism 
than it is today), it would be tempting to deny the existence of convincing 
cases. Hie reason why this is not possible does not so much lie in the fact 
that some instances would pro\e rather refractory to benevc)Ient interpreta¬ 
tion. but rather in the fact that such attempts at analysis as were undertaken 
would, if they had been successful, have established the third statement along 
with the two others. 

The most common of these attempts proceeded by way of analogy. Its most 
influential, though not its first, sponsor was Mun (and it was rei)eated by 
Car>). If an indi\ idiial adds part of his annual income to the read) money in 
his chest—provided, so we must add. the others do not do the same thing— 
he will grow richer every year; if a nation realizes an exj^ort surplus and draws 
it in gold and siher. it is doing the same thing; ergo the nation will be en¬ 
riched by the exact amount of this surplus. Let us remove some of the most 
ob\ iously objectionable features of this piece of reasoning b\ choosing a some¬ 
what different analogy. Suppose we look upon a nation as a business concern. 
A private firm may be said to grow richer or poorer every year by the amount 
of the profit or loss item of its balance sheet. Suppose further that the balance 
of payments is for the nation what the ordinary balance sheet is for the in¬ 
dividual firm, so that its net corresponds to the latter’s profit-and-loss item. 
If the balance of payments contains nothing exccj^t the elements that make 
up the balance of trade, the natk)n would grow richer or poorer every year 
by the amount of its export or import surplus. Two things are clear; first, that 
there is no .sense whatewer in this argument; second that, if it be taken seriously, 
then all three of our statements would follow' and not only the first two.-® 

2*^ Attention should be called to the fact, overlooked by at least one critic, that 
the phrase *a nation is not enriched by what is purcliascd for consumption at home' 
docs not necessarily involve statement (3). For it may mean no more than this: if A 
buys from his connational B some goods for his own consiiin])tion. then, in a central 
bookkeeping agency of the nation, A would be debited and B u'ould be credited with 
equal amounts; if however B sells the goods to the foreigner C, then B would still he 
credited but there is no compensating debit—a triviality which may invite, but does 
not in itself spell, error. 
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Even if not explicitly stated, some such confusion must be suspected when¬ 
ever the favorable-balance element is stressed in the absence of a special mo¬ 
tivation, such as the argument about monetary stimulation of the business 
process, llicrc is, however, another line of reasoning that may lead up to 
the first two stateincnts and even entangle an author in the third. Several 
authors of high rank, such as Coke and Petty,*-*’ adopted it, but it was most 
clearly developed by Locke.-- If we define national advantage to mean in¬ 
crease of the relative share of a nation in the world's real wealth, and if we 
siipi)Ose that all countries use an unfettered silver standard, the total amount 
of siber in existence being approximately constant, then the nation's relative 
share in the world’s wealth will tend to be proportional to, or represented by, 
its relative sliarc in the existing stock of silver. ‘Riches do not consist in having 
more Gold and Silver, but in having more in proportion than the rest of the 
World,’ wliich is why a certain quantih’ of silver, if acquired by means of a 
faNorable balance of trade, increases the riches of a nation more than would 
the same (juantity if newly mined. Disregarding the latter possibilih', w'C may 
e\en sa\’ that a favorable balance of trade is the only means of increasing 
that share in the world’s wealth or, for any nation, the only possible source 
of additional ‘relati\e wealth,* a proposition that is not worse than many that 
are taught today. It is strikingly illustrative of the ways of the hiiinan mind 
that Locke of all men should ha\c committed himself to this argument. That 
Colbert‘ should Ikinc been addicted to it is much less surprising. 

j(e) Ihrce Erroneous Propositions.] Before wc go on, it is necessary to 
touch briefly upon tliree points of minor importance. First, if the argument 
just presented were acceptable, it would provide a rationalization for the idea 
that one nation’s gain is another nation’s loss. In fact this idea w'ould simply 
follow from it. However, much as we stand in need of such a rationalization 
of an idea that was current at that time and has nc\cr been absent at any¬ 
time, we are under no compulsion to assume that it was rationalized in that 
way. Bearing in mind tlic j^rimitivity of all the economic reasoning of the 
])eriod, we ma\- perhaps more plausibly connect that idea with its counterpart 
in the realm of individual economics, the idea that in every exchange one man's 
gain is another man's loss. From Aristotle on, philosophers refined upon it by 
defining more precisely what the gain was that thus came under a ban, namely, 
the surirlus above the just price. But however it was defined, the people al¬ 
ways felt, as the\' do now, that the kind of gain that made the merchant rich 
resulted from their being somehow^ cheated or exploited. In the writings of 
the Consultant Administrators of all t\pcs, symptoms abound both that the> 
more or less subscribed to that view and that gradually they w-crc getting rid 
of it. Few^ subscribed as explicitly as did Montchreticn, who states it as an 

1 do not think, however, that Petty {ycrbiim Sapienti, ch. x) meant anything 
to whicli veiy strong objection need Ik* taken. 

22 Some Comidcrations . . . (1692), see above, eh. 6, sec. 2. He also uses the 
analogy just di.scus.scd. 

2“ See Ilcckschcr, op. cit. vol. 11, p. 27. 
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axiom (Hecksclicr, op. cit. vol. ii, p. 26); few got over it as completely as did 
Barhon: the bulk of the literature is between these extremes. 'I’his slow dis¬ 
integration of one of the oldest elements of popular economic thought is one 
of the most important points to remember concerning the history of analysis 
in the seventeenth century. 

Now, if we take hold, on the one hand, of the principle that *onc man’s 
gain is another man’s loss’ and, on the other, of the habit of the period of 
reasoning on national trading by analogy with individual trading, we arrive 
immediately at another faulty rationalization of the belief that one nation’s 
gain must be another nation’s loss. 

Second, from this follows immediately a j)ossiblc explanation of another 
erroneous proposition that may be suspected behind many versions of the 
balance-of-trade argument. If we identifs the gain that is somebody clse’s loss 
with profit in the businessman’s sense, then all such gains will cancel out in 
a combined balance sheet of all firms and households in the country, except 
the gains that are made in foreign trade, 'ihesc will not cancel out, because 
foreigners’ losses do not count. Making the further wild assumption that these 
gains add up to the export surplus, wc may cap a psramid of nonsense by 
asserting that the latter reiMesents the sum total of net—that is, unconipcii' 
sated—pri\ate profits in a nation. 

But I am not prepared to charge this to the account (jf any of those ‘lucr' 
caiitilist’ writers who were on a level sufficiently high to warrant the discussion 
of their views, even if some of them did come dangerously near to sav ing or 
implying it. My reason is that the Consultant Aclininistrators did not primarily 
write—whatever tlicv mav liave thought—about individual profits. Mven when 
they used terms such as ‘profits’ from international trade, they meant national 
advantage. And this national advantage was not identified with the i)rofit in¬ 
terest. Nor was it held that individual action on the jnofit motive, necessarily 
or normally, promotes the social or national interest. 'J his laissez faire proposi 
tion was at first quite foreign to their scheme of thought, 'riiey used tlie prin 
ciple tliat ])iisiness behavior turns upon profit—for instance, their recoininen- 
datioiis mostly aim at influencing profit expectations—but they not only ad¬ 
mitted tlic possibility of clashes with flic public interest, they even considered 
clashes to be normal and concordance to be exceptional. This is precisely why 
most of them took the ncccssih* of government regulation for granted and 
only discussed the aims and inctbods of it. It is true that they slowly worked 
their way toward a different jKiint of view—as we shall sec presently, one of 
their achievements consists in this. But fundamentally they were planners, 
planning precisely in order to avoid what they conceived to be the antinational¬ 
ist effects of unregulated enterprise, irrespective of how profitable such enter¬ 
prise might be to individuals: when they recommended that the importation 
of currants via Venice should be stopped, they did not bother about the 
profits that might be destroyed by so doing. Under these circumstances it is 
hardly necessary to insist on fastening upon them the responsibility for that 
particular analytic miscarriage. 

Third, nothing has been said so far about the famous ‘confusion of wealth 
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(or riches) with money/ None of the errors of analysis that have been men¬ 
tioned amount to, or imply, any such confusion. Moreover tlicrc is, so far 
as I know, no proposition to be found in ‘mereantilist* writers that cannot 
be explained—how'cver erroneous it may be—without assuming that they 
tliought that wealth was the same thing as money or bullion or ‘treasure,' or 
that they confused money with what money can buy. Wc have thus little 
reason to waste space on a completely uninteresting question. But readers 
may feel entitled to a comment on what has become a standard topic in the 
historiography of economics e\cr since Adam Smith, by his unintelligent 
criticism of the *comniercial or mercantile system,' 2* set the bad example. 

As early as 15549, an anonymous author,-"* setting out to ‘declare the means 
anti polices howc to reduce this Realrne to a pros])erus and floreshing state/ 
finds it necessary to define in what this flourishing state consists. In his judg¬ 
ment. it consists ‘cheifly in being stronge against Ihinvasion of cncymics [that 
this comes first is interesting to us from another standpoint, J. A. S.], not 
molested with c>\ilc waircs, the pcoph being wealihie [author's italics] and 
not ()j)pressid with fannn nor penury of victiiallcs/ the last words being 
clearly intended to illustrate the ‘wealthie.' Yet he wants an export surplus in 
(jrder to get an import of bullion. Of seventccnth-centur)- authors, Serra, Mis-* 
selden. Mini (‘riches eonsisteth in the possession of those things which arc 
needful for a civil life’). Child (‘many tools or materials’), Cary, Coke, Yarran- 
tfui. and of course, Barbon, lYnenant, and Pctt>', not to mention the advocates 
of paper mone>’ and of bank schemes, can all be cited in support of the thesis 
that, whate\er their slK)rtc(nnings may have been and howe\cr much they may 
ha\c overstressed the importance of an increase in ‘treasure,’ wealth uas defined 
—cxplicith or by implication—much as wc define it ourseUes. A locus classicus 
occurs in a tract signed by Pajiillon; 'It is true that usually the measure of 

Wealth of Sations, Book iv, ch. 1. Adam Smith’s critieism is open to a still 
more serious indietincnt. Obviously conscious of the fact that this particular charge 
cannot be made good, he does not strictly .speaking make it, but he insinuates it in 
such a way that his readers cannot help getting the impression, which has in fact 
become very general. Excluding writers, German writers e.si)ccially, who might be called 
either postmercantilists or neomcrcantili.st.s, we may date the beginning of the reaction 
to it by \V. Chnniingham’s article, ‘Adam Smith und die Mercantilisten,’ Zeitschrift 
fiir die i^csamte Staatswisscmchaft (1884), 

W’e have met him before. ‘Polices to Reduce . . . Tudor Economic Docu¬ 
ments, vol. Ill, p. 51^. 

7 ’hoinas Papillon. The East-lndia Trade a Slost Profitable Trade to This King¬ 
dom (1677), quoted from llcckscher, op. eit. n, p. loi. 1 have not read the book. 
Professor Viner (oi"*. eit. pp. 17 iS) offers a list of quotations to establish his con¬ 
tention that confusion actually existed 'between quantity of money, on the one hand, 
and degree of wcaltli, riches, prosperity, gain, profit, i^overty. loss, on the other.’ In 
justice both to the writers whom he quoted and to Professor N^incr himself, it must 
be pointed out tliat he aims at a wider target. Nevertheless it is significant that, as 
the reader can easily satisfy himself, not a single one of the quotations establi.shes 
confusion (or identification) of wealth with money or bullion, though some oi them 
suggest the presence of other errors such as we have embodied in our three statements. 
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Stock or Riches is accounted by Money, but that is rather in imagination than 
in reality: A man is said to be wortli 'Icn thousand pounds, when possibly 
he hath not One hundred pounds in ready Money; but his Estate, if he be a 
Farmer, consists in [.and. Corn, or Cattle, and Husbandry Iinplcnients . . / 
Yet turns of phrase like W'^calth is htonev do occur freciuently."* Sometimes 
they can be easily disposed of as fa^-ons de purler. Why, Milles c\cn sa>s that 
‘Thougli money were the bcames and exchange the very liglit, yet bullion is 
the sonne' (quoted b)- Seligman in his article, ‘Hnllionists’). Shall we infer that 
he thought bullion and the sun were the same thing? In other cases, it may 
be necessary to rememl)cr that, while we are dealing with pieces of anahsis or 
attempts at analysis, we are dealing with primitive anahsis, the metliods of 
which differ but little from, and on the lower levels readih shade off into, 
those of the popular mind that still liarbored vestiges of the cult of hoards 
of gold and silver, thongli the British navy had already ousted the protecting 
dragon from tlic place he used to hold. But this is all. 


[;. Analytic Progrlss i rom thf. L-\st Quarti;r of Tin: Si vi-.mmlni h 
C r.xTURY: JosiAH Child to .\dam Smith] 

Let us return to the main road which, as wc already know, rose sharply in 
the second half, especially the last quarter, of the se\enteenth century. Bearing 
in mind what has been said before about other aspects of tlie anah tic work 
of those decades, we shall now add what remains to be said about the si^eeifi- 
cally 'mercantilist’ aspect. The work that remains to be noticed undei this 
heading is much more important than that of the preceding decades and con¬ 
sisted largely in a critical resision of the latter—a revision which constitutes 
the main analytic effort of the mercantilist writers. It seems to me that credit 
for having given the lead must go to Child.‘ Of other names it will suffice t(j 

2" llie reader who vvislics for instances can find a little collection in Ilcckscher, 
op. cit. II, pp. 1S6 ct seq., which even includes Rodin. Of particular inteiest is his 
discussion of Britanriia LauQuens fi6So). quoted Ijcfore. because the case of its author 
differs from the usual case in which such turns of iihrase appear occasionally ami 
which wc can leave out without changing anything in the argument, lie insists again 
and again that wealth is not goods but only treasure and that poverty is nothing but 
lack of treasure. Even in the face of this, however, it is necessary to insist (a) that his 
arguments, or some of tliein. make sense independently of it; (b? that the book is 
a poor performance not iq) to the standard of Mini's or C'hild’s; ic» tliat, though I 
defer to Professor Ileckscher’s authority, my own ex])cricnec of the literature would 
not justify me in considering it as ‘entirely typical’ (Professor Ileckscher (lualifies this, 
it is true, by adding; ‘of a large part of mercantilist literatuic’ and therefore may 
mean what I should not deny); (dj that allowance must be made for the tendency 
of prevailing schemes of tliought to produce freaks—for which thesis the economic 
literature of the last ten years provides am])lc verification. 

1 Sir )o.siah Child (1630^9) was no .systematic writer. Ilis contributions are so 
scattered over a great many topics that it is easy to miss their combined import. In 
fact, it has been missed. The additional misfortune of having been a prominent busi 
nessman and very rich seems to have scaled his fate as an economist. Mure than anyone 
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mention Barbon, Cary, Coke, Davenant, Petty, Pollexfen,* Yarranton, and one 
wliich I ex]Ket some readers will be shocked to find in this list—North, the 
free trader! 'Ilie main points to note arc these. 

First, Child—and others about tlie same time but mainly after him (chief 
instanee, PoIIexfen)—drew the consequence of liis theory of money, that 
money, beini; a commodity like ‘wine, oil, tobacco, cloth or stuff' may often 
be exported as miieh to the national advantage as any other commodity.^ This, 
if properly de\eloped, knocks the bottom out of any position that attaches 
j)rimary importance to the balance of trade per se. Cliild did not however 
proceed to frontal attack, which was, so far as I know, left to Barbon. But he 
made it ine\itable. Similarh, he led up to the two corollaries of his proposi¬ 
tion, but failed to state them. 'The one, that if exportation of gold and silver is 
nothing to worry about, their importation (the increase in the supply of money) 
is nothing to exult al)out, was also developed by Barbon. 'Phe other, that tlic 
im]M)it:ition of bullion does not add any more to the wealth of a nation than 
does the importation of raw materials, or even less (observe, however, that 
this is not in e\er\ sense above c|uestionj, was de\elopcd, though somewhat 
post festurn (1696/ by Cary. 'J'lie process of analysis that these instances illus¬ 
trate also did away willi the errors discussed before. This may be said to have 
been accomplished by the end of the seventeenth century. It is true that they 
were sliakcn off rather than ex))licitly renounced, which accounts for the fact 
that turns of j)hrase suggestive t)f them continue to occur even with such 

else he lias hcLii voted 'a special jileader' whose views may be interesting as ‘evidence 
of ((intemporary business life and opinion.' but have no place in a history of scientific 
ecf»n()inies. This aj^praisal may lie found in a most typical form in the article ‘Child,' 
in the l.Jicyctopaedta of thv Social Sciences. 7 ’he author, Henry Higgs, should really 
have known better. 

- Jolin I’ollexfen, /\ Discourse of Trade, Coyn, and Paper Credit, and of Ways 
and Means to CMain and Retain Riches (iGq’:’) and England and East India Incon¬ 
sistent in their Manufactiircs (also 169"). I’lie titles of the relevant publications of 
the others ha\e all been gi\cn before. 

Sir nudley North (1641 cji). Discourses upon Trade (1691), cd. J. H. Hollander 
(190-), It is interesting to note how acutely he was conscious of the difference be¬ 
tween lesults of analysis and ‘oidinar>' and vulgar conceits, being meer Husk and 
Rubbish' (preface); but he was a merchant and, later on. a public serv'ant—no pro¬ 
fessor, 

^ I’his must not be confused with the apparently similar argument of Miin’s that 
has been mentioned before. Child's propo.sition not only went further, but it meant 
something entirely different. It was not, as it was in the case of Miin's, exclusively 
motivated by the iM)ssibility that such exportation would eventually result in still 
larger importation. On the other hand, we must guard against a possible misinterpre¬ 
tation: one might read into that passage an anticipation of the principle of gold 
movements that was sponsored by Ricardo—-gold will flow if it is the relatively cheapest 
coininodity. But Child does not envisage the clement of commercial advantageoiisness 
of gold or silver exports, but only states that the national interest will not .suffer if 
gold and silver are exported. (On Child s nionetar>' theory, see above, ch. 6, sec. 2b and 
sec. 7a.) 
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writers as Cary, Davenant, Petty, Yarrantoii, and later ones, such as Harris, 
who in substance were quite free from those errors.® It is also true that, on 
what has been referred to as the lower levels, all this lived until it was re¬ 
placed by ‘liberal’ slogans—which, on those levels, were of no better grain 
intellectually.® 

® It is amusing to note that the ‘mercantilist’ writers became so alive to the dangers 
of overemphasis on money that they began themselves to use the slogan about the 
identification of wealth and money. ‘ITiiis, in a pamidilet that has been ascribed to 
Daxenant, Pollexfen was attacked on this ground, although in the Discourse he clearly 
defines wealth in terms of goods and although in England and East India he con¬ 
demns the import trade of the company merely on the ground of the frivolous nature 
of those imports, which he does not believe were re exported to a degree to justify 
Davenant’s (and others’) argument for that trade. I’his. whether good or bad eco¬ 
nomics. has nothing to do with that identification. I'lic same Pollcxtcn was arraigned 
I)y Professor \’iiicr (op. cit. p. 18) for having said that ‘gold and silver is the only 
or most useful treasure of a nation/ Rut why should this mean inoie than that gold 
and silver are ‘stores of value,' and best fitted for that role, a statement one can read 
in the majority of nineteenth centiny textbooks on money? This interpretation is en¬ 
tirely adequate to take care of the meaning of his text: of course, as far as that store 
of value goes, only bullion can make up for loss of bullion. 

Pollexfen, serxing as he does as one of tlie standard instances for the viexvs ex¬ 
pounded in the text, should be cleared of what I conceive to be unjustified aspersions. 
We may refer to another point in xvhich he was so unfortunate as to give umbrage 
to free-trade critics. He ‘still’ held that it is nxeaningful to balance trade xvith each 
individual country, a standpoint that, to the relief of those critics, Child and Barbon 
and even Mun had at last abandoned. But provided one docs xvant to regulate and 
plan—the rationale of xxi.shing to do so is another matter—I’ollexfcn’s opinion is, as 
has been pointed out in our discussion of Malynes, perfectly sensible as is also his 
recommendation to set an upper limit to the export of money to India. There is 
hence no reason whatever to wonder at the survival of this or cognate ideas: anon.. 
Short Soles and ObserYations in Point of Trade (1662) was, from the planner’s .stand¬ 
point. perfectly justified in denouncing the importation of vain and unnece.ssar>' com¬ 
modities; and so was Ralph Maddison (Englands Looking In and Out, 1640) in holding 
that control should be extended to ‘every particular trade.’ 

®By xvay of illustration, both of the statement made in the text and of the rationale 
of our method of appraising and ‘placing’ mercantilist (and also other) xvriters, let me 
give a late example of the occurrence of what most people will consider typically 
mercantilist errors. L. A. Muratori, in his Della pubblica fclicitd (1749), ch. xvi, lays 
it down as the jnincipal maxim that ought to govern economic policy that as little 
money as possible be let out of the state (fare, che esca dallo Stato it men Danaro, 
die si pud) and that as much of it as possible be imported (c che ve ne sintroduca 
il pill che si pud), a conclusion which xvas soon (1751) attacked by Galiani. See also 
A, Graziani, Le Idee econoniiche degli scriltori emiliani e romagnoli (1893). Now' I 
do not try to palliate this by an ‘understanding’ interpretation. 1 should agree with 
every one of Professor Vincr’s crisp epithets if they were to ajrply only to cases like 
this. But I think it essential for a pro]>er grasp of the history of economics to cm 
phasize their low level (w'hich of course is relative to dates). I'hc case derives addi¬ 
tional illustrative value from tlie fact that Muratori w'as a very eminent man in other 
fields. Even as an economic historian he stands high. But he did not know how to 
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[(a) Concept of the Automatic Mechanism.] Second, we have seen that the 
conception of the Automatic Mechanism—the mechanism which, if allowed 
to work and if conditions are not too much disturbed, may be held to guaran¬ 
tee in the long run an equilibrium relation between the money stocks, price 
levels, incomes, interest rates, ct cetera of different nations —was not entirely 
outside the range of vision of any of the ‘mercantilist’ wTiters one cares to 
quote: Serra saw much of it, Missclden and Mun, a little, Malyncs, nearly the 
whole of it. Tlic contributions that have just been discussed above, so one 
might think in retrospect, should have made the full-fledged theory of that 
mechanism an easy matter of co-ordinating and amplifying restatement. But— 
as the hist()r\- of any science again shows: a particularly good instance is af¬ 
forded by thermodynamics—such definitive formulation is surprisingly difficult 
to achieve and the first attempts at it are always likely to be failures. None 
of the authors mentioned did achieve it. North tried. He saw that there is 
such a mechanism as a result of which every country will draw to itself a 
‘determinate sum’ of money that will just suffice to carry on its economic 
process fat, and after adjustment to, the appropriate level of prices, a qualifica¬ 
tion which, however, he docs not add). But he went off the rails completely 
in his attempt to describe it. Locke was more fortunate. He even used the 
dc^icc later on adopted by Hume of tr>ing to describe what will happen, if 
half of the money in existence in a country be suddenly removed, and realizxd 
that this will restrict imports and increase exports, and yet he docs not draw 
the conclusion that to us seems obvious (or seemed so until twenty rears ago). 
But in order to get things into the right historical perspective, it should be 
realized that this fortress, though it was not completely reduced before the 
middle of the eighteenth century, was eventually entered, not by means of a 
new attack from a different side or by a new method of attack, but simply by 
l)rcssing on through the breach that the ‘mercantilist’ writers had made. This 
can be easily shown by a brief survey of subsequent der clopmcnts, which will 
at the same time serre the purpose of carrying us not only to the Wealth of 
Kdiions but beyond it to the threshold of discussion raised by the suspension 
of specie payments (Bank Restriction, 1797). 

The next substanti\c advance w'as made by Gerxaisc.** He added the propo- 

widd the kind of analytic apparatus the evolution of ^^hich is the subject of this 
book, and hence he wrote commonplaces or nonsense when he touched subjects that 
cannot be successfully treated without it. And this nonsense was not typical of the 
works of those writers of his time w'ho had command of such analytic apparatus as 
there was. It would only serve to blur the picture if his views on such subjects were 
allowed to figure in it. 

^ With regard to this mechanism, sec the footnote on the balance of payments 
(above, sec. 4, n. 6). 

* 1 have not mentioned Simon Clement, A Discourse of the General Notiorus of 
Money, Trade, and Exchanges . . . (1695), whose contribution has been strongly 
commended by Angell (op. cit. pp. 21 et scq.). But there was little merit in describing 
the specie-point mechanism that had been perfectly w'cll understood more than a 
hundred years before. There was, however, merit in Clement’s correct description of 
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sition, never before stated with unmistakable clearness, that an increase in 
'credit' (say, banknotes) will increase income and consumption, hence de¬ 
crease exports and increase imports, and thus produce, just as would an in¬ 
crease in the quantity’ of the monetary metals, an outflow of these metals that 
will eventually enforce credit restriction—an important contribution, particu¬ 
larly meritorious in its emphasis upon the ‘income approach/ Of course this 
proposition implies full understanding of the fundamental mechanism we arc 
talking about, since it merely develops a particular conscciiicncc of it. But 
Gervaisc's actual account of the automatic mechanism, though superior to any 
that had been published before, is yet far from satisfactory. It would, however, 
be sufficient to insert a few passages from Malynes in order to make it so. Suc¬ 
cessive marksmen, however, came nearer and nearer to hitting the buirs-eyc of 
the old target. Of those who did hit it, the most eminent were Cantillon and 
Hume.** The fact that Hume's essay aroused some opposition testifies to his 

the sequence of events that devaluation will produce as long as doiiiestie prices do 
not respond to it: bullion will flow, exports increase, imports decrease. He was not 
the first to sec that, but his is the first compact statement, so far as I know, of the 
particular piece of mechanism, made with a full sense of its iiniiortance. I’lie same 
claim may perlinps be made for the book as a whole, and if we add it to the con¬ 
tribution of the authors under discussion, it becomes still clearer that all the elements 
for what was to become a ‘classical’ theoiy were worked out before 1700. 

Isaac Gcrvaisc, The System or Theory of the Trade of the World. Treating of the 
Different Kinds of Value. Of the Ballances of ‘Irade. Of Exchange. Of Manufactures. 
Of Companies. And Shewing the Pernicious Consequences of Credit, and that it 
Destroys the Purpose of National 1 ‘rade (1720). I'liis remarkable little book, the 
merit of which is only slightly impaired by slijrs and clumsinesses (for instance, 
Genaise lets the precious metals be distributed among countries according to their 
population, but meets the obvious objection by a fairly .satisfactory' explanation), has 
I believe been discovered by the late Profe.s.sor Foxwcll. who called it ‘one of the 
earliest formal .systems of political economy, and stating one of the most forcible 
practical arguments for free trade.’ It will be Professor N'iner’s merit, however, if 
henceforth these 34 pages take the place in the history/ of our science that belongs 
to them (see Vincr, op. cit. pp. 79 et scq.). 

I take the opportunity to call attention to Professor Viner’s .section on ‘'I’he Self 
regulating Mechanism of Specie Distribution’ (p. 74), which, the best part of an ex¬ 
cellent work, is not only much richer in material than my exi>o.sition but also one of 
the most interesting essays ever written on the fascinating theme of how a theory 
struggles into existence. It is a pity that, in this sectiem as well as in the other parts 
of his work, he failed to distinguish between progress in analysis and progress toward 
free-trade opinions, or to put it somewhat differently, between what an author under¬ 
stood of economic processes and what he thought of them. 'I’hc .same common con¬ 
fusion we shall presently encounter again when dealing with the general theory of 
international trade. 

^ R. Cantillon, Essai siir la nature du commerce en general, which, as has been men¬ 
tioned before, was written (and circulated) about 1730 but did not appear in print 
until 1755. D. Ilumc, ‘Of the Balance of Trade’ in Political Discourses (1752), in¬ 
cluded in Essays, Moral, Political and Literary (cd. 1875, vol. i, pp. 330 et scq.). Com¬ 
parison with other writers, who may also be said to have hit the buirs-cye, only serves 
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merit as do Mic further facts that he added several points which were new, as 
far as I know, and that, unlike some economists of the nineteenth century, 
he did not trust the automatic mechanism unconditionally, though he failed 
to emphasize the frictions and disturbances that may attend its working. Es¬ 
sentially, however, his achievement consisted in shaking off tlie dust of mis¬ 
takes from pieces of the ‘mercantilist* inheritance and in assembling these 
pieces into a neat and well-rounded theory.^** And this is all. Nothing of major 
importance was added during the rest of the century. In the Wealth of 
NationSy Adam Smith did not advance beyond Hume but rather stayed below 
him. In fact it is not far from the truth to say that Hume’s theory, including 
his overemphasis on price movements as the vehicle of adjustments, remained 
suljstantially unchallenged until the twenties of this century. 

[J. A. S. left note: ‘please leave rest of page' and added in pencil as a reminder the 
three names Melon, Diitot, Galiani.] 

[(b) Foundations of a General Theory of International Trade,] A third 
point remains to be noticed about the work of our group of ^^Titers. just as 
they paved the wa>' toward the thcon;’ of that automatic mechanism of gold 
and silver movements, so they also paved the way toward the theory of the 
automatic mechanism of coinmodit}' movements. In other words, they pulled 
out of that prcseientific stage in which the protectionist arguments had no 
theoretical basis, rather than a faulty one, and began to lay the foundations 
of the general thcor\ of international trade that was to take shape in the last 
decades of the eighteenth and the first decades of the nineteenth centuries. 
Logically, though not historically, we may distinguish two steps in their 
advance. 

"Ibe first step consisted in the qualification and elaboration of the primitive 
arguments, lliey perceived the fact that the iinincdiatc and visible ad\antagcs 
that protectionist measures aim at .securing are never net advantages or, as we 
may also put it, that there is to every proposition about those advantages a 

to make his merit stand out still more clearly. Two may be mentioned: Jacob Vander- 
lint, who preceded him (Money Ans^vers all Things, 1754, i>. is of the new cd. in 
J. H. Hollander’s reprints) and Joseph Harris {Essay upon Money and Coins, ij, who 
followed him, at least if we go by date of publication, 1757- That these two sound 
but certainly not first-flight men should have also ‘done the trick’ seems to strengthen 
the thesis of the text. 

No one who knows anything about the hi.story of science in general will .suspect 
me of a wish to underrate the importance of an achievement of this kind. Moreover, 
the performance may have been quite original ‘subjectively’ in the sen.se in which, 
e.g., Menger’s was (see below. Part iv, eh. 5, sec. 1), all the forerunners notwith¬ 
standing. All major di.scoveries have to be repeated again and again. Finally, there is 
room for fair difference of opinion concerning the que.stion how far the authors of 
the seventeenth century had really advanced. In any case, there is no justification for 
Professor Angell’s statement that Hume ‘at a single stroke wrecked the balance-of- 
tradc theory* (op. cit. p. 26). This only amounts to repeating an old nineteenth-century 
error. 
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coiintcrproposition about ulterior or invisible effects, many of which are in the 
nature of costs. Such coinplcmcntar\' propositions arc implied in Cary's argu¬ 
ment about the importation of raw materials or Coke's argument about the 
importation of both raw materials and manufactured goods, or Coke's and 
Yarrantoir s argument on cheapness and picntv', or Yarranton's argument about 
the ad\antages that accrue to a nation from its neighbors* prosperity, or 
Barbon's argument—it occurs frequently, but it was not, I think, definitely 
set on its legs before Barbon—that regulations and restrictions always destroy 
some element of potential wealth. It is, or was, the common practice of critics 
to say that by introducing such arguments our authors contradicted or partially 
recanted their ‘mercantilist' views, or that thc\' became ‘eclectics.' But what¬ 
ever ma\' be true from other standpoints, from ours those arguments and the 
qualifications thev' implied are simply the inevitable consequence of increas- 
inglv- successful attempts to see more than one side of the case. 

Similar conquests were made by continental writers of the same type. It will 
in particular not surprise us to learn that the l^utch were in the van of ad¬ 
vance. I'lie two outstanding examples are Graswiiickel and Pieter dc la Court.’‘ 

Thus, additional and less obvious aspects were gradually revealed, though in 
a wholly unsystematic manner. But among the disjointed pieces of economic 
reality that were being unearthed, there was one of sufficient power to co¬ 
ordinate all the others and to support the structure of a comprehensive theory 
of international trade or even trade in general. Child seems to have been the 
first to arrive (166S-70) at a clear idea of the explanatory value of the simple 
fact that commodities tend to seek the most advantageous market. 'I’o use the 
phrase of Davenant, who worked out the idea in the nineties, there arc defi¬ 
nite ‘channels' which, under the stimulus of profit cxi)ectations, trade finds of 
itself; or, to put it still differently, the profit motive supplies a regulatory prin¬ 
ciple for ‘unregulated' business activity, international and national, and pro¬ 
duces results which we may like or not but which are determined and not 
chaotic. Propositions that imply this discovery or even expressly refer to that 

Dirck Graswinckcl, Placaetbook of> het stuk ran c/e Leeftocht (Compilation of 
regulations concerning foodstuffs, 1651), the second part of which contains a critical 
analysis of the policies represented by the legislative material compiled in the first. 
Graswinckers views on the harm done by prohibiting the exportation of grains, a 
practice which had become practically universal in the eigliteeiith century, were not 
new in 1651— we have encountered similar views in the Discourse of the Common 
Wealy and they cannot have been strikingly novel even then. But Graswinckcl had 
a keener sense of the price mechanisms involved, especially of the function of fore¬ 
stalling. Pieter dc la Court, Interest ran Holland . . . (1662; 2nd ed. under the title: 
Aanwysin^ der heihame polilike Cronden en Maximen van de Republike ran Holland 
en West-Vrieslandy 1669; English trans.. Political Maxims . . . falsely attributing the 
work to John de Witt, 3745; I know only the latter), presents mainly an argument for 
industrial freedom plus moderate duties—comparable and in some respects superior t(3 
Coke’s of 1670 and 1675—the merit of which consists chiefly in its freedom from 
errors of reasoning. Both authors would have to be ranked very high in a history of 
economic thought or policy. Concerning their contributions to analysis, however, it 
is hardly possible to say more than this. 
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principle in particular cases occur in the sixteenth century and earlier. It was 
of course quite familiar to the scholastics. On the other hand, it was not fully 
developed until Leon Walras. But the mercantilist writers helped to place it 
in its key position in the theory of international trade. 

Neither Child nor Davenant proceeded very far with it. Barbon, however, 
understood the mechanism sufficiently well to adumbrate the theory of equi¬ 
librium in international commodity trade, at least in the form of tlic propo¬ 
sition—stated without the necessary qualifications—that restrictions on im¬ 
ports will restrict exports to a corresponding amount. Much more than this I 
cannot find in any seventeenth-century author. In particular very little was 
made of the argument about territorial division of labor. In its most priiuitixe 
form it cannot, of course, have ever been unknown to anyone. Armstrong and 
Males in the sixteenth century based international trade on the fact that dif¬ 
ferent nations, li\ing under different conditions, produce different commodi¬ 
ties, the superfluous parts of which may be exchanged with advantage to all 
parties concerned. I'l\en North thought of international trade in quite the 
same spirit as the ‘exchange of superfluities,’ much as had Grotius (1625). 
Recognition of the much more interesting fact that this exchange will alter tlie 
economic organisms of the trading nations is, to be sure, implied in many 
practical suggestions, especially on the economic relations between England 
and Ireland and also in more general considerations of Davenant’s fe.g., in 
his Essay on the KastAndia Trade, i6q6), but nobody seems to have realized 
fully its significance as a starting point of analysis or to have had any inkling 
of the principle of comparati\’e costs. North in particular did nothing but sum 
up, incompletely but cffccti\'eh’, the contribution of the ‘mercantilist’ writings 
to 1691. 

But none of the others were thoroughgoing free traders. North alone was. 
And to interpreters of the history of economic anahsis who were interested 
in notliing but free trade and knew of no canon of criticism except the dis¬ 
tance that separates an author from free trade, this was of course the all- 
important fact. For them, there is, on the one side, the darkness of ‘mer¬ 
cantilist’ error and, on the other side, the eternal light of ‘liberalism’; the 
light rose against the darkness and dispelled it so thoroughly that there was 
nothing left of it except the jjious wonder of liberals how anyone could e\'CT 
have been so benighted. Now this way of looking at the history of that time 
under the aspect of a sharp antithesis is totally wrong. And it is so essential 
for a proper understanding of the evolution of our science to grasp this that we 
must stay for a moment, c\cn at the risk of some repetition, in order to clarify 
the nature of the confusion from which that view arose. 

Even if we were studying the history of political doctrines, it would be nec¬ 
essary to point out that free-trade forces did not simply assemble outside of the 
mercantilist citadel and storm it—this is only true of the agrarian 'Fory com¬ 
ponent, which at that time was strongly antagonistic to big business and pro¬ 
tection—but to a much greater extent formed up inside it. Tliis should appeal 
to Marxists, for the decisi\c support of English free trade came after all from 
the same bourgeois class that had previously supported protection. But the ad- 



370 II: BEGINNINGS TO ABOUT I79O 

vance of analysis that alone interests us here was not a matter of free trade 
and nascent liberalism at all. It could have occurred without anyone’s being 
converted to free trade and liberalism, and free trade and liberalism could have 
gained their political victory without any help from that advance. Of this we 
can satisfy ourselves by the reflection that, for example, none of the old pro¬ 
tectionist arguments listed above is affected by the later analysis that, in the 
hands of liberals, was made to serve free-trade policy. Tliat analysis only estab¬ 
lished the existence of an ‘automatic mechanism.’ Knowledge of this mech¬ 
anism is indeed not irrelexant for practice. When fully developed, it will pre¬ 
vent people from embracing protectionism or free trade for erroneous reasons. 
But beyond this it is not the master but the servant of the decisions we ar¬ 
rive at. It can scr\c—and rationalize—protectionist decisions just as well as 
free-trade decisions, but it docs not in itself suffice to enforce cither. 

It is easy to apply this to the particular case of North. His allegiance to the 
'I’ory party had probably much more to do with his free-trade opinions than 
had his analysis. So far as the latter is concerned, in order to realize that he 
might have arrived at ‘mercantilist’ conclusions without any error or incon¬ 
sistency, we need only suppose that he adopted one of those protectionist argu¬ 
ments or simply that he saw that an indhidual nation may gain by a well- 
devised system of protective duties, niereforc, we can discard his free-trade 
convictions as irrelevant in an appraisal of his analytic apparatus. But if we 
look at the latter, wc have no difficulh' in recognizing, first, its affinity to 
Barbon’s and, second, the fact that for the rest it is made up of quite old 
elements: wealth consists of whatever satisfies wants; money is a commoditv* of 
which there may be too much as well as too little; there is no sense in pro¬ 
hibiting its exportation or in taking any measures in order to secure an ade¬ 
quate supply of it; sumptuary laws blunt the spurs to trade; and so on. Clearly 
it is more correct to say that his analytic work grew out of that of the ‘mer¬ 
cantilist’ than to say that the relation was one of head-on clash. 

[(c) General Tendency toward Freer Trade.] Let us again follow develop¬ 
ments to the publication of the Wealth of Nations. It will be convenient to 
distinguish sharply the development of free-trade policies and free-trade doc- 
trines from the development of analysis that was associated with both. 

If due account be taken of all the obstacles that stood in the way, a general 
tendency toward freer trade is, I think, discernible. In England this tendency 
had already asserted itself in the growing opposition to the Navigation Acts 
and other ‘mercantilist’ measures, for example, in the Committee on ’I’radc of 
1668. Much more significant was the assault on the system that the Tories, 
under Harley and St. John, made in 1713: the eighth and ninth clauses of the 
peace treaty of Utrecht went a long way toward free trade with Trance. The 

12 Tlie only point in which North definitely goes beyond Barbon is the proposition 
already mentioned on another occasion (see above, ch. 6, sec. 7) viz. that low interest 
is not the cause but the consequence of increasing wealth. Perhaps his rudimentary 
theory of gluts should also be mentioned. But it is so very primitive that there is no 
point in insisting on it. 
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assault ended in defeat. The Tories failed to carry those clauses and the subse¬ 
quent Whig regime (Walpole first, the Pelhams after) kept strictly on the pro¬ 
tectionist tack. The governments from Bute's to North's had other worries, 
but Shelburne and especially the younger Pitt led the way toward fewer and 
lower duties—the latter's crowning achievement being the commercial treaty 
with France, 17S6. Further progress w*.is checked for nearly thirty* years by 
the revolutionary and Napoleonic wars, after which Pitt's policy was resumed 
in the twenties of the nineteenth century (by Huskisson). As we can see from 
this, I'Vancc moved substantially in step. Only, there were two additional prob¬ 
lems: even internal free trade was not achieved until the Revolution, though 
successive administrations tried to establish it, and the agrarian situation 
brought to the fore the particular question of free trade in grains, especially 
free exportation of grains.’-’* In the German and Italian states we see at first 
glance nothing except further development of the ‘mercantilist’ system. But 
its rationalization led in many instances to a reduction of the burdens on inter- 
territorial trade, especially in raw materials and semifinished products. In the 
Netherlands, as we should expect, a much more definite tendency toward freer 
trade already had asserted itself in the seventeenth century. 

Doctrine moNcd more quickly. Free-trade conviction began to spread as part 
of a general laisse/.-fairc code. With the bourgeois public, the operatixe im¬ 
pulse was simply surfeit with bureaucratic overadministration, which became 
so strong that even direct self-interest failed oceasioiially to counteract it. With 
the writers, or some of them, a similar impulse took on a philosophic flavor: 
free trade was increasingly considered as a part of the autonomy of the indi¬ 
vidual, which was held to imply a ‘natural right' to trade as he pleased. This 
argument, which had been used already by Hugo Grotius and can be follow'ed 
through the various natural-law groups, including the physiocrats and even the 
English utilitarians, is of course perfectly devoid of scientific meaning.’^ But it 
is relevant for us, first, because it w'as practically always associated with posi- 
ti\c statements about economic eflFccts, which do have scientific meaning and 
must be considered independently of it; second, because w^e lia\c here (scien¬ 
tifically speaking) an illegitimate influence which blunted the edge of the 
critical faculty and imparted a bias to the economic reasoning of the best 
writers. 

As w'c shall see more clearly later on, weaknesses that are not easy to ex¬ 
plain in any other way may be traced to this influence, w'hich understandably 
allied itself with the doctrine of the Invisible Hand, even in the cases of Ques- 
iiay and Smith. It counted of course still more in the popular opinions favor¬ 
ing laissez-faire that conquered coffeehouses and salons and forcshadow^cd the 

In England, an export bounty had been introduced in 1689 which naturally 
played a role in contemporaneous discussion. Otherwise English agrarian policy did 
not clash inucli with the general tendency described al>ovc until 1815. 

I hope I have made it cpiite clear before that iny defense of the natural-law' 
concept as an instrument of analysis does not cover its use as a means of deriving 
imperatives of the type of the droits de Vhomme. 
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free-trade dogmatism of nineteenth-eeiitury liberals, whieh has not much more 
to do with scientific insight than had any of the popular dogmas of mer¬ 
cantilism. 

Analy tic progress, however, was slow. Tlie controversies that arose about 
political issues, which happened to attract public attention, proved surprisingly 
sterile in this rcsjK'ct. The one raised by the hVench grain policy,^® for in¬ 
stance, though it engaged the interest of some of the brightest stars of eco¬ 
nomic analysis, rVan^'ois Qiiesnay included, did not produce any results that 
we should have to notice. Still there was some advance, though advance that 
led to new error as u'cll as to new truth. 

\Vc may notice another. \Micn the freer trade clauses of the peace treaty of 
Utrecht became known, the protectionists flew to arms. Among other things, a short¬ 
lived periodical was founded. The Bntiah ^lerchant (republ. 1743). the contributors 
to which throw an interesting light on the state of protectionist opinion. Among 
them. Joshua C^ee should be mentioned in particular. lie also wrote other protectionist 
tracts, e g. The Trade and Navigation of Great Britain considered (1729), and his 
protectionism mainly turns upon the employment argument. On the whole, the per- 
forinances of Gee and of the other contributors were by no means discreditable and, 
intended as they were for popular consumption on an issue of the day, may well be 
offered in refutation of the common belief that eightccnth ccntury ‘mercantilism’ was 
just a heap of nonsense. But as far as 1 can see, there was nothing in them to interest 
us here. I’he 'l ory counterblast was Mercator, or Commerce Retrieved, which appeared 
three times a week from May 1713 to July 1714 and was more of a one man .show. 
That man was Daniel Defoe of Robinson Crusoe fame, a most brilliant and prolific 
writer. But even his most ambitious efforts in our field remained in the sphere of eco 
nomic journalism. In particular, his case for those clauses of the 'J’rcaty of Utrecht 
did not contribute anything new to economic analysis, though they rank high in the 
liistory of free or freer trade opinion. 1 he re.idcr who takes the trouble to peruse some 
of his writings (e g. his General History of Trade, 1713) i«ay well think that I am 
being unjust to him, especially if he recalls iny comments upon Yarranton. But merit 
in sue h matters is to a large extent a matter of dates. 

I take this opportunity to mention a .somewhat later writer, Malachy Postlethw'ayt, 
but only to give an instance of the interesting phenomenon of the survival of names 
associated with substandard performance. ’I he sole reason that I can see why this 
name .should still be familiar to every* student preparing for a course examination in 
tlie history of ecrmomic thought is a certain reputation he made in his own time 
by his Universal Dictionary of Trade and Commerce (1751-55), which was largely a 
compilation from unacknowledged soiircc.s. His other writings, mainly on the South 
African trade, are narrow and pedestrian, though not devoid of a certain crude com¬ 
mon sense. His Great Britain*s true System . . . (1757), which proves that he w'as 
intelligent cnoiigli to see the importance of Cantillon’s book, contains a passage that 
interprets interest as a payment to hoarders by those who stand in need of it, i.e. 
as a payment necessary in order to overcome people's reluctance to part w'ith cash. 
This reads like a clumsy version of Lord Keynes’s own rate theor>' of interest. To put 
him in a representative position as has recently been done by Fay . . . [note un- 
finislied]. 

That discussion has, however, some indirect importance for us owing to the 
general stimulus it gave to the interest in ec!oiiomic analysis, even thougli it did not 
add much to it directly. I’his is why it will have to be mentioned again. At the 
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[(d) Benefits from Territorial Division of iMbor.] The one major accomplish¬ 
ment that I can see consisted in a technically superior formulation of the 
benefits from territorial division of labor that went some way toward antici¬ 
pating the most important clement in the ninctecnih-ccntiiry theory of inter¬ 
national values. It stands to the credit of two English authors to whom we 
shall confine oursehes, thougli others could also he cited. An anonymous 
writer, in 1701, published a traet entitled Considerations on the East-lndia 

moment let us note that all the authors to be mcntionccl were, in this matter, an¬ 
ticipated by Graswiiickel, i6si (if not in the Discourse of the Common Weah 1549) 
and more immediately by Boismiillebcrt. After Boisguillebert there was a lull. It seems 
that the discus.sion was started afresh by Claude Dupiii {OeconomiqueSy 1745, of 
which the part entitled Memoire sur les binds was reimbl. separately in 1748), who 
presented once more the areiiment for internal free trade in tjrains. C. J. Herbert 
followed with his Essai sur la police gcimale dcs grains (17S3). The fact that he still 
retained an exjiort duty (of the English sliding-.scale type) is immaterial here; it is 
more relevant that the argument about the adequacy of the normal supply that will 
be automatically forthcoming is fully developed by him, though without anything 
amounting to theoretical proof. Que.snay followed in an essay that will be mentioned 
later, and so did others, especially after the declaration of 1763 and the edict of 
1764 whidi established free exportation. Galiani’s spirited criticism of the dogmatic 
beliefs that were being developed (Dialogues sur le commerce des bles, 1770) is par¬ 
ticularly wortln of notice. 

I’hc.sc Dialogues grew out of the corresponding di.scussion among Italian economists, 
which began later and lasted longer and is really more interesting than the French one 
—though participants in tlie latter may claim priority as to such fundamental ideas as 
were invoKed—because the iiarticular patterns of the situation in the Italian states, 
especially in the Neapolitan Kingdom, suggested both factual studies of con.sidcrable 
interest and arguments on particular points that were absent in the literature of the 
more fortunate nations. Since, however, it is impossible to go into these results, none 
of which, so far as 1 know, were of major importance to the devcloiJinent of the eco¬ 
nomic apparatus, it must suffice to mention some of the more .significant of tho.se 
Ijcrfonnances which, as pointed out in the text, soon began to indicate the influence of 
the Wealth of Nations. For instance, Domenico Cantalupo published in 1783 a tract 
on free trade in grains (repnbl. in Custodi’s Scritiori classici Italiani), in which he 
analyzed grain policy since 1400 and wielded the modest analytic apparatus at his 
command effectively and judiciously. Another Neapolitan noble. Domenico Caraccioli, 
follow'cd him in 17S5, interjireting his observations during a famine in Sicily (republ. in 
the same collection). Biffi 'roloiuci, in his Confrouto della ricchezza dei paesi die 
godono libertd ncl commercio frnmenlario (1795). attempted a factual proof of the 
importance of free trade in grains for the wealth of a countn^ that is methodologically 
not without interest. I’herc is a]V]K*nded to this book a memorandum entitled Riflessioni 
sopra le sussistenze by Saverio Scrofaiii, an out andoiit free trader of the physiocrat 
type whose other works need not conceni us here. All thc.se authors were, so far as 
the principle of free exportation of grains is concerned, anticiixited by Verri, Memorie 
storiche sulV economia pubblica della stato di Milano (written, 1768; piibl. post 
humonsly 1797) and Riflessioni sulle leggi vincolanii, principalmente ncl commercio c/c’ 
grant (written 1769, printed 1796). As an example of the succe.ss—for it was success 
and not eclectic weakness—with which conflicting, yet ineluctable, con.siderations were 
combined to fit Italian situations, 1 will mention h’erdinando Paoletti who, though 
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Trade,^^ in \\ 4 iich he treated international trade as a method of acquiring goods 
with an amount of labor smaller than would be necessary to produce them at 
home. He docs not seem to ha\e been aware of the relation of this to the 
principle of comparatixe cost, but even so we have here a predecessor of 
Ricardo, though possil)ly a quite uninfluential one. 

Now producing instead of a commodity A for domestic consumption, an¬ 
other comniodih- B, the export of which will fetch in coimnodity A at more 
advantageous terms, is obviously a matter of allocation of productive resources. 
From this angle the problem was considered by Gerxaise, who inferred like 
Marshall that tariffs, spelling as they do interference with the most advan¬ 
tageous allocation, must net a disadvantage to the nation as a whole, however 
great the imnjcdiatcly visible advantage to the protected industries might be. 
It has been mentioned that Ccrvaisc’s tract has but 34 pages and if, on the 
strength of this, we give him credit for what he might have had to say in ten 
times as many, then this proposition must indeed be looked upon as a con- 
sidcra])le contribution to the apparatus of economic theorx. It ma\', in fact, be 
said to give, in the guise of an application, one of the earliest glimpses of the 
theory of general equilibrium. 

But there u'as hardly anx thing else. Hume, in spite of the many wise things 
he had to say in his essays on commerce, on the jealousy of trade, and on the 
balance of trade,*** hardly carried this part of our subject any further. Neither 
did Adam Smith, who seems to have believed that under free trade all goods 
would be produced where their absolute costs in terms of labor arc lowest, 
though he no doubt co-ordinated, rounded off, emphasized, and illustrated. In 
fact there is nothing of importance to report for the rest of the century in 
spite of the mounting flood of popular literature, most of which was of free- 
trade or freer-trade complexion and strongly influenced the Wealth of Na- 
tio 72 .v.-‘* And exen that adxanec in the analxsis of territorial specialization was 

also one of the group of Italian physiocrats, inserted into his scheme of things agrarian 
protection {Pensieri sopra Vagricoltura, 1769; I only know the part included in the 
Custodi collection) and export bounties on goods not of prime necessity (Veri mezzi di 
render fetid le sodetd, 1772)—a sort of rudimentary Agricultural Adjustment Pro¬ 
gram that is not without interest to the theorist. It would be quite wrong to think 
that general principles of thought or action separate us from an author like Paoletti. 
W'hat docs separate us from him is exclusively our statistical and theoretical technique. 

[In J. R. McCulloch, cd., A Select Collection of Early English Tracis on Com- 
merce, 1S56.] 

Offidal Papers, published for the Royal Economic Society (1926), p. 391. 

1*'Compare, however, the chapter on Ilumc in E. A. J. Johnson, Predecessors of 
Adam Smith (1937). 

2^ 'Flic opinions on foreign trade of some important writers, such as the physiocrats 
or certain authors of comprehensive sy.stems, may be of interest xvithout involving ‘con¬ 
tributions.' So far as necessary these will be mentioned or have been mentioned in con¬ 
nection with the xvorks in which they occur. It is, hoxvevcr, convenient to siip]dement 
the exposition in the text in two ways. First, it is worth while to point out that in 
the twenty five years or so preceding the publication of the Wealth of Natiotis, the 
niaiority of competent economists had reached what amounted to substantial agree- 
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not an iinmixcd gain. Both the anonymous author and Gervaise were much 
too ready to arrive at conclusions agreeable to their free-trade opinions and 

incut, the physiocrats and the writers directly influenced by them being the most im¬ 
portant group in the minority. Rej^resentativc of this communis opinio at its best W'erc 
Josiah 1 ‘uckcr and Sir James Steiiart in England, Justi and Sonnenfels in Germany, 
JU;eearia, Genovesi, Verri, and Palniicri in Italy, and Forbonnais in France. Briefly, 
since they agreed in accepting public regulation as a normal, in fact inevitable, feature 
of the economic process, protectirmisni followed simply as a special case. But the mer¬ 
cantilist einjiliasis upon the balance of trade was reduced to small proportions, partly 
in eonsec|uence of valuable critical work (c.g. Verri in his Meditazioni, 1771, and 
Carli in his Breve ra^kmamento sopra i bilanci economici delle nazioni, 1770, which 
made short work of the idea that national wealth can be nieasured by exports). More 
o\er, protectionism in their hands became a inncli more delicate instrument than it 
had been, one of the consequences of which was the emphasis upon moderate rates, 
which modern eyes can hardly distinguish from no duties at all: I'brbonnais suggested 
15 per cent ad Viilorcni and Justi 10 per cent. Hiere was a tendency, however, wide¬ 
spread and ins|nred l)y vc*iy old i^ractice, to Ix'lieve in differentiating duties upon im- 
jiorts in inverse propoifion to their distance from finished consumers’ goods (Tucker, 
W-rril—a i)iincii)le that proved a hardy growth and is often met w'ith in the nine- 
teentli centiuy. I’inally, though (as the uncritical acceptance of this rule by many 
writers is in itself sufficient to show) they frequently committed the kind of error 
that results from iuadecjuate technique and plactrs loo much reliance on prima facie 
common sense, they rarely went wrong in matters of fundamental analytic principle. 

Again, we shall readily understand why those critics who accepted the free-trade 
creed should have been unable to sec anything in this except inee-nsistenc'/ or, at best, 
an uninteresting eclecticism characteristic of a transitional stage between old error and 
new tiuth. But from any other standpoint, there was no inconsistency (in the sense 
of logical incompatibility) in that quasi-common opinion, which not only reflected 
ixogress of analysis l)ut also, as will be more generally re emphasized in the text, might 
have been a better starting point for further researeli than was the narrow^ dogmati.sni 
of the free trade doctrine that replaced it. 

Second, by way of illustrating the preceding sentence, let us consider a single in¬ 
stance from a ver>- large class of ixopositions. In his Ways and Means . . . (1757), 
Massie argues (as others had before him) that Port should be less heavily taxed than 
I'Vench wints, on grounds that suggest the following proposition. If a country, A, 
trades with countries B and C, and IVs purchases of A’s irrodiiets are more elastic 
U'itb respect to the rcYcmw that B draws from its sales to A than arc C's purchases 
of A’s inoduets wath respect to C’s revenue from C’s sales to A, then it will benefit 
countr>^ A to treat IVs products better than C’s. Never mind how far this is true. 
True or false, this jiroposition is at Ica.st interesting, and its discussion is much more 
likely to enrich our understanding of international trade aiul our analytic apparatus in 
general than are any number of free trade platitudes, however meritorious an attitude 
the latter may reveal and however conducive to wise, humane, peaceful, and so on 
policy they may be. Several additional instances could be adduced from Massie alone, 
w'ho excelled in this eminently useful kind of analysis, also in fields other than that 
of international trade (sec c.g. his Observations on the New Cyder-Tax, so far as the 
same may affect our Woollen Manufacturics, Newfoundland Fisheries . . . 1764). 

21 On Professor N'incr’s authority (op. cit. p. 92), it may be stated that besides those 
tw'o and North, there were, before 1776, only two other English free traders (W’illiam 
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in so doing associated their achievement with errors of reasoning that were 
to become tv'pical in the free-trade literature of the nineteenth century. 
Gervaise did not realize that his theorem about the allocation of resources can¬ 
not tell against any of those protectionist arguments, such as the infant- 
industry or the underemployment argument which visualize eonditions to 
which that theorem docs not apply. By neglecting this Gervaise moved away 
from many valuable truths that had been unearthed by the mercantilist 
writers and, like North, adopted an attitude that, though permissible in pure 
theory, was bound to produce error when uncritically adhered to. Tlic case of 
the anonymous author is still worse. He leans hca\ily on the argument that, 
because intcniational trade consists of voluntary- transactions, which therefore 
must necessarily be to the advantage of l)otli contracting parties, nothing but 
advantage to the nation as a whole can result from it. North had also reasoned 
like this. And Adam Smith, after pointing more suo to an ob\ ious fact, nainch', 
that e\’cr}^ indi\idiial will turn to that occupation for which he feels himself 
best adapted, goes on to declare that ‘what is prudence in the conduct of 
every private family, can scarce be folly in that of a great kingdom.' I’rom the 
standpoint of analytic technique, this was quite as bad as an\ thing that can be 
charged to the debit of the 'mercantilist' account. However, the error in- 
\olvcd will have to be discussed fully later on. 

We ha\'c seen that, as far at least as economic analysis is concerned, there 
need not have been any spectacular break between ‘mercantilists* and ‘liberals.' 
Without any prejudice to their political ideals or interests, cconoiiiists of the 
latter persuasion might ha\e succeeded the economists of the former persua¬ 
sion at the analytic task, much as one team of workmen succeeds another in 
order to carr>^ on the job. To some extent this is what happened. But to the 
extent to which it did not happen, there was not only scrapping of outmoded 
error but also needless w-aste—comparable to the w-astc that wT)uld result if suc¬ 
cessive teams of workmen smashed tlic products of their predecessors, whene\ cr 
they disliked the latter's politics. If Smith and his followers had refined and 
developed the ‘mercantilist’ propositions instead of throwing them away, a 
much truer and much richer theory of international economic relations could 
have been developed by 1848—one that could not ha\ e been compromised by 
one set of people and treated w^ith contempt by another. 

Paterson, the founder of the Bank of England. Writings edited with biography by 
Saxe Bannister, 2nd ed. 1859; and George Whatlc‘y, Reflections on Coin in Generalf 
1762, reprinted in revised form as an appendix to the 2nd ed. of his Principles of 
TradCy 1774, the only one I know) and one author who came near to being a free 
trader (J. Jocelyn, An Essay on Money and Bullion, piibl. 1718 but dated 1717). In 
a history of free-trade doctrine they are all of them entitled to prominent places. But 
Paterson's advocacy' of free trade moved on a popular level and Whatley and Jocelyn, 
though not without merit, did not, so far as I can see, add anything to what had been 
said before them. 
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1. Coverage 

This part is to co\cr the history of ccoiioniic analysis from the 1790's to the 
end of the iSho’s or the beginning of tlic iS7o's. For a decade or two after 
the piddieatioii of the Wc'cilth of Italians there is little to report as far as 
analytic work is concerned, and most of what there is has been fitted into 
Part II. I can see no i)oint in insisting on a particular year, but if we did so 
insist, we might start a new period of analytic activiW with Malthus’ first 
Kssay on Population (1798). Publication of the first volume of Marx's Das 
Kapilal (1867), of Jevons' Theory (1871), of Menger's Grundsdtze (1871), and 
the foundation of the W-rcin fiir So/.ialpolitik (1872) arc some of the events 
that clearly mark the ad\ent of another period. 

Periodizing, as we know, is a necessary evil. There is first an objection of 
principle to it that applies independently of the particular way in which a 
writer periodizes: historical developments arc always continuous and they can 
ne\er be cut into pieces without arbitrariness and loss. By refusing to date by- 
years, we do not solve the problem but only mitigate the conscciiicnees of our 
inability to solve it. Second, onr particular way of periodizing, dictated as it 
is by onr concentrating on the history of economic analysis, will inevitably 
fail to satisfy those who are interested in something else. And, third, even 
from the standpoint of fellow students of the history of analysis, there arc 
well'fonnded objections to a method that puts A. Smith near the end of the 
preceding period instead of at the beginning of the one that might be said to 
ha\c been dominated l)y his influence. Our recognition of all this will show in 
many ways, for example, in the fact that wc do not deal in this Part with all 
the authors who belong in it chronologically—the most important instance is 
Cournot—and that we include some who do not belong in it chronologically 
—an instance is Cairnes. But I hold, nevertheless, that our periodization brings 
out essential truth. This will be for the reader to judge. But we may mention 
at once two facts that go some way toward justifying our procedure. First, 
many historians before us have felt that this period formed a real unit. The 
feeling has expressed itself in a distinctive name: it was called the ‘classic’ 
period of economics—in a sense quite different from that in w’hich the term 
is used in this book.^ It retained this label until, at a time when the word 

^ Let me recall that \^'hcnevcr the term is used in this different scn.se in this book, 
it is put into quotes in order to prevent confusion. There are three meanings to be kept 
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'classic' had lost its eulogistic connotation and was beginning to stand for 
'obsolete/ Lord Ke\iics used the word in order to denote the teaching of 
A. Marshall and his immediate followers (or simply, pre-Keynesian economics). 
Second and more important, the time between the 1790’s and the end of the 
i86o’s does answer our criteria of a period: there was, first, fresh activity that 
struggled hopefully with the dcadwood; then things settled down and there 
emerged a bpical classic situation in our sense, summed up in the typically 
classic achievement—^again, in our sense of the term—of J. S. Mill, who under¬ 
lined tlic fact by his attitude of speaking from the vantage ground of estab¬ 
lished truth and by the naive confidence he placed in the durabilih’ of this 
established truth, llien followed stagnation—a state that was universally felt 
to be one of rnaturih' of the science, if not one of decay; a state in which 
‘those who knew’ were substantially in agreement; a state in which, ‘the great 
work having being done,’ most people thought that, barring minor points, 
only elaboration and application remained to be done. 

2. Paraphernalia 

Something that is ven* like envy comes in to spoil the smile with which 
wc arc apt to greet the numerous passages in the w'ritings of this period that 
breathe immense complacency. Economists, or most of them, were c\idcntly 
as pleased with the results of their handiwork as some of them were to be 
again in the 1950’s. Wc shall make an effort later on to understand that 
happy state of mind in which economists saw a solid house where they had 
erected nothing better than a flimsy shack: ^ wc still underrate pre-Smithian 
achievement; wc still overrate the achic\ement of the ‘classics.’ 

The conditions under ^^hich this work was carried on may be briefly char¬ 
acterized as follows. I hesitate to say that professional economics definitively 
established itself during this period. It certainly cannot be said that economics 
as a profession established itself, for the study of economic phenomena was 
not yet a full-time job and few people were economists and nothing else: 
many were businessmen, or public servants, or journalists, and even the aca¬ 
demic teachers of economies, in many if not in most cases, also taught cognate 
—or even complctch- different—subjects. Nevertheless, wc have a right to 
speak of a rapid process of professionalization that went on during that period: 
from the first, economics had cstabli.shcd its claim to a definite field of research; 
it had become a definite spccialh'; it used definite methods; its re.sults gained 
in definiteness; and economists, even though fractional personalities, recog¬ 
nized one another, and were recognized by the public, more definitely than 
before. New political economy societies were founded; new journals, new dic- 

clistinct: the old meaning in which ‘classic’ denotes the economic literature of the 
period under discussion plus A. Smith; Lord Keynes’s meaning; and our own. ff. A. S. 
intended to treat this subject more fully in the unfinished Part i. Sec also Part iv, 
eh. 1.] 

^ See, especially, the often ridiculed passage on value theory in Mill’s Principles, 
Book III, ch. 1, J2. 
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tionaries, and new bibliographies appeared—^all of which, however, meant 
only continuation of prc\ious practice.^ llic study of the history of economic 
thought made a vigorous start and there was, of course, a rising tide of text¬ 
books, a few of which we shall nicutioii as occasion arises. 

“Of the societies, the Political Economy Chib of London (1821) was the most im- 
portanf; of the journals, the I'rciich Journal des economistes (1842); of the diction¬ 
aries. the h'rench Dictionnairc de Vcconomie politique (Coqnelin et Guillaumin, 
1853-4). It is interesting to note that no journal exclusively devoted to scientific eco¬ 
nomies was founded in h'.nglaiid until 1890. In jiart, however, this was owing to the 
existence of those excellent serious inaga/ines, such as the Edinburgh Review, the 
Quarterly Review, the Westminster Review, which accepted even strictly professional 
stuff—a great coinidiinent to the period's reading public. Beyond using a ver>^ limited 
number of articles that I found cjiioted in the 'professional' literature, I have not ex¬ 
amined the contents of these periodicals—a serious lacuna in iiiy work. 1 have examined 
the Dictionnairc but only perfunctorily. 

Historical references on individual points of doctrine date far back, of course. In 
the eighteenth century appeared also several bibliographies but no histories that I know 
of, except a few on the physiocrat school by Dupont and others. From the beginning 
of the nineteenth century, however, an increasing interest in doctrinal history mani¬ 
fested itself. 'I’hc sketches of McCulloch (1S24-5) and J. B. Say (1829; in the 6th 
vol. of the Corns coniplet) arc the only publications of this kind that need be men¬ 
tioned here for the time until 1837 when tlie first edition of J. A. Blanqui's Ilistoire 
de Veconomic politique . . . (with a bibliographic raisonnee) appeared. A number 
of others, some of them confined to individual countries, followed to 1870. By 1858 
this literature had grown sufficiently to induce Robert von Mold (1799-1875) to in¬ 
sert in the third volume of his Geschichte und lAteratur der Staatswissenschaften 
(1855-8) a chapter on Writings on tlie History of Political Economy. I shall mention 
only: (1) McCulloch’s Literature of Political Economy (1845); (2) Ferrara’s prefaces 
to Hiblioteca deW Kconomista (in 1850-68, Francesco Ferrara edited tw'o series of 
Italian translations of foreign works which he prefaced by elaborate anabases that 
form the bulk of his theoretical contribution and really sum up to a historj' of eco¬ 
nomics; most of them were separately published in 1SS990); (3) Roscher (a great part 
of W. Roseher's work was in the field of doctrinal histor>'. ^^'^ithin the period he wrote 
his Znr Geschichte der cnglischen Volkswirthschaftslehre im scchzehnten und sieb- 
zehntcn Jahrhundert, 1851-52; Vber die Ein- und Durchfuhrung des Adam Smith*schen 
Systems in Deutschland, 1867; and he poured out his enthusiasm about Oresmius 
[sec above, Part ii, ch. 2] in Ein grosser yiationalokonom des vicrzehnten Jahrhunderts, 
1863; we add, immediately, his later Geschichte der Nationalokonomik in Deutsch¬ 
land, 1874, the fruit of enormous labor); (4) Manuel Colmeiro’s Historic de la eco¬ 
nomic politica en Espaha (1S63), which docs not strictly belong here but, together with 
his Biblioteca (1880). still forms the best .starting point for a study of Spanish econom¬ 
ics. I acknowledge the helj? derived from Dr. E. Schams’s excellent study, ‘Die An- 
fange lehrge.schiehtlicher Betrachtungswei.se in der Nationalokonomie,’ Zeitschrift fur 
Hationalbkonomie (September 1931), and his and Professor O. Morgenstem's ‘Einc 
Bibliogra]diie dcr allgemcincn Lehrgeschichten der Nationalokonomie,' ibid. (March 
19^3), whicli. liowcver, excludes articles and also all work in doctrinal history that was 
incidental to theoretical investigations of primarily nonhistorical scope. Dr. Schams 
dates the beginning of a ‘scientific' epoch of doctrinal historiography from E. K. 
niihring's (see bclow% ch. 4) Kritische Geschichte der Hatiorudokofiotnie und des 
Sodalismus (1871). 
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Research was largely financed by the research workers themselves: Tooke’s 
achievement, for example, was possible only because he was a wealthy man; 
in some cases, of course, the proceeds from commercial publication of results 
proved adequate. ’'leaching was wholly inadequate, liowe\er. E\'eii in those 
countries where there had been precision for regular lectures before, such as 
Germany, Italy, Spain, and Scotland, the intention was to provide a comple¬ 
ment to other lines of study—law, for instance, or philosophy—rather than an 
independently organized curricuhim of training in economics per sc. In the 
Ibiitcd States a professorship of Moral Philosophy and Political F.contMiiy was 
founded at Columbia in 1S18, and a professor of chemistry was commissioned 
to lecture on economics at South Carolina Ctdlege in iSzq. 'J'caching of sorts 
had, howe\er, been done before that at various ]d:ices b\ pco]de of the most 
\aricd qualifications. In England, \ery few prtifessorsliips or lecturcshi]rs ante¬ 
date the subsequent period. The one at Oxford was founded iu 1S2:;—the 
first incumbent was Senior—the one at University College, Loudon, in itSzS— 
the first incumbent was McCulloch—the one at Dublin in iS-^z—llie fust in¬ 
cumbent was Longfield—and there was a chair of history, connuerce, and 
finance at the I’last India College in llaileybur\' to which Maltlius was ap¬ 
pointed in 1S03.* But stipends and other conditi<»ns of tenure ampb prove 
that founders and administrations did not even wish that i)eople should hold 
appointments for long, let alone that they should make them their life jobs. 
In England a National Association for the Promotion of Social Science was 
founded in 1S37 order to remedy this state'of things, but it took decades 
to achicxe perceptible success. 

Tliis must be taken into account in any appraisal of the period's perfoiui- 
ance and still more in any appraisal of an indi\iduars performance. On an¬ 
other occasion I shall ha\e to emphasize that funds and chairs are not every¬ 
thing. but here I have to emphasize that neither are they nothing. Under 
those circumstances, men of brilliant aljilih and wide culture touched upon 
our field so lightly that all their abilities and acquirements did not prevent 
them from making insignificant economists—which is why, in our field and 
for that period, a gi\cn appraisal of the jK-rformance does not necessarily 
imply appraisal of the man.*’ 

Barring a few loncb peaks abroad, ll’ngland easily comes out first in that 
period's performance. In fact, that period was the specifically English period 
in the history of our science. The unrivaled prestige that English economists 
then enjoyed was only in part due to the glory that was irrationally reflected 
upon them from the economic success of their country. Mainly, that prestige 
was due to the quality of the work done by them, not only by a small miinber 

^ In France, sonic provision was made, temporarily, in the 1790’s and then again 
after the Napoleonic Wars, but only in Paris (see below, di. 4. sec. 4). 

s If the reader will look up a biography of such a man as Pellegrino Rossi, he will 
immediately realize the force of tliis remark. But even in such a case as that of J. S. 
Mill, it is obvious that much of what strikes us as unsatisfactory in his Princif^lcs is 
easily accounted for by the fact tliat this work was largely written in an office with 
Mill's mind disturbed by the calls of current duties. 
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of masters, but also by a large iiuiiiber of able writers, who were not in the 
front rank but whose combined efforts amounted to a great deal. 

3. Plan of the Part 

We are going to change our method of presentation. In Part ii we had not 
only to co\er a vast span of years but also to contend with the difficulty that 
there was no generally accepted system to describe. Strictly speaking, no such 
system existed in the period co\ered by Part iii. But there was something that 
was almost though not quite as good. 'I’hat is to say, the great majority of the 
]x:oplc who, as we have i^ut it, recognized one another as economists agreed 
sufficiently about the fundamentals of subject matter, inetliod, and results to 
make it )X)ssible to systematize their contributions, although they disagreed— 
individually or groiipwise—on practically every individual problem within that 
frame of fundamentals, 'i'hcre was even more of common ground and, as be¬ 
tween successixe decades, of continuity than the individual writers w'ould have 
been prepared to admit. I'or, then as now, most economists were apt to stress 
differences more than agreements, though there were important exceptions to 
this, the most important being J. S. Mill. It is true that there were many dis¬ 
sentients ioU) coclo, men who condemned the growing quasi-system of ‘classi- 
caK economics root and branch. But most of these do not meet our test of 
analytic competence. And others objected on nonanalytic, that is, mainly on 
political, moral, or cultural grounds, so that their objections arc not neces¬ 
sarily ' relevant for us, e\cn where we sympathize with them. 

Availing ourselves of these facts, we shall be able to do in this Part what 
we were not able to do in Part ii, nainciy, after hax’ing recalled the salient 
features of the j)olitical and intellectual scenery (Chapters 2 and 3), to draw' a 
picture of analytic dcxelopmcnts with reference to a cross section. 'I'his cross 
section will be represented (in Chapter 5) by J. S. Mill's Principles. But in 
order to simjdify matters, wc shall rclieNC Chapter 3 of some of its burden, 
by introducing oursehes to the most important individuals and groups before¬ 
hand (Chapter 4) and by reserving the details of pure theorx’ and of money, as 
much as possible, for two separate chapters (6 and 7). Chapter 7 will also 
take eare of the little that must be said on banking and cycles. 

4. CoNCF.RNINO THE MARXIST SySTEM 

Our plan is simple and works wxil in all cases saxe one: the case of the 
Marxist sxstem. The difficulty is not, as might be suppo.scd, that Marxist eco¬ 
nomics stands aloof in sjdendid isolation and is incommensurable with the 
rest of the work to be discussed. We shall sec, on the contrary, that it is part 
and parcel of that period's general economics, which is precisely w'hy it must 
be fitted in here. I was not thinking of Marx when I spoke of dissentients 

' The reader w'ill understand, of course, that a moral objection may constitute a 
motive for finding factual or logical objections that are relevant for us. 
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toto cselo in the preceding section, and he can and will be treated in this 
book exactly as are other economists.^ Nor docs the difficulty arise from the 
fact that he was also a sociologist. For his sociology can be fitted into its ap¬ 
propriate place just as well as can his economics. I’he difficulty is that in 
Marx’s case we lose something that is essential to understanding him when 
we cut up his system into component propositions and assign separate niches 
to each, as onr mode of procedure requires. To some extent this is so with 
every author: the whole is always more than the sum of the parts. But it is 
only in Marx’s case that the loss wc suffer by neglecting this = is of \'ital impor¬ 
tance, because the totalih' of his vision, as a totality, asserts its right in every 
detail and is precisely the source of the intellectual fascination experienced 
by everyone, friend as well as foe, who makes a study of him. The way in 
which I propose to meet this difficulty cannot be satisfactory to the ortliodox 
Marxist for whom Marx is the central sun of social science. Nor can it be satis¬ 
factory to him who wants artistic pictures of indi\ idual thinkers. But it is per¬ 
fectly satisfactory for every reader who wants the picture of the evolution of 
technical economics that this book is intended to present. Wc recognize fully, 
but do not mean to duplicate, the distinct task of Marxology. Wc shall not 
disturb our plan. We shall take Marx’s work to pieces and shall use, with 
strict economy, only what is relevant to our purpose, in the places indicated by 
our purpose. But wc shall use the rest of this section in order to comment on 
the whole. 

I. Marx figures in this book only as a sociologist and an economist. Of course, 
that creed-creating prophet was much more than this. And his crccd-crcating 
activity, on the one hand, and his policy-shaping and agitatorial activity, on 
the other hand, arc inextricably interwoven with his analytic activity. So much 
is this the case that the question arises whether he can be called an analytic 
worker at all. This question may be answered in the negative from two very 
different standpoints. The orthodox Marxist, for whom the prophet’s every 
word is eternal truth and for whom dissent spells not only error but sin, will 
return a negative answer, but in this particular sense: on Marx’s Hegelian emi¬ 
nence, acting and reasoning, rcalih' and thought, become identical; analysis 
cannot, on that le\cl, be divorced from practice; therefore, if wc do call Marx’s 
thought analytic, we ought to add at once that it was analytic in a sense that 

1 Since this point is both very important and likely to cause surprise to some read¬ 
ers, I wish, besides referring them to what thc>^ will read in subsequent chapters, to 
state at once that this surprise is entirely due to the atmosphere of jnophetic wrath 
in which Marx presented his economic analysis and which, to layman and philosopher, 
makes it look like something entirely different from any other. It is true, in addition, 
that the Anglo-American professional literatuie, both in this and the next period, 
treated him as an outsider. But in that literature other foreign economists of first rank 
fared no better in this respect. 

2 We never neglect this quite. In all the more important cases, economists are ‘intro¬ 
duced’ to the reader and these intrcKluctioiis give us the oj^portunity to look at per¬ 
sonal performances as a whole. But I cannot go too far in this, for theorems and 
not persons are the heroes of our story. 
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diflFcrs essentially from the usual one; hence, his work is not analytic in the 
usual sense, and the author of this book, congenitally incapable of doing jus¬ 
tice to it, ought to keep his unholy hands off it. Some anti Marxists would 
agree in the result, though they might formulate it differently by advising me 
to keep my hands off the unholy thing: for them, Marx’s work is a scries of 
essentially unscientific diatribes, penned by a man congenitally unable to see 
a fact or to reason straight. 

My answer to our question is, however, in the affirmative. I’hc warrant for 
this affirmative answer is in the proposition that the bulk of Marx’s work is 
analytic by virtue of its logical nature, for it consists in stafements of relations 
between social facts. I'or instance, the proposition that a go\ernment is essen¬ 
tially an executive committee of the bourgeois class may be entirely wrong; 
but it embodies a piece of analysis in our sense, acceptance or refutation of 
which is subject to the ordinary rules of scientific procedure. It would be ab¬ 
surd indeed to describe the Communist Manifesto, in which this proposition 
occurs, as a publication of .scientific character or to accept it as a statement 
of scientific truth. It is not less absurd to deny that, even in Marx's most scien¬ 
tific work, his analysis was distorted not only by the influence of practical 
purposes, not only by the influence of passionate \alue judgments, but also by 
ideological delusion.Finally, it would be absurd to deny the difficulty that in 
some cases rises to impossibility' of dLscntangling his analysis from its ideolog¬ 
ical element. But ideologically distorted analysis is still analysis. It may even 
yield elements of truth. To sum up: we shall not chant O Altitudo each time 
Marx’s name turns up in the following pages; but neither do wc put him out 
of court a limine; we simply recognize him as a sociological and economic ana¬ 
lyst whose propositions (theories) have the same methodological meaning and 
standing and ha\*e to be interpreted according to the same criteria as have the 
propositions of e\cry other sociological and economic analyst; we do not recog¬ 
nize any mystic halo.'* 

3 On the difference between these three kinds of distortion, see above, Part i. 

* Let me repeat this; due account being taken of differences in definitions and in 
degree of abstraction, every Marxist proposition is to carry the meaning which it would 
carr>^ if penned by, say, Ricardo. This formulation takes care of a claim often, and 
sometimes justly, made by Marxists, viz. that critics (and even followers) of Marx 
are likely to miss his meaning by failing to attend to the facts that (1) Marx's termi¬ 
nology differs from that of other economists (the word Value e.g., simply means dif¬ 
ferent things with Marx and J. S. Mill); and (2) that he reasons, in different parts of 
his work, on widely differing levels of abstraction. At the same time, that formulation 
spells refusal to admit another claim, noticed above, that is sometimes made by Marx¬ 
ists and is implied in their answer to the question concerning the logical nature of 
Marx’s analy.sis, namely, the claim that Marxist propositions have, as it were, an astral 
body that is exempt from the ordinar}’ rules of scientific ijrocediire. Our reply to this 
is: Marx rca.sons about the empirical world by the methods of empirical analysis; hence 
his propositions—as every Marxist who discusses criticisms at all, recognizes by impli¬ 
cation—have the usual empirical meaning or none. On the influence on him of 
Hegelian philosophy, see below, ch. 3, sec. ib. 
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II. Since Marx counts for us only as far ns he was a Vientific’ sociologist 
and economist, we need not consider any aspects of his career, activities, or 
personal character that are not relevant to his ‘scientific' work. I wish to dis¬ 
claim any intention to ‘size him up' as a man, and this also applies to his 
friend and faithful all\', Engels. Some facts, however, are necessary in order 
to see the work of each in its proper light. '^Tlicy arc presented in the footnote 
below.*'’ Let us underline a few of them. Thirst, nobody will understand Marx and 

® Karl Heinrich Marx (1 Si8-83) was the product of a thoroughly bourgeois environ¬ 
ment that failed to provide economic independence, and of a thuroiiglily bourgeois 
education that made him (as it makes so many) an intellectual, a radical, and a 
scholar—the radicalism being of the bourgeois brand of his time and the scliolarshii) 
being of the historico philosophical, as distinguished from the matheniatico jiliysical, 
type. As much by choice as by necessity, he took to joiirnalisin rather than to tlic 
academic career and in 1843 went to Paris, where he met F.ngels and economics 
(which he had touched only pcripherically before) and where he made Uis position 
definitively socialist. In 1849. he .settled in London for good and, for such a voracious 
reader, this is almost equivalent to living that he settled in the Hritish Musciiin 
library for good. Active revolutionism—such as he had practiced in 1.848 in Gerniany— 
was finished, and his research work was for the rest of his life interfered with only 
by the necessity of earning his bread (in part by journalistic woik), by his activity in 
the First International (1S64-72). and later on also by failing health. 'Jhe standard 
biography is still F. Mehring’s (1918). 'I'liongh in some resiiccts less marred by luu 
row prejudice than are other works of this writer and in general cf)mniendahle, it 
calls for a protest on behalf of Marx in one respect; it entirely failed to do justice 
to the scientific element in Marx’s work. W’e ourselves may find in his works abiuidaut 
proofs of ideological bias, but Mcluing goes t(»o far when he credits Marx with no/Zimg 
but an intention to formulate proletarian idcologs' (of course he means to be cornpli 
mentary). 

Friedrich Fngcls (1820-95) interspersed a fairly successful business career with revo 
lutionars' activities until 1S69, when he retired from business in order to serve the 
cause of Marxist socialism for the rest of his life. Among other things he became the 
warden of Marx's literarj' remains after the latter's death and, in addition, something 
of an oracle and elder statesman (hence the object of attack by a younger generation) 
to the German Social Democratic party. His .self-effacing loyalty cannot but command 
our highest respect. Throughout he aspired only to be the faithful henchmari and 
mouthpiece of the Lord Marx. It is therefore only from necessity that 1 point out— 
for it is necessary to do so to enable the reader to understand our situation with re 
spcct to the Marxist manuscripts that Engels edited—that he was not Marx’s intcl 
lectual equal and that, while fairly up to the latter’s philosophy and .sociology', he was 
particularly deficient in technical economics. Of his own economic publications. Die 
Lage der arheitenden Klasse in England (1845) will be mentioned again: however 
biased, it is a creditable piece of factual research, nourished by direct ob.servation. 
The ‘Umris.se zu einer Kritik der Nationalbkonomie’ (in Ruge’s and Marx’s Deutsche 
franzbsische Jahrbucher, 1844) and his Herm Eugen Duhrings Vnwdlzung der 
"Wisftemchaft (1878; English trans. Anti-Duhring, 1907) arc di.stinctly weak perform 
ances. His philosophical and sociological publications, though not original, keep a 
higher level. We shall have no occasion to mention either again. But these remarks, 
let me repeat, should not indiiec 11s to think less of the man who.se name is fully en¬ 
titled to the honorific position it holds in the history of German socialism. In par- 
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Engels who docs not properly weigh the implications of their bourgeois cul¬ 
tural background, which is one of the reasons, though not the only one, why 
Marxism must be considered as a product of the bourgeois mind, a product 
that grew from eighteenth and early ninctccnth-ccntury bourgeois roots. Tlie 
belief that it c\cr meant or could mean anything to the masses or in fact to any 
group, except a limited number of intellectuals, is one of the most pathetic 
elements in the personal ideology of Marx and Engels.*' Second, our informa¬ 
tion enables us to form a pretty clear idea of Marx’s opportunities for concen¬ 
trated work. At times, he indulged in activities and lived under conditions that 
are bound to get on a man’s ner\es and to be more destructive of his scientific 
work than we might infer from the hours actually absorbed. Nevertheless, he 
had, on the a\craye, an amount of time 'to himself’ that compares favorably 
with the amount that is left, also on the average, to the typical American pro¬ 
fessor of our own da>’. And he used it to the full. Again, nobody will ever un¬ 
derstand Marx and his work who does not attach appropriate weight to the 
erudition that went into it—the fruit of incessant labor that, starting from 
primarily philosophical and sociological interests in his early years, was con¬ 
centrated increasingly on economics as time went on, until his working hours 
were all but monoiwlized by it. Nor was his the kind of mind in which schol¬ 
arly coal puts out the fire: with every fact, with every argument that impinged 
upon him in his reading, he wrestled with such passionate zest as to be in¬ 
cessantly diverted from his main line of advance. On this I cannot insist too 
strongly. 'I'his fact would be my central thenw were 1 to write a Marxology. 
Perusal of his Thcorien iiher den Mehnvert suffices to convince one of it. And, 
once pro\ed, it ser\es to establish in turn another fact and to solve a much 
discussed riddle: it serves to establish that he was a born analyst, a man who 
felt imjjclled to do analytic work, whether he wanted to or not and no matter 
what his intentions were; and it .serves to solve the riddle why he failed to 
finish his work but instead left us heaps of disorderly manuscripts that no 
labor of love availed to put into an acceptable shape. 

Third, our information warrants the statements that he was ver\' much a 
philo.sophcr dabbling in .sociology and politics (as do so many philo.sophers) 
until he went to Paris; that there he quickly made headway and found his 

ticiilar nothing is further from my mind than a wish to suggest that he was Marx's 
slave. In the 1840’s he may even have liclped to educate Marx in economics and in 
socialism, for at that time he was much further along. There arc several biographies. 
It suffices to mention D. Ryazanov’s Karl Marx und Friedrich Engels (English trans., 
1927, KiLssian original unknown to me); there is a bibliography of works on both Marx 
and Engels in Marx-Engels Institute (later the Marx-Engels Lenin Institute), Marx- 
Engels ArchiVj vol. 1, 1926. [The first two volumes of the Marx-Engels Archiv were 
published in German and in a parallel Russian edition; subsequent volumes have been 
pnbli.shed in Rus.sian only.] 

» Marx took himself in and helped to foster the same delusion in his followers by 
building into his structure a sufficient number of phrases—vcr>' eoarsc ones among 
them—^which indeed evcrj'one can understand and which arc what Marxism means to 
the vulgar, perhaps even to people w'ho are not covered by this term. 
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feet as an economist; and that by the time he and Engels wrote the Com- 
munist Manifesto (1847; published 1848); that is to say, at the age of 29,^ he 
was in possession of all the essentials that make up the Marxist Social Science, 
the only important lacunae being in the field of technical economics. For the 
rest, the main line of his intellectual life may be described as a series of ef¬ 
forts to work out that Social Science and to fill those lacunae —tasks which, I 
believe, Marx did not expect would involve any insurmountable difficulties, 
though he did expect that a great deal of further work would be required to 
straighten out and co-ordinate everything that was to find a place within the 
vast structure. 

This interpretation is not the usual one. It attributes to Marx an early con¬ 
ception of all that is fundamental in his scheme of thought and, barring points 
of comparative detail, a large amount of consistency in developing it, spring¬ 
ing from a theoretical purpose and plan that never varied in essentials. 
Even Marxists, who ma\’ be cxjxctcd to sympathize with this view, will find it 
too simple; but Marx critics will declare it to be downright wrong. Accord¬ 
ingly sonic defense is necessary. 'I'hc relevant facts are these. In 1859, Marx 
published Zur Kritik der politischen nkonomie, which c\'idcntly was to be the 
first installment of a comj)rehensive exposition and therefore constitutes proof 
that he must have thought himself eejuipped to write one. The fact that he 
abandoned this torso proves that he was not. and that he felt he had made an 
unsatisfactory beginning. But what of it? This is exactly what must be ex¬ 
pected to happen in an enterprise of such magnitude—which, moreo\cr, in¬ 
volves, on the economic side, a large amount of detail, theoretical still more 
than factual—and cannot be taken as proof that something had gone wrong 
with fundamentals. lie started afresh and, after struggles that are most in¬ 
structively reflected in some of the manuseript material eventually published in 
three volumes by Kautsky ( I heorien iiber den Mehrwert, 1905-10), brought 
out a new first installment {Das Kapital, first \ol., 1867).** 'Ilic fact that no 
second volume followed during Marx's lifetime and that Engels had to edit 
the second volume (18S5) and to compile a third one (1894), both from un¬ 
finished manuscripts, is interpreted by anti-Marxists to mean confession of 
failure: Marx, so they said, became conscious of the presence in his system of 
irreconcilable inconsistencies (especially in his value theory), and therefore re¬ 
fused to go on. From the Theorien iiber den Mehrwert it can be shown, how¬ 
ever, that Marx, when he published the first volume, was perfectly aware of, 
and had planned for, what to his critics appeared to be irreconcilable incon¬ 
sistencies. Ilis correspondence, it is true, establishes the fact that he deferred 

’ If this be so, it would afford another illustrative instance for Ostwald's theory 
that thinkers conceive their truly original ideas before they are 30. 

* This is all I have to say on the question whether and why Marx changed his plan. 
The question, interesting as it is for Marxolog}% is quite irrelevant to my interpreta¬ 
tion. Any changes of plan are readily understandable in all cases of protracted efforts. 
See, however, II. Grossniann: ‘Die Andcrung des urspriinglichcn Aufbauplans dcs 
Marxschen “Kapitals” und ihre Ursachen,’ Archiv fur die Geschichte des Sozialismus 
und der Arbeiterbewegung, 1929. 
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the completion of the second \oliimc for reasons that do not read too convinc¬ 
ingly. But surely tliis can be explained by the growing resistance of an aging 
organism that was afraid of new efforts, llius, the facts mentioned cannot be 
held to disprove my interpretation. 'ITic positive reasons I have for preferring 
it arc his method of work that has been alluded to above, and my theorist’s 
knowledge of what Marx’s theoretical difficulties were—from his standpoint, 
they were not insurmountable, 'rhis is, of course, quite compatible with my 
conviction that Marx’s system is seriously at fault. 1 mean only that he could 
ha\e presented a comprehensive economic theory without violating logic—he 
would always have had to do violence to facts. 

III. Since we have decided to do what Marxists—perhaps rightly—resent, 
namely, to take the Marxist structure to pieces and to discuss each of these 
pieces in the places in which they belong, we shall not get an o\'er-all view of 
it anywhere. 'Ihc following comments are intended to offer a partial substitute 
for such a view. 

7 ’he ‘pieces’ di\idc up into two groups, one sociological and the other eco¬ 
nomic. I’he sociological pieces include contributions of the first order of im¬ 
portance such as the Economic Interijrctation of History, which, as I shall 
argue, may be considered as Marx’s own, quite as much as Darwin’s descent 
of man is Darwin’s own. But the rest of Marx’s sociology—the sociological 
franicwx)rk that, like cvcr\ economist, he needed for his economic thcor\'—is 
neither objccti\cly novel nor subjectively original. His preconceptions about 
the nature of the relations between capital and labor, in particular, he simply 
took from an ideology that was already dominant in the radical literature of 
his time.® If, howe\er, we wish to trace them further back, we can do so with¬ 
out difficulty. A very likely source is the Wealth of Nations. A. Smith's ideas 
on the relatix'c position of capital and labor were bound to appeal to him, espe¬ 
cially as they linked up with a definition of rent and profits—as ‘deductions 
from the produce of labour' (Book i, eh. 8, ‘Of the Wages of Labour’)—that is 
strongly suggestixe of an exploitation thcorx-. But thc.se ideas w'cre quite com¬ 
mon during the enlightenment and their real home was LVancc. French econo¬ 
mists, excr since Boisguillebert, had explained property in land by violence, 
and Rousseau and many philosoijhers had expanded on the subject, ’fhere is, 
however, one writer, Linguet, who, more explicitly than others, drew’ exactly 
the picture that Marx made his oxxn: the picture not only of landlords wlio 
subject and exploit rural serfs, but also of industrial and commercial employ¬ 
ers who do exactly the same thing to laborers who are nominally free, yet 
actually slaves.’® 

® It is in this field that Mehring’s interpretation of Marxi.st doctrine (as a verbaliza¬ 
tion of proletarian ideology) comes nearc.st to being true. Our quarrel with him is only 
that he extended this interpretation to the whole of Marx's work. 

i®S. N. 11 . Linguet (1736-94), a barrister and journalist, xvas a prolific and bellicose 
writer, who is difficult to classify. He criticized the physiocrats {Reponse aux docteurs 
modernes . . . 1771) and took part in many controverics of his day without making 
any mark. But one of his books is of great interest for us, his Throne de$ loix civiles 
(1767), neither because of its attack upon Montesquieu nor because of Morellet’s biting 
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Tin's sociological framework offered most of the pegs that Marx needed in 
order to have something upon which to hang his glowing phrases. And since 
historians arc primarily interested in these, no matter whether they admire 
them or are shocked by them, it is difficult to gain assent to what is the ob 
vious truth a])out the nature of the purely economic pieces of the Marxist sys¬ 
tem. This obvious truth is that, as far as pure theory is concerned, Marx must 
be considered a 'classic' economist and more specifically a member of the 
Ricardian group.“ Ricardo is the only economist whom Marx treated as a 
master. I suspect that lie learned his theory' from Ricardo. But much more iin 
portant is the objective fact that Marx used the Ricardian apparatus: he 
adopted Ricardo’s conceptual knout and his j^roblcins presented themselves 
to him in the forms that Ricardo had gi\en to them. No doubt, he trans¬ 
formed these forms and he arrived in the end at widely different conclusions. 
But he alwa\s did so by way of starting from, and criticizing, Ricardo— criti 
cism of Ricardo was his method in his purely theoretical \vork. Only three out 
standing illustrations can be mentioned here: Marx substantially accepted the 
Ricardian theory of value (see below, eh. 6) and defended it b>- the Ricardian 
arguments but, recognizing that Ricardi.ui values cannot be expected to be 
proportional to juiecs, tried to work out a different theory of the relaticm lx- 
tween the two; Marx, following Ricardo’s lead, ran up, as Ricardo did, against 
the problem of surplus value but, recognizing that Ricardo’s solution really 
was no .solution at all, developed his exploitation theory from the Ricardian 
set-up; Marx wholh' accepted, down to details, Ricardo’s theory of technolog¬ 
ical iincmployiiicnt but, finding it inadequate for his ]Hirposes, tried to turn 
into a general iaw’ what with Ricardo was no more than a i>ossibility. It is 
hoped that these points will become clearer as we proceed (chs. 3 and 6). Here 
they arc mentioned by way of anticipation to give definiteness to the meaning 
of my statements that Ricardo was Marx’s master, and that Marx, though he 
transformed the theoretical material he found, yet worked with tools that he 

reply, but because it niifolclccl a quite elaborate historical sociology, the central Ihciiic 
of which was the enslavement of the masses. I do not knr)W that the hook had much 
influence. But. as a .symi^tom at least, it stands at or near the fountainhead of the 
ideology that Marx and many others, nonsocialists among them, have substituted for 
capitalist reality, and on which .sopliomoric entlinsiasnis feed even today. Linguet sup¬ 
plied not only the picture but also the characteristic spirit with which to look at it. 
An example will illustrate. Lingiiet adopts the theors* that in the dawn of civilization 
there were agrarian populations, living in substantially eqnalitarian conditions, and that 
a kind of feudal .society arose through the subjection of those populations by war 
like tribes wlio established themselves as their lords. There is much to be said for this 
theory, which is in fact accepted by some modem prehistorians. Now, however, among 
the results of this subjection that created lords and serfs is everything we include in 
the term ‘culture.* Hut Linguet has no eye for this. It is the fact of subjection that 
matters to him and nothing else. And his conclusion is moral indignation and nothing 
else. 

Observe that, so far as theory is concerned, this makes Marx an Englisli econo¬ 
mist. And he was one. 
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found and not with tools that he created. This is only another way of ex¬ 
pressing that, however ‘secular' a phenomenon Marx may have been in some 
resjicets, he was essentially period-bound as a thcorctieal technician—a fact 
that later on created many a difficulty for followers who felt unable to admit 
that Marx could e\er grow out of date in any respect. 

However, in order to drive home a point that seems important, I have strictly 
confined in\’self in the preceding paragraph to Marx's theoretical technique. 
But there are two features of Marxist theory that transcend technique. And 
these were not period-bound. 'Hie one is his tableau economique. In his anal¬ 
ysis of the structure of capital, Marx developed Ricardo once more. But there 
is an element in it that does not hail from Ricardo but may hail from Ques- 
nay: Marx was one of the first to try to work out an explicit model of the 
capitalist process.*- 'I’lie other is still more important. Marx’s theory is evolu¬ 
tionary in a sense in which no other economic theory was: it tries to uncover 
the mechanism that, by its mere working and without the aid of external fac¬ 
tors, turns any gi\'en state of society into another.^^ 

IV. This is all that our space permits us to say about the Marxist system in 
general and about the manner in which the component parts of it will be taken 
into account in this book.* * A reader's guide should follow now. But I feel un- 
alde to produce one. Marx was so diffuse and repetitive a writer, and, barring 
the first volume of Das Kapilal, his theoretical works reflect so unfinished a 
state of his argument, that it is impossible to point out what is most signifi- 

The next ecoTioiiiist to try his hand at this task was Bohm Bawerk (see below. 
Part IV, chs. 5 and 61. 'Ihe affinity between the two is hidden by phraseology and by 
trappings, but is nevertheless real and close. 

Marxologists soinctiiiies speak of Marx’s methods’ being es.scntially ‘historical.’ 
This phrase carries in this connection two different meanings; it means, first, that 
different parts of Marxist theory may have been intended by Marx to apply to differ¬ 
ent states of society; and it means, second, what is meant above by the word 'evolu¬ 
tionary.' Both meanings arc capable of defense. But the phrase is infelicitous all the 
same, because it also carries other meanings—among them the one that is most natu¬ 
rally associated with the word ‘historical*—that do not apply to Marxist theory. (On 
the cwfihilionary aspect of Marx's theory, see below, ch. 3, sec. 4b.) 

* * The reader need not. perhaps, be told again how incomplete all this is. But there 
is one point that merits exidicit notice. I have emphasized the influence that Smith 
and Ricardo exerted upon Marx. I have mentioned the influence of Quc.snay only as 
a possibility, because Marx’s model might have been developed independently from 
the Ricardian base. But some other po.ssible influences I have not mentioned at all. 
Many have been as.seried by other historians and, since Marx’s knowledge of literature 
was very nearly exhaiistixe, the j^ossibility that they are right cannot be excluded. But 
there is no cogent reason for assuming other influences more specific than what is 
inevitably imidied in his having read, analyzed, and criticized very many other people. 
I have therefore economized space by not mentioning any of the suggestions that have 
been offered. In fact, as soon as one has grasped the importance of Ricardo's influence, 
which Marx did nothing to hide, and, in addition, the caliber of Marx’s mind, one 
will automatically cease to be interested in those suggestions, let alone accusations of 
plagiarism. 
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cant with any confidence. Instead of attempting an impossible task, I shall 
refer my readers to a book by Dr. Sweezy (the work of an accomplished theorist 
and a monument of iinsv^'crving loyalty) which presents Marx’s economics in 
the most favorable light and, in addition, is the best introduction to Marxist 
literature I know.^° Relying on this reference, 1 shall confine myself to tender¬ 
ing the following pieces of adN ice. 

There is no point whatever in perusing selected bits of Marx’s writings or 
even in perusing the first volume of Das Kapiial alone. Any economist who 
wishes to study Marx at all must resign himself to reading carefully the whole 
of the three volumes of Das Kapital and of the three \oliimes of Theorien 
iiher den Mehrwert.^^ hiirther, there is no point whatever in tackling Marx 
W'ithout preparation. Not only is he a difficult author but, owing to the nature 
of his scientific apparatus, he cannot be understood without a working knowl¬ 
edge of the economics of his epoch, Ricardo in particular, and of economic 
theory in general. This is all the more important because the necessity- for it 
docs not show' on the surface. Again, the reader must be on his guard against 
being misled by traces of Hegelian terminology. It will be argued below that 
Marx did not allow' his analysis to be influenced by Hegelian philosophy. But 
he sometimes uses terms in their specifically Hegelian sense, and a reader who 
takes them in their usual sense misses Marx’s meaning. Finalh', a reader wlio 
W'ishes for an\ thing other than indoctrination must, of course, learn to distin¬ 
guish both facts and logically valid reasoning from the ideological mirage. Marx 
himself helps us in this: sometimes, becoming semiconscious of ideological 
delusion, he rises, in defense, to the heights of his vituperati\e rhetoric, which 
therefore serves to indicate the spots at which there is something wrong. 

Paul M. Sw'cczy, The Theory of Capitalist Development (2nd ed.. 1946). My 
recomniendation does not imply agreement with all of S\vec/y*s iiitCTprctations, espe¬ 
cially with his attempt to make a Keynesian of Marx. Attention is drawn to the w'ell- 
cliosen entries in the bibliography, to which 1 have only one item to add: L.cxis 

[J. A. S. here inserted the title of Bdhm Hawerk’s criticism of Marx, 7 .um Abschliiss 
des Marxschen Systems (1896)—obviously a slip. He probably intended to refer to a 
review' article written by Lexis after the iniblication of vol. m of Das Kapiial^ namely, 
‘The Concluding Volume of Marx’s “Capital”' in the Quarterly Journal of Econ¬ 
omies, October 1895]. The importance of Bortkiewicz’s contribution has been abun 
dantly emphasized in Sw'cezy's text. 

The Communist Manifesto is also indispensable, of course. But for any purpose 
short of becoming a Marxologist, I think that nothing need be added except the 
Class Struggles in France, articles w'ritten in 1848-50, published as a book, with an 
introduction by Engels in 1895. Only the Marxologist need go into Marx’s corre¬ 
spondence. 
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During the last decade or so before the French Revolution, some of the 
traits became visible of a social and political pattern that, after the revolu¬ 
tionary and Napoleonic Wars and their immediate consequences were over, 
more or less established itself for the rest of the nineteenth century. It seems 
desirable to touch upon a few of its essential features, if only to correct some 
misapprehensions the reader's mind may harbor and to soften the unrealistically 
definite colors in which the \arious ideological traditions ha\c painted it. 

In doing so we shall have to struggle with a difficulty that is not new to us. 
We arc going to try to \’isualizc an economic and social structure—in process 
of incessant change, of course—and the cultural superstructure that was either 
associated with it or, according to Marxist doctrine, generated by it: we call it 
the ci\'ilization or the spirit of the times, or the Zeitgeist.^ But this Zeitgeist 
is never a structural unit. It is always an imperfect synthesis of warring ele¬ 
ments and can nc\cr be described truthfully in terms of a few consistent ‘prin¬ 
ciples.' The most obvious reason for this is that at any given time both the 
economic and social structure of a society and its Zeitgeist contain elements 
that hail from historically prior states. But there arc other and more funda¬ 
mental reasons, less easy to explain, which make it impossible to analyze what 
happens in a social organism in terms of processes that conform to the imma¬ 
nent logic of its state and in terms of processes that are induced by the re¬ 
sistance of survivals or, still more superficially, as ‘progress' and ‘reaction.' The 
conceptual arrangement we are going to use bears witness to this difficult}-. 

On the whole, however, it may be averred that, though the peak of bourgeois 
ascendancy occurred in the subsequent period, it was in the period under sur¬ 
vey that the ascent of the business class was most nearly unimpeded, most 
nearly unchallenged. In the great nations, the bourgeoisie did not rule politi¬ 
cally, the most important exceptions being the United States and, for the sev¬ 
enteen years of Louis Philippe’s regime, France. But in all countries the gov- 

1 The Marxist term Cberhau is .satisfactorily rendered by its literal translation, super¬ 
structure. But for the German word Zeitgeist there is no perfect equivalent. Hence I 
am going to use it (as I do other foreign terms that are hard to translate exactly) just 
as American physicists use Eigenschwingung and American philosophers, Weltan¬ 
schauung, 
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erninents, however unbourgcois in origin and structure, not excluding those 
that ha^'C been voted most ‘reactionary' by bourgeois oppositions, backed the 
economic interests of the business class almost without question and did their 
best to protect them.2 Still more important, they did so in a spirit of laissez- 
faire, that is to say, on the theory' that the best way of promoting economic 
development and general welfare is to remove fetters from the pri\'ate-cnter- 
prise economy and to leave it alone. Tliis is what will be meant in this book 
by Economic Liberalism. The reader is requested to keep this definition in 
mind because the term has acquired a different—in fact almost the opposite— 
meaning since about 1900 and especially since about 3930: as a supreme, if iin- 
intended, compliment, the enemies of the s\stem of private enterprise have 
thought it wise to appropriate its label. 

By Political Liberalism, which must be distinguished from economic liberal¬ 
ism as our footnote amply shows, wc mean sponsorship of parliamentary gov¬ 
ernment, freedom to vote and extension of tlie right to vote, freedom of the 
press, di\orce of secular from spiritual government, trial by jury, and so on, 
including retrenchment and pacific, though not nccessarih’ pacifist, foreign 
policy. This was the program •’* of the first phase of the French Revolution. A 
tendency to carry it out c\cntually asserted itself everywhere. But the rates of 
speed differed widely as between different countries and so did the combina¬ 
tions of forces and circumstances that were responsible for each step. 

The rate at which the business class itself was converted to political liberal¬ 
ism also differed w'idely, and not onl\ as between different countries, but also 
as betw'cen different subgroups of the bourgeoisie. Not even economic liberal¬ 
ism w'as wx’lcomed everywhere and by the whole business class; political liberal¬ 
ism came to large sectors of it like an undcsired child. The adherents of the 
Spanish Constitution of 1811, who were the first to call themselves liheraleSy 
had not the whole bourgeoisie behind them. Neither had the French liberaux 
of the 1820’s. It was a wing only, which was but semirccognized and received 
also nonbusincss support from intellectuals and the masses, that forced the pro- 

2 The Prussian government of the Stein-IIardciiberg era, the Aiisiio-TIungarian gov¬ 
ernment from 1849 to 1859, and the Russian government throughout, are the most 
striking examples of governments that, though surely autocratic enough, adhered, so 
far as the principles and tendencies of their economic policy is concerned, to what I 
am about to call economic liberalism. This may read surprisingly. Hut the reason why 
it docs so is only that these coutitries were, at the beginning of the period, so far re¬ 
moved from a state of individual freedom in the economic sphere, and that, in their 
conditions (especially in the conditions of Russia), progress toward this state had to 
be so .slow that the tendency docs not show so spectacularly as it docs in England. 
Perusal of any economic history of Europe and, to some extent, the comments that 
arc to follow in the text will, how-cver, convince the reader. In order to understand 
the economic literature of the period, this fact is of prime importance. Both Prussian 
and Russian Smithianism w^as not just a literary fad indulged in by oppositions: its 
stronghold w'as in the conservative bureaucracies. 

2 Certain items of it are disputable. For example, men who.se right to be called 
political liberals cannot be denied opposed free public education. Not all liberals spon¬ 
sored extension of the franchise; some conservatives did. 
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gram of political liberalism upon a not-quite-willing majority, though this ma¬ 
jority was converted in the end. In England, this shows quite clearly in the 
way in which first the Whigs and then the Palincrstonians were pushed along 
by a small group that was known as ‘radical.’ This group, or at least its intel¬ 
lectual core, the Philosophical Radicals, is of particular interest to us because 
some of the most important English economists belonged to it or sympathized 
with it. But unlike their sueeessors of a later day, these radicals were not at 
all what we should call radical in matters of economic policy. Some of them, 
J. S. Mill in particular, visualized indeed a different organization of economic 
activity for a more or less distant future. For the time being, however, they 
were economic liberals in the sense defined above, or what we should now 
call conservatives, llieir radicalism found plcnh' to do in the purely political 
sphere. Moreover, at the beginning of the period, laissez-faire—and in partic\i- 
lar free trade—was not as yet established policy. It was something to be fought 
for, fresh not stale, and something that was felt to be ‘progressive.’ It attracted 
the majoriH’ of intellectuals instead of disgusting them. Their idea of reform 
was to clear the economic system of what they regarded as noncssential ‘abuses’ 
in order to allow laissez-faire to work itself out fully.^ Tbey were supporters of 
the new Poor Law and no friends to Chartism, still less to any of the socialist 
groups that were in existence then."* 

Thus the correlation between the interests and attitudes of the business 
class and liberalism was anything but perfect. In addition, as we have already 
observed, it was by no means only its own left wing that pushed the bourgeoisie 
along. Conservative governments—and not only the autocratic ones, but also 
the lCngli.sh conservative governments—had a decisive share in the progress 
toward economic liberalism. Moreover, groups, strata, parties, and attitudes of 
noncapitalist origin, though they had to yield occasionally, held their own on 
the whole. The period’s political histor\^ bears witness to this. So does its reli¬ 
gious history*. The period indeed begins and ends with a decade in which in¬ 
difference or even actively hostile laicism prevailed. But between the Napo¬ 
leonic Wars and the i86o’s, the Catholic Church experienced a marked re¬ 
vival of activity and power that was paralleled in Protestant countries, espe¬ 
cially in England (evangelical movement on the one hand, Oxford movement 
on the other). Nor do the period’s currents of thought outside the religious 
sphere fit into any simple schema. Tory democracy put in an appearance. 

^ It is, therefore, understandable that Marx and the Marxists should have professed 
contempt for bourgeois radicalism—though they transferred their contempt also to 
the radicalism of a later time—that they should have looked upon it as a sham that 
was really meant to preserve what it pretended to reconstruct. But understandable 
though such an opinion is in people who felt themselves to be the competitors of 
bourgeois radicalism, it is nevertheless quite wrong (i) because radicals and. drawn 
along by them, simple liberals helped labor to gather in a harvest of considerable 
value even in the economic field; and (2) because their work in the political field cre¬ 
ated the conditions under which socialist parties were able to grow to numerical 
importance. 

B On the Chartist Movementy see the book with this title by M. Hovell (1918}. 
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Naive radicalism—and the philosophical radicals were nothing if not naive— 
certainly did interpret all these things as survivals. Only the subsequent period 
was to show that, when they thought they fought the past, they were really 
fighting the future. 

A bird’s-eye \'iew of the intellectual scenery of the period and of some de¬ 
velopments in fields of particular interest to the economist will be presented 
in the next chapter. 'I’he rest of this one will be devoted to a survey of the 
policies of the period. For brevity's sake, we shall confine ourselves almost 
entirely to economic policies and to the English paradigm. 

1. Economic Development 

Tlie liberal intermezzo w^as evcryw'hcre, but most spectacularly in England, 
associated with an economic development which, so far as wc can judge, was 
unprecedented—all the achievements of the early and middle railroad age. It 
w'as easy to attril)iite that impressive sequence of undeniable successes to the 
policy of economic liberalism as its main or even only cause. Hie reader will 
understand that, howc\'cr inadequate, this theory w'as far from being wiiolly 
WTong. It cannot reasonably be doubted that, in the historical conditions of 
that epoch, the reino\aI of fetters from the energies that crowded into business 
pursuits, together with a policy that guaranteed to the businessman secure en¬ 
joyment of success and at the same time made it clear to him that he had no 
help to expect in case of failure, must in fact have had the energizing in¬ 
fluence that W’as extolled until the argument got stale through repetition. Thus 
the system kept on justifying itself in the eyes of most contemporaneous ob¬ 
servers, even of those who, like J. S. Mill, bore it no lo\e. Such complacent 
registration of ‘progress’ seems strange to us who look back upon that age from 
diflferent standpoints and in a different humor and abhor the atmosphere of the 
hard-dri\'cn homes of rising industrialists almost as much as the squalid dw’cll- 
ings of their w'orkmcn. But let us remember that much of all that offends us 
now’ was in the nature of childhood diseases—some of which were passing 
even at the time of Marx’s glow'ing indictments—and that the economic 
promise, which the system of free enterprise held out to all, was not an emptj' 
one: the standard of living of the masses remained low, but it rose steadily 
almost all the time; cver-grow’ing numbers were absorbed at increasing real 
wages; the ‘free breakfast table’ of the English free traders w’as perhaps the 
least misleading slogan that politicians ever forged. Also, contemporaneous and 
later critics, both conservative and socialist, have never adequately realized the 
extent to which the welfare policies of the next period were rendered possible 
by the developments of the first three quarters of the nineteenth century and 
by the policies that fostered them. So far as this goes, there is no reason for 
discounting either the honesty or the competence of the economists of that 
time, or for voting them victims of ideological delusion. 
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2. Free Trade and Foreign Relations 

The Fiiiglish advocates of free trade claimed perfect generality for their ar¬ 
gument. For them, it was absolute and eternal wisdom for all times and places; 
he who refused to accept it was a fool or a crook or both. But as has been 
pointed out many times, England's individual historical situation in which a 
free-trade policy was clearly indicated had i^robably more to do with her con- 
\'crsion than had the element of general truth in tlic free-trade argument. 'I’lic 
hope that a spectacular example would convert other nations also may have 
played some role, llie decisive factors and arguments, however, were quite in¬ 
dependent of any such hope. The superiority of England's industry in 1840 
was unchallengeable for the calculable future. And this superiority had every¬ 
thing to gain from cheaper raw materials and foodstuffs, 'riicsc were no delu¬ 
sions: so satisfied was the nation with what it took to be the results of this 
policy that criticism W'as almost silenced until the depression of the eighties. 
Even that hope did not prove illusory for several decades. 'I’liough England re¬ 
mained the only great nation to embrace free trade wholeheartedly, all the other 
nations displayed tendencies toward free trade for longer or shorter periods and 
to a greater or lesser degree, 'lliiis Prussia and then the German Empire, from 
the Prussian Tariff of 1818 to the Cai^rivi treaties of 1891-4, moved on a line 
that nc\cr departed very far from free-trade principles.^ 'Ihe Anglo-French 
treat}’ of i860 (Cobden-Chcvalicr Treat}) marked an important if short-lived 
interru])tion in the generally protectionist policy of h’rance. It should be ob¬ 
served, however, that on the Continent free-trade or quasi-frec-trade policy was 
ne^’cr supported by public opinion as strongly as was the case in England: it 
was imposed by bureaucracies—as in Germany—or by rulers—such as Na¬ 
poleon III—wdio w'crc doctrinaire liberals in these matters, lliosc economists 
who, like the majority of the k^rcnch, were free traders elicited little response 
from the public. In the United States, too, free trade was never popular ex¬ 
cept with economists and not w'iih all of them. Different national conditions 
of course amply account for this, and they also enable us to put a more favor¬ 
able construction on the views of protectionist economists in these countries 
than ardent free traders were wont to put upon them. I’he dramatic story of 
England's conversion to free trade need not be retold here. But there arc two 
aspects of it that we cannot afford to neglect. 

First, from a parliamentary point of view the adoption of the free-trade 
policy stands wiiolly to the credit of the conservative party. The first effective 
steps in the direction of free trade were taken before the outbreak of the 
French Revolution by Lord Shelburne and the }ounger Pitt. Ad\’ancc tow'ard it 

^ 'llie fact is somewhat obscured by the moves and countermoves that preceded the 
conclusion of the Customs Union (ZoHverein) of 18^4 and by concessions made from 
time to time to individual protectionist interests. On the whole, however, the policy 
of the Customs Union and, for the rest of the centur}\ of the Empire is adequately 
described by the sentence above. Bismarck’s mild protectionism had mainly fiscal 
reasons. 
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was resumed in the 1820’s by Huskisson. And free trade u'as (substantially) 
carried, the most difficult point—removal of the import duties on grains—in¬ 
cluded, by the conservative government of Sir Robert Peel. Though his cab¬ 
inet and parh' foundered on the rocks, it still remains true that a government 
largely eomposed of landowners earried a policy that w’as obviously contrary 
to their own economic class interests as well as to the economic interests of 
the class with which they w'crc most closely allied, the farmers. Interpret it 
as you please, but do not forget to ponder over this most interesting jjhenom- 
enon of political sociology. The manufacturers and merchants who provided 
political steam are another matter. Tlic Merchants’ Petition of 1820 must be 
mentioned because it was drawn up by one of the leading scientific economists 
of the age, lliomas 'I'ookc. And this is our only opportunity, in a history of 
analysis to mention the two heroes of the Anti-Corn-Law League, Richard 
Cobden and John Bright.- 

But, second, free-trade policy means much more than a particular way of 
dealing with questions of foreign trade. In fact, it could be argued that this 
is the least important aspect of it and that a man might be a free trader, even 
if he thinks little of the purely economic case for free trade per sc. It is eas\- 
to sec—to some extent we shall sec presently—tliat free-trade policy is related 
to other economic policies in such a manner that, for political as well as eco 
nomic reasons, these other policies are difficult to pursue without free-trade 
policy, and \ice versa. In other words, free trade is but an element of a com¬ 
prehensive system of economic policy and should never be discussed in isola¬ 
tion. Nor is this all. The really important point to make is that this system 
of economic policy conditions, and is conditioned by, something that is more 
comprehensive still, namely, a general political and moral attitude or vision 
that asserts itself in all departments of national and international life and nuiy 
indeed be linked up with utilitarianism.^ This attitude, which has come to be 
called Manchesterism by its enemies, was in fact Cobden’s and Bright’s. Among 
its many manifestations, colonial and foreign policies are particularly impor¬ 
tant for us. Colonies used to be acquired for the sole purpose of being ruled 
and exploited in the interest of the mother country and of keeping other na¬ 
tions from doing the same thing. From the Manchester school standpoint 
there is not even an economic argument in favor of doing this. Still less is 
there a political one. Colonies exist for themselves just as do any other coun¬ 
tries; they .should be self-governing; and they should neither accord to, nor be 
accorded bv', the mother country any particular commercial advantages. Nor 
did all this remain in the realm of either philosophy or agitation. Some prac¬ 
tical progress was made toward the goal. England’s Canadian policy, as out- 

2 It may seem incongruous, in spite of all 1 might say, that this hook accords but a 
perfunctory notice to those great names. But there is nothing I can do about it except 
refer the reader to the two masterly lives that he will peruse with pleasure and profit: 
the Life of Richard Cobden by Lord Morley and the Life of John Bright by G. M. 
7 ’revclyan. 

8 In England, this affiliation was obvious. But it is not necessary—there are other 
systems of thought that yield the same attitudes. 
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lined in the Durham Report, was for the time being the most important step.^ 
There were many backslidings, of course. 

The foreign policy of the period, both at the time of the Holy Alliance and 
later, cannot be analyzed briefly. So far as England is concerned, we may, 
however, point to a few facts which, though hardly rcjircsentativc of prevail¬ 
ing practice, do indicate the existence of a tendency that was in accord with 
the wider implications of free trade. The most important of these facts was the 
actual practice of the second Peel administration, the one that repealed the 
Corn Laws: its sober and responsible management of foreign affairs, its refusal 
to see English interests in whatever happened anywhere on the globe, was an 
important sign of the times. Another was the adoption of the principle (Can¬ 
ning) to side with nations ‘rightly struggling to be free’ or even, with some 
reservation in the German case, with nations that shove for national union: 
nationalism did not have the connotation it later acquired and was an ally, 
not an enemy, of l)ourgeois liberalism or else of something to the left of it 
(Maz/.ini). r'urtherinorc, though the period witnessed a number of wars, others 
were prevented by the new attitude: English relations with the United States 
during the Civil War afford an example. Most important of all, attempts at 
sowing the seeds of war by arousing a spirit of either aggression or suspicion, 
which of course continued throughout, were also under criticism throughout: 
as an example I mention Cobden's highly characteristic struggle for a better 
understanding of France and his not less characteristic struggle with Urquhart.^ 
In parliament, Gladstone became—and remained—the most powerful spokes¬ 
man of the new attitude which he invested with all the glories of his rhetoric.® 

3. Domestic Policy and Sozialpolitik ^ 

We must remember that conditions differed sufScicntly in different coun¬ 
tries to produce different policies and also different attitudes on the part of 
economists even where the guiding principles were the same. Thus the aboli¬ 
tion of serfdom in Russia and the agrarian reforms in Germany and Austria— 
the so-called Liberation of the Peasants—were certainly conceived and car- 

^ See Charles P. Lucas, ed.. Lord Durhatns Report on the Affairs of British North 
America (1Q12). Lord Durham (179 21840) submitted his report in 1S39. 

® David Urquhart, a former member of the diplomatic service, founded in 1835 a 
periodical, the Portfolio, and, later on, foreign-affairs committees that made vigorous 
propaganda for an activist foreign policy. Cobden subjected to destructive criticism 
the possible advantages from such a i)olicy, made fun of arrogant and ignorant diplo¬ 
matists and political busybodies, and on the whole counteracted Urquhart effectively. 

® Perhaps the best, certainly the most pleasant, way for the reader to satisfy himself 
as regards this point is a perusal of Lord Morlcy’s great Gladstone biography (Life of 
William Ewart Gladstone, 3 vols., 1903). This is also perhaps the best reference to 
make for the rest of this chapter. 

^ As I said before, 1 prefer a word that everyone understands, even though it is a 
foreign one, to one that would need explanation. Hence wc shall use the word Sozial¬ 
politik throughout. 
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hed out in the spirit of economic liberalism: the idea of making the peasant 
the free proprietor of a free holding and of leaving him to his own de\’iccs was 
even surprisingly—^and indeed absurdly—radical. But in France this had been 
done in the Revolution; the land system of England presented for the moment 
no pressing problems at all; and the agrarian problems of Ireland were of an 
entirely different nature. Similarly, the regulations that fettered or sheltered 
the craft guilds and also other sectors of industry had withered aw'ay in Eng¬ 
land before this period; in France it w^s again the Revolution that had de¬ 
stroyed them; elsewhere they were removed at different times and in some 
places much more completely than in others: in Prussia, for example, by the 
Stcin-Hardenberg reforms after the battle of Jena. These differences were, 
how’ever, not a matter of different economic principles, although writers may 
sometimes have rationalized them in this way. ITicy were merely a matter of 
different social conditions, of differences in the economic structures that ex¬ 
isted in different countries at the beginning of the period. Again, England com¬ 
pletely reconstructed her law of joint stock companies. To some extent this 
was done everywhere, and everywhere the tendency asserted itself to ‘liberalize' 
company laws and to reduce public control (until after the crash of 1873 when 
some of the steps taken were retraced). But the results differed widely. 

Differences of principle as well as of existing conditions account for the 
widely different policies we find in such matters as religion, the press, crimi¬ 
nal and civil justice, education, and so on, within the same country at different 
times as well as between different countries. In England, for example, the old 
civil liberties having been restored after the Napoleonic Wars, it was Catholic 
emancipation, parliamcntar\' reform—^at first a liberal patent, later infringed 
on by the Disraeli conservatives ^—and Ireland which supplied the daily bread 
of current politics in the noneconomic field. But we are mainly interested in 
the English ^ Sozidpolitik of that period. 

* In England, the running fight for the ultimate enfranchisement of the masses was 
carried on entirely between upper-class groups: the masses themselves had nothing to 
do but to stand by and cheer or boo. Ihis interesting phenomenon illustrates well a 
characteristic difficulty of political interpretation. Tactics had much to do with the 
attitudes taken by Whigs and 7 'ories: Catholic emancipation ‘drove the Whigs back 
upon parliamentary reform’ and the Whig parliamentary reform in turn drove the 
Tories back upon further parliamentary reform. But tactics arc not all of it. llierc is 
something in Disraeli’s contention that conservatism of his type (Tory dcmocracv’) rep¬ 
resents the tnie interests and feelings of the masses and hence should look to the 
masses for support. 

3 As the reader might expect, the paternalistic tendencies of the preceding period 
survived better in some continental countries. But there is something else. In France, 
before the accession to power of Napoleon III, socialist movements had had little prac¬ 
tical effect except that of eliciting violent hostility. But there were nevertheless some 
writers who visualized with perfect clarity the governmental Sozialpolitik of later times. 
By far the most eminent of these was Charles Dupont-White (1807-78); .see his Essai 
sur les relations du travail avec le capital (1846) and his Vindividu et Vetat (18^7). 
Napoleon III and .some of his advisers entertained fairly advanced ideas on the subject 
of social reforms that were to be imposed by authority {socialisme autoritaire, so- 
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English labor legislation developed along three lines. First, there was the 
factory legislation—^protection being, however, substantially confined to women 
and children.^ Second, the various acts prohibiting combinations of workmen 
were repealed in 1824, though complete legalization of trade unions was de¬ 
ferred until 1871 and 1875. Third, a Poor Law Amendment Act was passed in 
1834, which is important for us, among other reasons, because it was based 
on a report written by Edwin Chadwick in collaboration with one of the lead¬ 
ing economists of the age, Senior. Two aspects of this act must be carefully 
distinguished. On the one hand, it greatly improved the administrative ma¬ 
chinery of poor relief and stopped a number of practices that would be con¬ 
sidered abuses even now. This was almost universally recognized, though some 
critics found fault with the act's administrative scheme. In any case, this aspect 
docs not concern us here. On the other hand, the act adopted certain eco¬ 
nomic principles that do concern us. Tliey were by no means new. In fact, 
they were as old as the poor-law controversy: the act simply adopted the views 
of one party to the contro\'ersy. That is to say, it confined poor relief to main¬ 
tenance in the workhouse and prohibited outdoor relief on principle,® the idea 
being that the able-bodied unemployed, who were in distress, should not in¬ 
deed be left to starve but should be maintained in semipunitivc conditions. 

Interpretation of these policies is an extremely delicate matter. We cannot 
do much more than visualize the various groups of problems that arise. First 
of all, these policies must not be considered in isolation. They were part of a 
system that offered other things to the working class. If we assign its proper 
weight to the effects on the real wage bill of the free-trade policy and to all 
that the ‘free-breakfast table’ implies, we shall conceive a wholly different idea 
of the period's performance in Sozialpolitik. Second, it is by no means clear 
how these policies fit in with economic liberalism. As regards the factory legis¬ 
lation, for example, it is as easy to argue that it was part of the logic of eco¬ 
nomic liberalism as it is to argue that it spelled deviation from this logic. I sug¬ 
gest that, as far as protection for women and children is concerned, we adopt 
the former opinion. Tliird, it must not be forgotten that though this type of 
factory legislation enjoyed some liberal or radical support—Cobden came out 
strongly on behalf of the children—the bulk of the political forces that car¬ 
ried it was supplied by conservatives (Lord Ashley, seventh Earl of Shaftesbur>'), 
who approached this whole range of problems in a quite different spirit. This 
fact is significant, no matter how we answer the question of compatibility of 
social legislation with the logic of economic liberalism. 

Contemporaneous and later critics, German exponents of Sozialpolitik in 
particular, have accused the English 'classic' economists of cold indifference 

cialisme d*^at), and some practical measures were actually taken. Dupont-White may 
be considered the literary exponent of this type of itatisme, 

<A reference must be sub.stitutcd for information that cannot be presented here: 
Hutchins and Harrison, A History of Factory Legislation (new ed., 1907). 

®It soon proved impossible to enforce this principle where there was serious re¬ 
sistance. 
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to the fate of labor. Tlic first thing to be said about this is that the indictment 
reveals a lack of historical sense that is particularly strange in critics associated 
with the German historical school: the man who disapproved of a ten-hour 
bill in 1847 might easily be a New Dealer in modem America without our 
ha^•ing any right to impugn his consistency. But wc can go further. Most 
‘classic’ economists supported the factory legislation, McCulloch especially. 
The repeal of the Combination Acts was vigorously pushed by a member of 
the Benthamite circle (Place ®). And the Poor Law Amendment Act, which 
was almost unanimously supported by economists, has other aspects besides 
what seems to us harsh treatment of people in distress. At the same time, we 
must not go too far. 'Phe support that ‘classic’ economists gave to this act 
acquires additional significance from the fact that the theory underlying it 
tallied well with their general scheme of economic and political thought, their 
scheme of Natural Libcrh\ It also tallied well with their views on population 
and wages. It tallied still better with their almost ludicrous confidence in the 
ability of individuals to act with energy and rationality, to look after them¬ 
selves responsibly, to find work, and to save for old age and rainy days. This, 
of course, is Benthamite sociology, hence bad sociology. On this point, the 
critics were right, howc^'er wrong they were in imputing to the ‘classics’ a de¬ 
fective social conscience.’’ 


4. Gladstonian Finance 

In the field of fiscal policy, wc are more prone than we usually are to give 
the jockey credit that is really due the horse. P. }. Gambon was an able finan¬ 
cier, yet all the reader is likely to know about the finances of the French Revo¬ 
lution is the breakdown of its paper money.^ F. N. Mollien was a master of 
the art, but under the conditions of the Napoleonic regime he had no chance 
to produce ‘great’ fiscal policy ^—and there are several others who deserve our 
respect though they ha^'e left a checkered record. Yet there was one man who 
not only united high ability with unparalleled opportunity' but also knew how 
to turn budgets into political triumphs and who stands in history as the great- 

®On this interesting man, see Graham Wallas' Life of Francis Place (1898), one of 
those books that bring past milieus back to life. 

’ Nor is it quite tme that all the ‘classics' were liberals in the party sense; Malthus 
was not a liberal. But most of the others were; and there is some truth in speaking of 
an ‘alliance' of ‘classic' economists with the liberal party. 'I'hercfore, by virtue of psy¬ 
chological, though not of logical association, the later decline of political liberalism 
contributed to the decline of the prestige of ‘classic' economics. Ob.scrve, however, that 
there is a long way between recognizing this and identifying ‘systems* and their for¬ 
tunes with the political humors of the hour. 

1 This gives me the opportunity to call the reader's attention to the important bib¬ 
liography on the finances of France in the eighteenth century by Rcn^* Stourm {Bibli¬ 
ographic historique des finances de la Frants au dix-huitikme siecle, 1895). 

2 Fiangois N. Mollien's Memotres d*un ministre du tr^sor public, 1780-1815 (1845), 
however, rise in places to the level of scientific analysis. 
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est English financier of economic liberalism, Gladstone.® We cannot do better 
than consider him alone. 

The greatest feature of Gladstonian finance—the feature that it shares with, 
and which may be said to define, all ‘great finance’—was that it expressed 
with ideal adequacy both the whole civilization and the needs of the time, 
ex visu of the conditions of the country to which it was to apply; or, to put it 
slightly differently, that it translated a social, political, and economic vision, 
which was comprehensive as well as historically correct, into the clauses of a 
set of co-ordinated fiscal measures. This applies both to the measures them¬ 
selves and to the intuition that bore them, but not to the talk of the day, 
Gladstone’s own included, which was highly doctrinaire. Wc are not interested 
in the details of these measures but only in the principles involved. Let us try 
to state them. 

Gladstonian finance was the finance of the system of ‘natural liberty,’ laissez- 
faire, and free trade. From the social and economic vision that this implies— 
and which we must now understand historically, irrespective of all general 
arguments pro and con—^the most important thing was to remove fiscal ob¬ 
structions to pri\atc activity. And for this, in turn, it was necessary to keep 
public expenditure low. Retrenchment was the victorious slogan of the day and 
was even more popular with radicals—such as Joseph Iliimc, the ‘sleepless 
W'atchdog of finance’—than it was with either Wliigs or Tories. Retrenchment 
means two things. First, it means reduction of the functions of the state to a 
minimum; this was referred to by later, especially German, critics as the policy 
of the ‘night-watchman state.’ For instance, within that social vision there is 
hardly any place for public expenditure on art or science: the way to further 
art and science—and powerfully furthered they were—is to allow people to 
earn so that they have the money to buy pictures or to enjoy leisure for re¬ 
search.^ Second, retrenchment means rationalization of the remaining func- 

®The most spectacular of those triumphs was won by the budget of 1853. The 
reader will do well to familiari/e himself with its main features. He finds these de¬ 
scribed, in the whole political setting and in all their rhetorical glory, in Lord Morley’s 
Gladstone biography already referred to. 

* In a well-known passage, Ruskin (see below, eh. 3) upbraided English governments 
for refusing, unlike continental governments, to spend money for the encouragement 
of the arts. Tliis is an interesting instance of a type of social criticism that always 
fails to see a social system as a whole. It was Ruskin’s right to prefer other methods 
of encouraging art. But it was his duty, as an analyst of social phenomena, to realize 
that the English method of doing so, even if inadequate, was a method and not just 
nothing. Independently of this, he should have further recognized that inadequacy of 
the English method was not obvious from results. I'his also holds for the sciences and, 
among others, for economics. If we view results in historical perspective and in par¬ 
ticular attach due weight to originality of research, w'C shall not find it easy to aver 
with confidence that this social system was less productive of artistic and scientific 
achievement than is the modern system that uses different and more direct methods. 
I emphasize this because the principle involved is very important in the field of tech¬ 
nical economics: for instance, present-day Keynesians are within their rights, logically. 



404 in; FROM 1790 TO 1870 

tions of the state, which among other things implies as small a military estab¬ 
lishment as possible. ITie resulting economic development would in addition, 
so it was believed, make social expenditures largely superfluous. Observe once 
more that all this, wholly wrong if cast into terms of timeless general prin¬ 
ciples, did contain a large element of truth for England in 1853. 

Equally important was it, from the same vision of economic opportunities 
and mechanisms, to raise the revenue that would still have to be raised in such 
a way as to deflect economic behavior as little as possible from what it would 
have been in the absence of all taxation (‘taxation for revenue only*). And 
since the profit motive and the propensity to save were considered of para¬ 
mount importance for the economic progress of all classes, this meant in par¬ 
ticular that taxation should as little as possible interfere with the net earn¬ 
ings of business. Therefore, so far as direct taxation is concerned, no progres¬ 
sion. In principle, if not in practice, Gladstone went even further than this in 
1853. The Napoleonic Wars had brought the income tax (in the English 
sense). It had been abolished promptly when the emergency was over (1816), 
but had been reintroduced by Peel (1842) in order to make good the defi¬ 
ciency expected from his reductions of import duties.'^ But Gladstone pro¬ 
posed in 1853 abolish it again in seven years.**’ As regards indirect taxes, the 
principle of least interference was interpreted by Gladstone to mean that taxa¬ 
tion should be concentrated on a few important articles, leaving the rest free. 
Ihis opinion prevailed throughout against that of Sir George Cornewall Lewis, 
the Chancellor of the Exchequer during the Crimean War, who preferred a 
system of numerous duties that would bear lightly on every point touched.^ 

Last, but not least, we have the principle of the balanced budget or rather, 
since debt was to be reduced, the principle that Robert Lowe, one of the 

when they aver that the capitalist mechanism that tends to equilibrate ex ante saving 
and investment is weak and apt to stall; but if they aver that it does not exist, they 
are simply committing a definite and provable mistake. 

®The same policy was adopted by the Wilson administration in 1913. 

* In fact, he kept to this idea throughout. In his electoral manifesto of 1874 he 
pronounced again in favor of total repeal. The question how far this is consonant 
with the creed of economic liberalism is difficult. An income tax so high as to change 
distribution of income substantially certainly is not. This would clearly conflict with 
the principle of ‘taxation for revenue.* But an income tax of a few per cent, even if 
progressive, seems to me to fit the Cladstonian vision better than does the course he 
actually took. 

^ Economically—though perhaps not administratively—Ix;wis was right, I think. 
Cladstonian orthodoxy overlooked another point also. It was strongly against taxing 
'nece.ssitics.' In fact, this principle, together with the free-trade policy, was the greatest 
direct contribution of Cladstonian finance to social welfare (though we must, in order to 
appraise its total contribution, keep in mind that this direct contribution was not its 
only one: in addition it did .something toward helping into existence the wealth that 
later proved so easy to tax in the interest of the masses). But this exclusive emphasis on 
the distinction between ‘necessaries* and ‘luxuries' fails to do full justice to the impli 
cations of the distinction between commodities that are elastic and commodities that 
are inelastic in demand. 
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Chancellors of the Exchequer of the Gladstonian era, embodied in his defini¬ 
tion of a minister of finance: ‘an animal that ought to have a surplus.’ Again, 
there is no point whatever in criticizing either the policy of balancing the 
budget or the policy of debt redemption from modern standpoints. Even if 
we grant all that modern advocates of deficit financing claim, we should admit 
that in a world bursting with ‘investment opportunities’ neither policy can be 
set down as unalloyed nonsense. 


5. Gold 

The little that need be said for our purposes on the currency and banking 
policies of that period will be more conveniently reserved for the last chapter 
of this Part. In consequence, there is only one point to make here. After the 
monetary disturbances—the inflation—incident to the Napoleonic Wars, all 
countries struggled back to what was considered normalcy. This took many 
decades in such countries as Austria, but was achieved promptly and with com¬ 
parative case in England and Erance. On the Continent, normalcy meant 
silver or a bimetallic standard, but England, after having legalized the dc facto 
gold standard established in the eighteenth century, resumed gold redemption 
of Bank of England notes within a few years of Waterloo, much as she re¬ 
turned to gold at prewar parity^ (though in a somewhat different form) after 
the I’irst World War of our time. Moreover, it was a perfectly ‘free’ or ‘auto¬ 
matic’ gold standard that allowed for no kind of management other than is 
implied in the regulatory power of any central bank that is ‘a lender of last 
resort.' Our question is: why? The measure drew fire from many quarters, 
even from some economists. Powerful agrarian interests attributed to it— 
never mind now whether rightly or wrongly—the depression that plagued 
them, llicre was enough unemployment to induce the government (Castle- 
reagh, 1821) to propose public works—an almost Rooscvcltian program—as a 
remedy. Merchants do not relish losses, nor bankers frozen assets—and there 
were plenty of both. Also, we shall sec that many competent people advocated 
a managed paper currency. Nevertheless, the gold-standard policy was never in 
real danger politically, and if it was not, until much later, adopted by all in¬ 
dustrialized countries, this w'as not a matter of their choice: in spite of all 
counterarguments, the ‘automatic’ gold standard remained almost everywhere 
the ideal to strive for and pray for, in season and out of season. Again: why? 

At present w^c arc taught to look upon such a policy as w'holly erroneous— 
as a sort of fetishism that is impervious to rational argument. We arc also 
taught to discount all rational and all purely economic arguments that may 
actually be adduced in favor of it. But quite irrespective of these, there is one 
point about the gold standard that would redeem it from tlie charge of fool¬ 
ishness, even in the absence of any purely economic advantage—a point from 
which also many other attitudes of that time present themselves in a different 
light. An ‘automatic’ gold currency ^ is part and parcel of a laissez-faire and 

^ Of course, it is never quite automatic and this phrase is misleading. I use it here 
for the sake of brevity and do not mean by it more than that all other means of pay- 
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free-trade economy. It links every nation’s money rates and price levels with 
the money rates and price levels of all the other nations that are ‘on gold.’ It 
is extremely sensiti\c to go\ernment expenditure and even to attitudes or poli- 
eies that do not involve expenditure directly, for example, to foreign policy, 
to certain policies of taxation, and, in general, to preeisely all those policies 
that violate the principles of economic liberalism. This is the reason why gold 
is so unpopular now and also why it was so popular in a bourgeois era. It im¬ 
poses restrictions upon governments or bureaucracies that are much more 
powerful than is parliamentary criticism. It is both the badge and the guaran¬ 
tee of bourgeois freedom—of freedom not simply of the bourgeois interest, 
but of freedom in the bourgeois sense. From this standpoint a man may quite 
rationally fight for it, even if fully convinced of the validity of all that has 
ever been urged against it on economic grounds. From the standpoint of 
etatisme and planning, a man may not less rationally condemn it, even if fully 
convinced of the validity' of all that has ever been urged for it on economic 
grounds. 

ment should be redeemable in gold and that evcT>'one should have the right to im¬ 
port and export, monetize or demonetize, gold at will. 
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1 . The Zeitgeist of the Period and Its Philosophy 

The truth of our proposition that the Zeitgeist of a period can never be de¬ 
fined in terms of a single system of mutually consistent ideas or beliefs is 
brought home to us when we turn to the philosophical currents of that time 
in order to discover the philosophical affiliations, if any, of the social sciences. 

(a) Utilitarianism, llic most obvious of these affiliations is with English 
utilitarianism.’ This was indeed a product of the eighteenth century. But it 
ran the best part of its career in the first half of the nineteenth. No philosophy 
at all in the technical sense,* unsunjassably shallow as a ‘philosophy of life,' it 

’ See Sir Leslie Stephen, The English Utilitarians (1900). 

2 Evidently, the 'calculus of pleasure and pain’ and the principle of 'greatest happi¬ 
ness for the greatest number’ do not, in themselves, assert anything about specifically 
philosophical or epistemological problems, though they arc capable of producing an 
ethical doctrine. 'Fhe reason why this speculative deficiency of utilitarianism was not 

407 
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fitted to perfection the streak of materialistic (antimctaphysical) rationalism 
that may be associated with liberalism and the business mind. Actually, how¬ 
ever, the majority of the English business class did not accept it but, whether 
Anglican or nonconformist, kept to the religious philosophy of either Church 
or Chapel. The utilitarian leaders evidently knew why they were so careful 
not to affront religion openly.® And all leading politicians knew why they left 
utilitarianism severely alone. Its appointed apostles, the philosophical radicals,* 
were at first a very small circle that gathered around Bentham and James Mill. 
J. S. Mill cannot be called a utilitarian without qualification. In some respects 
he outgrew the creed; in others he refined it. But he never renounced it ex¬ 
plicitly, and it was through his influence upon the rising generations in the 
1850's and i86o’s that a more sophisticated utilitarianism established itself in 
the intellectual centers, especially in Cambridge. But it did not not become 
dominant. This seems to be elear from an analysis of the position of the men 
who were then or later became leaders of Cambridge life and thought, par- 
tieularly of Sidgwiek.® 

It will be maintained later that there is no point in calling Ricardo a utili¬ 
tarian, though he was personally connected with the group and may have pro¬ 
fessed sympathy with its creed. Bentham, James Mill, and (with qualifieation) 
J. S. Mill were the only prominent economists who were also prominent and 
militant utilitarians, as Bcccaria and Verri had been in the eighteenth centim'. 
It was natural for Bentham and the Mills to see themselves in the role of 
philosophieal patrons of eeonomies and to assume responsibility for an alli¬ 
ance between economics and utilitarianism that was acquiesced in by many 
later economists, such as Jevons and Edgeworth; but it was neither necessary 
nor useful. This alliance is the only reason why utilitarianism looms so large in 
the economist's picture of nineteenth-ccntiiry thought, much larger than is 

more keenly felt was that utilitarians found what they wanted ready at hand in the 
empiricist tradition of the I.ockc-Hume type. 

® J. S. Mill's Three Essays on Religion appeared posthumously in 1874. Ilic views 
on religion that are contained in his elaborate Examination of Sir William Hamilton s 
Philosophy (1865) probably did not filter through to the general reading public. 

* Sec e.g. C. B. R. Kent, The English Radicals (1899); E. Halcv^, La Formation 
du radicalisme philosophique (19014; EnglLsh trans. 1928). 

® Henry Sidgwick (1838-1900) really has claim to more attention than we can be¬ 
stow upon him. His work in economics will be noticed in passing where it belongs 
chronologically, but there is little in his eminently reasonable rendering of ‘classic' doc¬ 
trine to call for comment in a sketch like this. Nor, I am afraid, would a historian 
of ethics or politics—the other two fields in which he produced major work—^be able 
to say more. But he was one of the greatest English university men all the same: 
milieu'Creating, milieu-leading, soul-shaping to an extraordinary degree. Perhaps lack of 
originality is one of the conditions for this particular type of academic achievement. 
Of all the Cambridge leaders, he was—with his antimctaphysical mind that was so 
lucid and so wingle.ss—^the one most favorably disposed to accept utilitarian starting 
points. Nevertheless, his ethics cannot be called straight utilitarianism, and this is the 
test, for it is here that a utilitarian creed, qua philosophy, would have to assert its 
sway. 
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justified by its importance either as a philosophy or as a factor of the Zeit¬ 
geist. We must digress for a moment in order to consider the effects of that 
alliance upon economics. The reader will recall that, for earlier epochs, we 
have dealt with this question already. 

Since economists, especially nontheorists, are and always have been apt 
to entertain exaggerated notions about the importance of philosophical 
backgrounds upon the positive work of economic analysis, we shall under¬ 
stand that this alliance made English economic theory unpopular in 
many quarters. Especially with some German writers the utilitarian garb 
was quite sufficient for wholesale condemnation of the theory that ap¬ 
peared in this guise. More interesting than this attitude, which rested 
upon nothing but an obvious misunderstanding, is, however, the ques¬ 
tion of the real influence of utilitarian philosophy upon the contents of 
‘classic' economics. We must distinguish influence upon policy recom¬ 
mendations, economic sociology, and economic analysis proper. As re¬ 
gards the ‘classic' recommendations, there are no doubt many that are 
wholly neutral with respect to any philosophy of life: one need not be a 
utilitarian in order to recommend peasant proprietorship for Ireland, or in 
order either to recommend or condemn return to the gold standaid after 
the Napoleonic Wars. But there are others—unconditional free trade, for 
example—that did imply views of general policy and attitudes to life that 
do seem, to say the least, to link up with utilitarianism better than with 
any other philosophy of life. As regards economic sociology, utilitarian¬ 
ism can only be described as a complete failure since its rationalistic 
conception of individual behavior and of social institutions >^^s obviously 
and radically wrong. But as regards that part of economic analysis which 
works with rational schemata, utilitarian philosophy, though superfluous, 
does no harm. And this fact, as critics would have recognized if they had 
been competent economists, salvages the bulk of the work in economic 
analysis done by the utilitarians.® 

Professional philosophy in England, mainly the philosophy of the Scottish 
common-sense school, was but moderately affected by utilitarianism and was, 
on the whole, hostile to the utilitarian way of disposing of specifically philo¬ 
sophical problems. But there was during that period no leader of English 
philosophical thought strong enough to counteract the able and vigorous 
propaganda of the philosophical radicals. Leaders of thought that did counter¬ 
act it to some extent were produced by the romantic (see below, sec. 2) and 
several religious movements. A leader of still another t}^pe might be mentioned 
here, Carlyle.^ For economists he is one of the most important and most char- 

® Of course, this should not be understood to mean that this work was not open to 
objection on other grounds. 

^Thomas Carlyle’s (1795-1881) fame rests on the solid basis of his historical works 
that are too well known to be mentioned here. But one should not call him a historian 
without adding that, besides being much else, he was a historian sui gmsm. He 
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actcristic figures in the cultural panorama of that epoch—standing in heroic 
pose, hurling scorn at the materialistic littleness of his age, cracking a whip 
with which to flay, among other things, our Dismal Science. This is how he 
saw himself and how his time saw and loved to see him. Completely incapable 
of understanding the meaning of a theorem, overlooking the fact that all sci¬ 
ence is ‘dismal’ to the artist, he thought he had got hold of the right boy to 
whip. A large part of the public applauded, and so did some economists who 
understood no more than he did what a ‘science* is and docs. But the digres¬ 
sion above on utilitarian economics shows that he was not wholly in error. The 
utilitarian economists did advocate policies indicative of a philosophy of life 
that fully dcsen^cd all the stripes that Carlyle administered. And the reader 
should for a moment stop to ponder over the difficult}* that has so much to do 
with the futility of so many of our controversies, namely, the difficulty that 
both the professional and the public mind experience in disentangling the 
analytic aspect of such cases from the cultural philosophy that goes with it, 
and in realizing that adverse criticism of the former is perfectly compatible 

painted portraits in the style and spirit of the artist. Tliough these portraits rest on 
.sound and often minute research, they render artistie not scientifie interpretations. 
I'he modern reader will be amazed to miss economic and social facts almost com¬ 
pletely. And he will turn away with something like disgust from the overemphasis on 
the personal element that he finds ever>'wherc. Yet this is not quite what he should 
do. By itself Carlyle’s ‘hero worship/ which seems to make history a tissue of individ¬ 
ual biographies, is not indeed acceptable soeiolog}'. But in times when the personal 
element and its explanatory' value are in danger of being drowned in statistics and 
when the 'common man* holds the stage, Carlyle’s hero worship, by stressing the for¬ 
gotten factor, personality, comes in as a useful antidote. I')ircctly relevant to the his¬ 
tory of economics arc his Chartisin (1S40), Past and Present (1843), and Latter-Day 
Pamphlets (1850). 

Carlyle’s emphasis upon the element of personality (the contrast with Bentham, who 
was individualist without being a ‘personalist/ should suffice to show that the two are 
entirely distinct) calls up the name of K. \V. lunerson (1803-82), wlio was, to use his 
own phrase, another Representative Man. With him, that emphasis did not amount 
to hero worship, and to this extent his contribution to a sociological schema of the 
historical proce.ss is sounder though less original than is Carlyle's. Emerson did not 
cross swords with 'classic' economics. But from another angle he is still more impor¬ 
tant for us: his thought, the focus of many currents and the source of others, was the 
adequate expression of the civilization of that ane as it mirrored itself in the particular 
conditions of the New England environment. Ihis I conceive to be his claim to emi¬ 
nence in the history of thought. I am sorry this sounds involved. However, since it is 
impo.ssible to describe that (New England) intellectual and moral environment in the 
available space, we must leave it with this sentence. Nor can we afford to stay to look 
at the Concord and Cambridge for Boston) circles with which, directly and indirectly, 
Emerson and his associates were connected. This is all the more regrettable because 
they are the sources of an important c*omponent of a specifically American radicalism 
that influenced the attitudes of American economists long after those circles them¬ 
selves had disappeared, and accounts for much that a European finds hard to under¬ 
stand. A study of Thoreau's writings might prove particularly enlightening. (On the 
'social science movement,' see below, sec. 6a.) 
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with admiration for the latter and vice versa. Something, however, may be 
said for Carlyle even from the analytic point of view: he had the vision, though 
he had not the means to make it analytically articulate, of an economic so¬ 
ciology that was much more realistic than was the utilitarian. What a nation is 
and really wants and what arc the real determinants of its fate, he saw much 
more clearly than did Bcntham; the analysis that might be distilled from his 
pages would take account of a number of important facts that Bcntham ig¬ 
nored or, at all events, brushed aside, beamse from the standpoint of his 
creed they were simply irrelevant aberrations. J. S. Mill sensed this to some 
extent. He grew to realize that the scheme of utilitarian rationality' is quite in¬ 
adequate beyond a limited range of problems. But he was not the man to 
make anything of it, and so the vision of one man and the analytic power of 
another never met to work together. Carlyle influenced another but (for us) 
much less important prophet, Ruskin, who, though his writings on economic 
subjects belong to the subsequent period, shall therefore be mentioned here. 

Almost throughout the period under discussion, John Ruskin (1819-1900; any work 
of reference will give the reader all that is needed to appreciate the points to be 
made in this paragraph) was one of those creative interpreters of art—painting, archi¬ 
tecture, sculpture, and also poetry—^wdiose interpretations are themselves works of art, 
works that have a life of their own and elicit admiration even in those who (like my¬ 
self) do not believe in them as interpretations. For us, it is particularly important to 
note his contributions to a general sociology' of art, liis attempts to analyze the social 
conditions that produce, or are favorable to the jiroduction of, great works of art. 
From the end of the 186o's on, he turned, however, to tlie mission that was to make 
him so popular with the crowd us well as with economists of radical propensities— 
wrathful and dilettantic criticism of the sins of capitalism: the reader will quickly ac¬ 
quire an adequate notion of this criticism by dipping into Unto this Last (1862), 
Munera Pulveris (1872), and Fors Clavigera (1871-84), all in The Works of Ruskin. I 
have only one point to make. 'I'here is a definite reason for objecting to Ruskin’s way 
of handling economic problems (I am not speaking, of course, of his generous and not 
unsuccessful practical work in the interest of the welfare and civilization of the 
ma.sscs): he failed to do in this field what he did as a matter of course in the field of 
art. We know that he prepared himself most sedulously for his career as an interpreter 
of art; that he mastered techniques and studied historical detail according to the canons 
of scholarship. It is 'genius* that speaks from his interpretations, but genius tutored 
and made effective by learning. In the field of economics he did nothing of the sort; 
all he did was to add generous indignation to half-understood obser\'ations and un¬ 
digested pieces of reading. It is this and not his evaluations (w'ith which many of us 
will sympathize) that puts him out of court, except for such writers as J. A. Hobson. 
The judgment I pass on him—and he stands for so many—is exactly the same that he 
himself would have passed on any writer who undertook, for example, to criticize 
Turner’s paintings without having previously acquired, by morally neutral study, an 
adequate mastery of the relevant facts and techniques. 

(b) German Philosophy, llie reader presumably knows that the first part of 
the period under discussion witnessed the peak achievements of German specu¬ 
lative philosophy, and the names of Kant, Schclling, Fichte, Hcgcl, and 
Schopenhauer will immediately turn up in his mind. But, no matter whether 
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he knows much or little about them, it is impossible to enter here into the 
purely philosophical aspects of their work. All 1 can say without proof about 
Kant, Schelling, and Schopenhauer is this. First, their creations are striking 
examples of autonomous philosophical thought: it would be hopeless to try to 
link their teaching with the attitudes that may be associated with the class 
position of the bourgeois or any other element.® Second, Kant was the only 
one of the three to exert significant international influence; ® but in Germany, 
all three of them wielded powerful influence upon the thought of generations 
in whose mental pattern the philosophical component then counted for still 
more than it did during the subsequent period. Nevertheless, whatever else this 
influence may have touched or shaped, it did not extend to the professional 
work of German—^let alone of other than German—economists. Many of them 
no doubt would have described themselves as Kantians. But their professional 
methods and results were just as compatible with any other philosophy. Tliis 
question of influence posits itself somewhat differently in the cases of Fichte 
and Hegel. 

Fichte calls for comment, because he associated with his speculative phi¬ 
losophy, in the technical sense of the term, a social and political philosophy 
that trespassed freely on the economics field and must be noticed for two 
reasons. He blocked out a plan for a particular economic organization of so¬ 
ciety that will be considered below in the section on socialism. And he has 
been assigned a key position in the early development of O. Spann’s ‘universal- 
ist economics.’ 

* Some Marxists have tried it, fortified by the conviction that it must be possible to 
do so. Such a conviction w'ill always insure some measure of spurious success that means 
nothing: everything can be forced into correlation with everything else. 

® Kantian ideas spread in particular to England. Even James Mill grappled with them, 
but the nonutilitarians, Hamilton especially, and also philosophy-minded divines, put 
them under heavy obligation, which, considering the elements of English origin that 
we find in Kant, will not surprise us. A. Marshall’s enthusiasm for Kant—highly signifi¬ 
cant of the intellectual atmosphere of his early days—will be noticed in the appropriate 
place. 

i®Tlie works of J. G. Fichte (1762-1814) that are particularly relevant to us are his 
Reden an die deutsche Nation (1808), his Gmndlage des Naturrechts (1796-7), and 
Der geschlossene Handelsstaat (1800), all in his Sdmmtliche Werke (ed. by I. H. Fichte, 
1845 6). Difficulties of interpretation are greatly increased by the fact that his ideas 
underwent, in several essential respects, changes of two different types: his philosophy 
changed, in the course of his life, in consequence of his owm work upon it; his gen¬ 
eral outlook changed in consequence of a German’s typical experiences during the 
Napoleonic period that turned the cosmopolitan—^who had defined a man’s country as 
that country which happens at any time to stand ‘at the height of dvilization’—into 
an ardent patriot. 

As has been mentioned already, the idea that the history of economics may be 
described in terms of the struggle between two ‘systems’ of thought, an individualist 
and a universalist one, is really Professor Pribram’s. But it was Professor Spann who 
founded what is known in Germany as the universalist school. On Fichte’s relation to 
it, as conceived by the latter, see O. Spann, Haupttheorien der VolkswirtschafUlehre 
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Fichte was^ to be sure, no individualist in the Benthamite sense and no 
laissez-faire man. If this constitutes a 'univcrsalist/ then he was one, and the 
only thing to be said is that this species will then grow uncomfortably numer¬ 
ous. If this is not enough to constitute a universalist, we are left with Fichte's 
conception of a superindividual and ‘superconscious' group mind—in which the 
individual consciousnesses participate. The mere fact that he emphasized the 
autonomy of the phenomenon Society as against the phenomenon State, be¬ 
sides being as old as scholasticism, has certainly nothing specifically ‘universal¬ 
ist' about it. It is true that this conception is in the ‘universalist' line, but it is 
also in many other lines, for example, in the entirely positivist line of Durk- 
heim. Perhaps it is somewhat less unrealistic to assume a connection, via ro¬ 
manticism, between Fichte and Spann than it is to trace Durkheim’s thought 
to I'ichtc. Confidence in such purely phraseological relations is in any case 
misplaced and only serves to prevent perception of more substantial ones. 

Hegel calls for comment on three counts: first, because of his stupendous 
success; second, because of his theory of the state and because his philosophy 
constitutes an important branch of what wc shall term evolutionism; third, be¬ 
cause of his formative influence on the thought of Karl Marx. 

All that I can say about the first point is that it makes Hegel's philosophy 
one of the factors in the Zeitgeist we are tr>'ing to survey. More than this I 
cannot say because the success was beyond anything I might be able to ac¬ 
count for. I could explain temporary success in Germany of the philosopher 
who is credited with the sa\ ing: ‘Of all my pupils one only has understood 
me; and this one has misunderstood me.' Perhaps I could also explain, partly 
by the fact that Hegelian philosophy is capable of widely different interpreta- 

(ist cd., 1911, many later ones; English trans. 1930). Tlie reader who wishes to have 
a further and more sympathetic first introduction to universalist economics than I am 
able to provide is referred, once for all, to Professor Salin’s exposition in the Encyclo¬ 
paedia of the Social Sciences (article, Economics,’ section on ^Romantic and Univer¬ 
salist Economics’), where all the works of Spann are mentioned. 

If the reader will carefully go over Professor Salin*s exposition (op. cit. vol. v, 
pp. 386-7), he will immediately see the reason for lack of sympathy on my part. If uni- 
vcrsalists were content to preach a *holist’ meta cconomic or philosophical interpreta¬ 
tion of both economic reality and economic theory, there would be no objection; in 
fact I should actually sympathize with their meta-economics, though I might interpret 
it to myself in terms of Gestalt psychology. In any case, their philosophy would be 
as irrelevant for us as was Quesnay’s theology. But they make larger claims, viz. 
claims to having developed a new and different method of analysis. They actually ‘reject' 
propositions about pricing and money, for example. And all they do after rejecting them 
is to reformulate them in a clumsy and inadequate way. For instance, after rejecting 
the concept of equilibrium. Professor Spann introduced the concept of equi-importance 
(at margins), which is to do exactly the same things. 

12 G. W. F. Hegel (1770-1831). For us, the most important of his works are; 
PhanomenoJogie des Geistes (1807; 2nd ed. of English trans. 1931)» his most 'realistic' 
performance that may serve to elucidate some of his more 'abstract' phases; Wissen- 
schaft der Logik (1812-16, English trans. 1929) and Vorlesungen iiber die Philosophie 
der Geschichte (ed. 1837, from lecture notes; rev. English cd. 1899). 
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tions, why Hegel’s influence on German thought not only proved durable but 
also experienced a strong revival in the t^^entieth centur>'. But w'hat is beyond 
my power of comprehension is the great influence he exerted in England, 
France, Italy, and the United States, that is, on soils that should not have been 
favorable to this plant. The fact itself is indubitable, however. Tlie second 
point will be dealt with in section 4 of this chapter. ITie third, Hegel’s in¬ 
fluence on Marx, constitutes our immediate concern. 

Many Marxists, and not only those of philosophical bent of mind, 
have come near to stating that Marxism is rooted in Hegelism and that, 
the relation being one of dependence, acceptance of the ‘dialectic 
method’ constitutes part of Marxist orthodoxy. Marx himself was of a 
diflFerent opinion. In the preface to the second edition of the first vol¬ 
ume of Das Kapital, he tells us that as a philosopher he had been a 
Hegelian; that he never lost his early preference for Hegel’s philosophy; 
and that what he considered supcrfieial criticisms of it only served to 
strengthen his taste for ‘coquetting’ with it; but that he never allowed 
himself to be guided hy it in his positive research into the facts of capi¬ 
talist society. 1 suggest that this statement be accepted. Authors often 
misinterpret their own procedure and there is the possibilit}' that Marx 
w'as mistaken. But it can be shown that he w^as not. For every proposi¬ 
tion of his, economic and sociological, as well as his vision of the capi¬ 
talist process as a whole, may be either traced to sources other than philo¬ 
sophical—such as Ricardo’s economic theory—or else understood as re¬ 
sults of strictly empirical analysis of his own. llic Hegelism of his ex¬ 
position is not more than a form that W'e can discard in all cases with¬ 
out affecting the substance of his argument, llie only case that could 
possibly be considered doubtful will be discussed below. 

‘Idealistic’ (that is, metaphysical) philosophy never ruled unchallenged. As 
the period W'ore on, the streak of materialism that wc associate with bourgeois 
rationality asserted itself independently of the utilitarian current. Among other 
things, it encouraged a materialistic interpretation of Hcgci: some people dis¬ 
covered that his metaphysical concepts are not really necessary for his general 
mode of reasoning, which can stand without them, and dropped them accord¬ 
ingly. Perhaps the most important of the Hegelians who, in doing so, de¬ 
veloped into straight materialists was Ludwig Feuerbach.’Phe poor lot of 
‘free thinkers’ (exponents of mechanist or sensationalist materialism), who 
published in the last decades of that period and are significant only bccau.se 

isL. A. Feuerbach’s (1804 72) most important work. Das Wesen des Christenthums 
(1841; English trans., znd cd., 1877), holds a key position in two respects: first, it at¬ 
tacked the foundations of that part of IlcgcPs metaphysics that irked its 'free thinking' 
followers most, the part that seemed to lend support to religious beliefs; second, it 
attacked, though less directly, Hegel's metaphysics altogether and turned—^a most sig¬ 
nificant sign of the times—philosophy into a sociology of sorts. (On Marx’s violent 
hostility to Feuerbach’s system of thought—that of course docs not exclude his being 
influenced by it—sec below, sec. 3c.) 
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their popular success was an important sign of the times, owe something to 
him but less than we might suppose and less than many historians have sup¬ 
posed. Once more: in analyzing broad currents of ideas we arc too prone to 
assume relations between the bubbles that bubble up from the same crater. 

(c) Comtist Positivism. Of course, that period's pattern of philosophic 
thought was very much richer than our survey suggests. But we shall take 
from it only one more strand that not only embodies another of the main 
components of that period's Zeitgeist^ but also is partieularly important for 
economists. In France professional philosophy continued to keep up a Car¬ 
tesian tradition, curiously interwoven with ideas that hailed from the English 
empiricists, from Condillac, and, in reaction against Condillac, from Scottish 
‘common scn.se.’ "Flic antimctaphysical component, which, disregarding any 
other possible meaning of the word, I shall call positivist, asserted itself in 
many ways. But it found its most nearly adequate expression in a suggestion 
thrown out by Saint-Simon and carried out by Auguste Comte (1798-1857), 
a theoretical ph>'sicist by training, in his Corns de philosophie positive, which 
was to satisfy two distinct and logically independent needs: first, the need for 
a general body of thought that would fill the void left by receding metaphys¬ 
ical speculation, the need for a substitute for philosophy (or religion); second, 
the need for a general body of thought that would put some order into the 
tropical growth of specialized research. Herbert Spencer’s Synthetic Philosophy 
—‘synthetic’ indeed!—that appeared in installments from 1862 on (First Prin¬ 
ciples, Biology, Psychology, Sociology, and Ethics) was, in a sense, another 
attempt to satisfy both needs. 

Comte’s Cours appeared, 1830-42, in six volumes. Of Comte’s other 
writings only his letters to J. S. Mill (Lettres d*Auguste Comte d John 
Stuart Mill, 1841-1846, publ. 1877) come within our orbit. As regards the 
rest, the less .said the better. It should be kept in mind that, in speaking 
of Comte and his work, I am referring exclusively to those two publica¬ 
tions, for Positivism and Comtism were to acquire also, from the aberra¬ 
tions of his declining years, quite different meanings. 

As explained aboxe, the Cours presents two aspects which must be 
carefully distinguished. First, it expounds the doctrine that all our knowl¬ 
edge is knowledge of invariant relations bctx\'een given phenomena on 
whose nature or causation there is no sense in speculating. This positivism 
brought earlier tendencies to a head and anticipated, in some respects, the 
much more interesting cmpiriocriticism of the next period. It is a philo- 

lliat group is usually referred to, with a value judgment, as eclectics, which per¬ 
haps docs not do full justice to its mo.st important member, Victor Cousin. It is asso¬ 
ciated with another group of political theorists and practitioners (and historians) that 
gathered around the strong personality of Royer-Collard (the ‘doctrinaire’ party as it 
was called; Guizot, the historian and prime minister belonged to it—more or less). 
Both groups are important elements in the Paris picture of the epoch between 1815 
and 1848, and their thought displays parallelisms with that of the period’s economists. 
But I can mention them only in order to apologize for my inability to insert them. 
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sophical doctrine in the technical sense of the term—though a negative 
one—^and as such did not exert, and was incapable of exerting, any in¬ 
fluence upon research in any particular science. 

But, second, Comte's primary concern was not really with this philoso¬ 
phy. Tlie Cours starts with the question how, in an epoch of inevitable 
specialization, wc might salvage that organic unity of all human knowl¬ 
edge that was so vital a reality in the times of the polyhistors. His an¬ 
swer was that wc should create for this purpose another specialty, the 
specialty of generalites. ITiis plan has meaning quite independently of 
whatever philosophic opinions one might entertain and comes to the 
fore again later on. The Cours is an attempt to carry this plan into ef¬ 
fect in a particular way and with a particular slant. 

Comte's particular way was this; he tried to arrange the total of all 
scientific knowledge (knowledge from other than scientific sources he did 
not recognize) into a hierarchy of sciences or, to change the simile, into a 
building, e\'ery' floor of which was to be occupied by a different science 
and which was to rise from foundations in logic and mathematics toward 
the problems of human society. The six floors were respectively assigned 
to Mathematics, Astronomy, Physics, Chemistry, Biology, and—Psychol¬ 
ogy being conspicuous by its absence—Sociology, the science of societ}'. 
And he actually proceeded, if I may keep to the analogy, to furnish 
every floor with what he conceived to be those elements in every scicnee 
that were most important for the science located on the next floor. Noth¬ 
ing can or need be said about the grandeur and the shortcomings of the 
plan or of its execution. 

Comte’s influence upon the social sciences in general, and upon eco¬ 
nomics in particular, was considerable and gathered momentum as the 
century wore on. This was not because of his ‘philosophy,’ but because he 
did sociological work himself. We shall have to touch upon contributions 
of his—constructi\’e and critical—both in the rest of this chapter and in 
later chapters. It will be convenient, however, to list the four most im¬ 
portant ones, and to dispose of two of them at once: (i) Comte bap¬ 
tized nascent sociology and sketched out a research program for it that 
foreshadowed later developments in Social Psycholog>'; (ii) this sociology 
is geared, as we shall sec, to an eighteenth-century conception of social 
evolution; (iii) he introduced into the social sciences the concepts of 
Statics and Dynamics; (iv) he developed a methodology that led him to 
attack the procedure of ‘classic’ economics in a manner that anticipated 
many later criticisms. I shall proceed to comment on (in) and (iv). 

(ill) Comte was primarily concerned with social evolution (sec below, 
sec. 4d). But he fully realized that the idea of evolution does not cover 
all the problems presented by social organisms. Tlicrc arc also nonevo¬ 
lutionary ijhenomena or aspects that require a different treatment. There¬ 
fore he assembled another body of facts and propositions about ‘social 
instincts,’ which act and react upon one another so as to produce by 
means of an equilibrating process the ‘spontaneous order of society’; and 
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this body of facts and propositions he laid alongside the evolutionary 
compound, or, as he styled it, the theory of ‘natural progress/ Adopting, 
as he tells us, the terminology of the zoologist H. de Blainvillc, he called 
the former Statics and the latter Dynamics. J. S. Mill, the author who 
introduced these terms into economic theory, was well acquainted with 
Comte's thought, and it is natural to assume that he took them from 
Comte, though he did not say so. If this was the case, then Mill was 
wrong in speaking {Principles, Book iv, ch. i) of ‘a happy generalization 
of a mathematical phrase/ Since many people who failed to appreciate 
the importance of that distinction have tried to stigmatize it as an illegiti¬ 
mate derivatc of a mechanistic way of thinking, it is time to state the 
fact that, so far as there is sense at all in talking about borrowing—as 
regards the words that is, not as regards the distinction itself which 
forces itself upon us in any case—the ultimate lender was not mechanics 
but zoology. We shall return to the subject more than once. It should, 
however, be mentioned that Mill’s definitions of statics and dynamics 
correspond to Comte’s, as far as I can see; but these terms subsequently 
acquired se\cral different senses and are now being used in a still differ¬ 
ent one. 

(iv) Methodologically, Comte’s plan was to observe historical and ethno¬ 
logical facts and to build his science of society from such generalizations 
as these facts would suggest. This is, of course, a very familiar program 
that was, then and later, espoused by numerous writers, especially by hi.s- 
torical economists. All the more important is it to realize a paradoxical 
fact: while it was perfectly natural for historical economists to adopt 
this plan, it was not at all natural for Comte to do so. The historian, 
and hence the historical economist, distrusts any theory that tries to ‘iso¬ 
late’ the economic clement in social life. ITieory is for him indeed specu¬ 
lative and unrealistic. It is even something still worse: it is speculative 
construction that borrows its methods from the physical sciences. Only 
the real phenomenon in all its historical facets—with the economic, eth¬ 
ical, legal, and cultural facets all simultaneously considered—is for him 
the true object of social research, whose methods must therefore differ 
toto cxlo from any used by the physicist. But Comte could not argue 
like this. On the contrary, he wanted to adopt the methods of the physi¬ 
cist. When he accused ‘classic’ economists of unscientific speculation, he 
meant exactly the opposite of what the economists of the historical 
school were to mean. And there, as J. S. Mill realized, he was completely 
in error. But in addition to being in error as regards his criticism, he was 
also in error as regards his own choice of method. For physical science 
does not accept unanalyzed fact: either in the laboratory or (where lab¬ 
oratory experiment is not possible) by mental experiment, physicists do 
separate or isolate individual aspects and then theorize about them with 
a boldness that far surpasses anything that economists ever ventured to 
do. Had Comte wished to be ‘scientific’ in this sense, he could not have 
adopted any method other than that followed by Bentham, Say, and 
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later by J. S. Mill. He adopted the one he did adopt (generalization from 
unanalyzed historical or ethnological fact) by mistake and, if he antici¬ 
pated some of the later arguments of the historical school, he antici¬ 
pated them, again, by mistake—^honest ignorance of economics and Saint- 
Simonian prejudice against it being, of course, the psychological sources 
of both. 'ITic comedy of errors will be complete when we realize that, on 
top of it all. he indulged in genuinely metaphysical speculation himself, 
lliis clarification reduces considerably our conception of Comte’s in¬ 
fluence: the later historical economists of the Schmoller school were not 
Comtists at all; their philosophical and methodological affiliations were 
quite different; they arrived at their arguments against ‘classic’ theory 
from the logic of their own intellectual position and would have arrived 
at them even if Comte had never lived; it is merely a coincidence that, as 
it was, these arguments, or some of them, look Comtist to the his¬ 
torian.With other exponents of historieism, Comte’s influence is more 
in evidence. (On Ingram, for example, sec below. Part iv, eh. 4.) 

2. Romanticism and Historiography 

We might learn a lot about the Zeitgeist from surxeying the literary cur¬ 
rents of that period were it possible to do so. Very interesting inferences could 
be drawn, for examjile, from the success of the novels of Dickens, Thackeray, 
or Flaubert, which arc also really sociological treatises—highly colored by ideol¬ 
ogies that wc do not usually attribute to the people who read them. Or to men¬ 
tion but one other and far distant example, we might also learn a lot by analyz¬ 
ing the burst of German enthusiasm for Greek art that started in the eighteenth 
century ^ but survi\ed well into the nineteenth. Wc must refrain. But there 
was one literary movement. Romanticism, that we cannot afford to pass by, 
partly because of its real importance for the development of the social sci¬ 
ences, partly because of the importance that has been wrongly attributed to it. 

(a) Romanticism. Like its cultural antipode, utilitarianism, the romantic 
movement started in the eighteenth century: wc, who are primarily interested 
in its analytic performance, cannot do better than to choose as our landmark 
the great name of Herder.^ Unlike utilitarianism, romanticism was not a phi¬ 
losophy, or a social creed, or a political or economic ‘system.’ It was essentially 

This is not true for sociology: many sociologists, especially French ones, did de¬ 
scend from Comte (de Roberty, Durkhciin. and others). But as regards the economists 
who faced each other in the Battle of Methods, Menger, the theorist, was much more 
Comtist than was Schmoller, the historian. 

1 J. J. Winckelmann’s Geschichte der Kunst des Mtertums^ a book, both sympto¬ 
matically and causally important, appeared in 1764. 

2 J. G. von Herder (1744-1803): Fragmente iiber die neiiere deutsche Litteratur 
(1767), the most definitely romanticist of his works; Vber den Unsprung der Sprache 
(1772); Ideen zur Philosophie der Geschichte der Menschheit (1784-91), for us the 
most important of his writings. But Herder’s thought transcends romanticism: in¬ 
fluence from and influence on romanticism is but one aspect of his work. As a sociol- 
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a literary fashion that linked up with a certain attitude toward life and art: 
on the one hand, the movement was entirely confined to intellectual circles— 
there arc no romanticists who were not also literati; on the other hand, the 
movement gained international importance primarily in the field of belles 
lettres and in the neighboring fields of literary criticism and philology. For 
painting, architecture, and music it meant less—though it also set fashions 
there, witness, for example, some ‘Gothic' horrors—and it influenced but 
peripherically whatever else it touehed. But from the history of literature it 
is indeed possible to compile an impressive list of names, such as Byron, Alfieri, 
Shelley, Wordsworth, Coleridge, Scott, Longfellow, Chateaubriand, Gautier, 
Hugo, Holdcrlin, Novalis, Brentano, Arnim, and the two Schlcgels.® It is 
there that we must look for the achievement of romanticism and for the seri¬ 
ous work of the romanticists. 'Ihcy no doubt sallied forth from that stronghold, 
as literati will, and roamed all over those parts of philosophy and social sci¬ 
ence that happened to attract them. It is with their exploits on these excur¬ 
sions that we are concerned here. But we must bear in mind that in dealing 
with these we are not dealing with the core of romanticist achievement and 
that we must expect any grain we may find to be mixed with dilettantic chaff. 

However, even as regards belles lettres we eannot help being struck by a fact 
that is indeed evident from our little list of names and would stand out still 
more clearly in any more extended one: works and men that in one sense or 
another may be labeled romantieist often ha\'e very little in common and 
look strange in juxtaposition. This will cease to surprise us as soon as wc make 
an attempt to define what the romanticist attitude consisted in. On the sur¬ 
face, it spelled revolt against classic canons of art, for instance, against Aris¬ 
totle’s three dramatic unities (of time, place, and action). But below this sur¬ 
face, there was something much more important, namely, revolt against con¬ 
vention, particularly against rationalized convention: feeling (possibly genu¬ 
ine) rose against cold reason; spontaneous impulse against ultilitarian logic; 
intuition against analysis; the ‘soul’ against the intellect; the romance of na¬ 
tional history' against the artefacts of the Enlightenment. Let us call this atti¬ 
tude anti-intellcctualism, although this term will also be used in a different 
sense below. Remembering that the romantic movement was confined to in- 

ogist he also experienced and exerted influence of an environmentalist type (see below, 
sec. 3c); he fought Kant's aesthetics in an almost empiricist spirit, and there are 
passages in his Ideen on cultural change that have a Spencerian ring; his theories of 
language, literature, art, religion, mythology—including the methodological suggestions 
in the direction of comparative philology and comparative mythology and hierology— 
make him the precursor of several important modern, as they make him the heir to 
several important eightcenth century, tendencies, including tendencies enshrined in the 
Hobbes-Locke-Hume tradition. If wc cannot go into these cross currents of ideas that 
elucidate many features of the nineteenth-century' Zeitgeist, our comfort must be that 
they entirely failed to fertilize economics. 

s Goethe is too great to be pigeonholed and, moreover, disliked the romanticists in¬ 
tensely. But his work, both at dawn and at sunset, displays many romanticist elements. 
It is only in between that Goethe was, or tried to be, severely ‘classic.’ 
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^ectuals—and tiieiefoie was something quite different from what we may 
term the common man’s anti-intellectualism—we sliould not flinch at the ap¬ 
parently paradoxical designation, intellectual anti-intellectualism. Viewed like 
this, the phenomenon of romanticism really comes within a well-known class: 
like other workmen, intellectuals seem from time to time to get disgusted wath 
their tools and to be possessed with a desire to ‘do>\Ti' them and to use their 
fists instead. 

This diagnosis explains, among other things, why it is impossible to systema¬ 
tize romanticism into a coherent whole and to develop rules that would en¬ 
able us to identify romanticist ideas or programs as easily as w^e can identify, 
for example, utilitarian ideas or programs. The mo\'ement was in the nature 
of a shake-up. Its fertility was principally due to this fact. 'The individual who 
experienced its impact was left free to walk in any direction after ha\'ing been 
shaken up. Tliis applies particularly to the political and economic views of in¬ 
dividual romanticists which later historians have tried to unify in directions of 
which they themselves appro\'ed if they were sympathetic, and in directions of 
which they disapproved if they were hostile. Tlie resulting picture was un¬ 
realistic in both cases. Romanticism has been identified with political ‘reaction'; 
it is true that many romanticists, following the tendencies of their time, turned 
conservative or ‘reactionary' when their environments did, and that some of 
them even sold their services to ‘reactionary' governments; but the essentially 
revolutionary character of the movement was never quite lost, as may be gath¬ 
ered from the case of that powerful leader of opinion, Joseph von Gorres. 
Romanticist ideology has been contrasted with Benthamite ideas about lib¬ 
erty and democracy; again it is true that romanticist libcrW was not the liberty 
of J. S. Mill's essay and that romanticist democracy was not Bentham's mech¬ 
anistic thing; but it might be urged that some romanticists had a deeper un¬ 
derstanding of what liberty and democracy meant to people as they are and 
think and feel than had the utilitarians or than has anyone who tries to im¬ 
pose a logical scheme of his making on existing social patterns. Romanticism 
has also been credited with a strong taste—taste is the right word, since we 
are speaking of literati—for the Roman Catholic faith; it is true that the 
romanticists, with their sense for li\c realities, were bound to look upon that 
mighty structure with feelings \'ery different from those of the utilitarians; it 
is also true that, at least in the early nineteenth century, their movement went 
parallel with and w^as related to, a Catholic revival; but it is quite wrong to 
confuse the two. Few of the true leaders of the Catholic movement (Gorres 
is the most important instance, Chateaubriand a doubtful one) were promi¬ 
nent in the romantic movement; most of them stood to it on a footing of cool 
and reciprocated indifference. Finally, if romanticism has been associated with 
‘universalist' social philosophies, this was only because romanticists were op¬ 
posed to rationalist individualism of the utilitarian type; but the feeling, the 
intuition, the impulse they extolled were subjective and individual feeling, 
intuition, and impulse—this extreme subjectivism, which knew no binding 
rule, was precisely what set Goethe against them. 
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WTiat, the reader may well ask, can have been contributed to economics 
by a movement such as this? The answer will, of course, read differently ac¬ 
cording to whether we think of attitudes to practical problems, ideological 
haloes, humors, and so on, or of technical analysis. A romanticist or any writer 
influenced by the romantic attitude would, of course, look upon industrial life 
and its problems in a nonbourgeois spirit and take views quite different from 
the Benthamite ones. More generally, he would feel a healthy disgust at the 
utilitarian tendency to reduce the colorful variety of social patterns and proc¬ 
esses to a few bald generalizations about thoroughly rationalized hedonic inter¬ 
ests. And he W'ould build where utilitarianism leaves a void—or else provides 
a dump for what is simply nonsense from its standpoint—a shrine for the his¬ 
torically unique and for the ^■alllcs of the cxtrarational (though, as the discus¬ 
sion above shows, these values differed greath' from one romanticist to an¬ 
other). As voiced by some romanticist writers, miich of this does not quite ring 
true. It should be clear, however, that not all of it was literary fake. Tlie stand¬ 
point that is appropriate for a history of the search for scientific truth is not 
appropriate for a comprehensive appraisal. Nevertheless, we may list definite 
contributions to positive analysis. 

Tlicre are none to be recorded so far as technical economics is concerned. 
Considering the nature of the movement, this is only what we should expect 
and does not even amount to a criticism. Enthusiastic lovers of romanticism 
seem to me to have committed a tactical mistake by insisting on the presence 
of contributions of this nature, especially because it forced them to make a 
hero of such a man as Adam Miillcr (1779-1829). As far as this goes, it should 
be frankly admitted that there never was such a thing as a ‘romantic school of 
economics’ at all. 

It was, I think, W. Roscher who gave currency to that phrase by his paper, ‘Die 
romantische Schule der Nationalokonomik in Deutschland,' Zeitschrift filr die gesamte 
Staatswissenschaft, 1870, and who covered Muller with unmerited praise. Modern 
'universalists,' having been hard put to it to find other members for this ‘school,' have 
resorted to three devices: first, they included men such as F. Gentz and K. L. von 
Haller (the interested reader is invited to look them up in any work of reference), 
who were no economists at all; second, they claimed for the school famous men who 
had but the most tenuous relation to it, if indeed any, such as F. List; third, they 
applied themselves to the task of unearthing additional members who were duly 
dubbed geniuses, such as Franz von Raader (Sozietdtsphilosophie, in his Sdmtliche 
WcTke, 1854), who may pass for a sociologist. As to Adam Muller himself (mainly: 
Elemente der Staatskunst, 1809, new ed., 1922; Versuche einer neuen Theorie des 
Geldes . . . , 1816, new ed., 1922; Von der Notwendigkeit einer theologischen 
Grundlage der gesamten Staatswissenschaften, 1819; a selection of papers has been 
edited by Dr. Jacob Baxa, who also wrote a life of Muller with complete bibliography, 
1930), it is sufficient to state that his economics consists in a negative revaluation of 
part of A. Smith's facts and argumenti^-—of laissez-faire, free trade, division of labor, 
and so on—^which is his and not our affair, and in the introduction of a number of 
wholly inoperative metaphysical conceptions. 

Suppose even that there is any sense in saying, for instance, that money is money 
only in the moment it changes hands and that in this moment it is not private {allod. 
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as he called it) but public property (feod), or that it is the expression of 'national value' 
or 'national force*—wbat of it? Such interpretations of metaphysical meanings are by 
nature incapable of telling us anything that we do not already know about the rela¬ 
tions subsisting in the empirical world. On the other hand, I do not wish to go 
further than this. I have no intention of paralleling the ignorance that fails to ap¬ 
preciate the tasks and methods of analysis by equally ignorant failure to appreciate the 
tasks and methods of philosophic vision or interpretation of meanings. It is enough 
for me if I can make the reader understand that these are two different worlds that 
do not touch anywhere and neither of which can tell us anything about the phenomena 
—or whatever the word should be—in the other witliout reducing its own arguments 
to futilit}'. In order to make this point stand out strongly, 1 refrain from asking the 
question how good or bad A. Aliiller's speculations are when considered as phi> 
losopliics.^ 

It seems possible, however, to speak of a romanticist sociology or at least of 
definite contributions of romanticist wTiters to economic, political, and gen¬ 
eral sociology. One has been mentioned already: vve may restate it by saying 
that it consists in the insertion, into the analysis of institutions and of be¬ 
havior within institutions, of the compound of nonrational—not necessarily 
irrational—human volitions, habits, beliefs, and so on, which largely make a 
given society what it is and without wdiich a society and its pattern of re¬ 
action cannot be understood. The names of Herder and Novalis •"* may be 
mentioned as illustrations. The artistic component in romanticism is, in par¬ 
ticular, responsible for emphasis upon psychological relations and reactions, a 
fact w'hich lends some color to the view^ that the romanticists were forerunners 
of modern social psychology.^ The oiitstaiicling example of contributions of this 
kind arc the concepts of a National Soul (Volksseele), a National Character, 
and a National Fate. Such concepts came readily to literati and they acquired 
with them an emotional connotation. But the sentiments, as well as any philo¬ 
sophical visions, may be dropped, wdiercupon the National Soul reveals itself 
as a catch-all for a number of very important facts. Even as an entity it has 
appealed to many later sociologists of the group-mind type. How' very 'positive' 
a thing can be made of it is .shown by the fact that we also find it in so thor¬ 
oughly unromanticist a writer as Comte. 

But the chief importance of the romanticist movement for analytic eco¬ 
nomics consists in the impulse it gave to all kinds of historical research. It 
taught us better understanding of civilizations other than our own—the Mid- 

* It is on this question only that meaningful difference of opinion is possible be¬ 
tween us and the modem universalist admirers of A. Muller. And with tin’s statement 
they should really agree—especially as I am also prepared to concede political value 
judgmerit.s—because they have alw'ays affected to despise the field for which I claim 
autonomy from romantic or any other metaphysical siDcculatioii. 

® Novalis was the pseudonym of Friedrich von llnrdenbcrg (1772-1801), German 
poet. A fragmentary theory of society may be compiled from his iinsystematizcd writ¬ 
ing (Gesammelie Schriften, ed. Obenauer, 1925). There is an essay on him by Car¬ 
lyle, which does not, however, go much beyond artistic aspects. 

® I do not share this view without qualification (see below, Part iv, ch. 3, sec. 36). 
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die Ages, for example, and extra-European cultural worlds as well. This meant 
new vistas, wider horizons, fresh problems, and, above all, the end of the 
stupid contempt that Voltairians and utilitarians professed for everything that 
preceded 'this enlightened age.* ^ Let us glance at the most important of the 
eases where romanticist influence, national soul and all, shows unmistakably, 
on the surface at least: the emergence of the Historical School of Jurisprudence. 
This school acquires additional significance for us because it helped to pro¬ 
duce a similar movement in economics.** 

After the ^^'ars of Liberation, national exhilaration asserted itself in many 
proposals that, more or less directly, pointed toward a unified Germany. Among 
them were proposals for codif>’ing the German law. One of these—by a promi¬ 
nent jurist, Thibaut—was adversely criticized in a pamphlet by Savigny that 
attracted nationwide attention.** Its argument rose high above the particular 
occasion and ainoimts to a general sociology of law: the legal institutions of a 
nation are part of its individual life as a nation and the expression of the 
whole of it, and of the whole of its historically determined situation; they 
embody all the intimate relations and necessities of this life which find in 
them more or less adequate formulation; they fit as docs the skin of the human 
body; to replace them by a rationally excogitated code is like tearing off a 
body's skin in order to replace it by a synthetic product. Hence—this is what 
matters to us—the neccssit)' of studying law not from the standpoint of a few 
rational principles, but within the framework of all its bearings on the na¬ 
tional soul or character. Hence the conclusion—in exact opposition to the 

" Thcophile Gautier occasionally used the phrase moyennagiste as a synonym for ro¬ 
manticist, and the two phrases seem in fact to have meant much the same for the 
whole romanticist ceruide in Paris. This cult of medieval civilization did not fail, of 
course, to elicit liberalist sneers, the more so because it involved unhistorical idealiza- 
tions as well as (in the case of Gautier) red waistcoats. But we must sec through and 
condone the inevitable pranks of literati: if ignorance entered into this cult, much 
more ignorance had entered into that of la raison. 

** 'Hie influence of the historical school of jurisprudence is particularly evident in the 
case of Roschcr, who took arguments from the jurists and attached importance to what 
he considered to be a close parallelism between the situations in the legal and the 
economic fields. In other cases, that of R. Jones for instance (see below, eh. 6), no such 
influence can be proved. 

»Vom Beruf umerer Zeit fiir Gesetzgebung und Rechtswissenschaft (1814), by 
F’ricdrich Karl von Savigny (1779-1861), an academic jurist of established reputation, 
who had, by an earlier work of striking originality (Recht des Besitzes^ 1803), rejuve¬ 
nated the decadent jurisprudence of his day. By the foundation, with F.ichhorn (who 
represents the Gennanist element in the alliance, as Savigny represents the Romanist), 
of the 'Zeitschrift fiir geschichtliche Rechtswissenschaft (1815), by his Geschichte des 
riimischen Rechts im Mittelalter (1815-31), and by his System des heutigen romischen 
Rechts (1840 49), he rose to a position of recognized leadership in the German legal 
world of his day, both in the academic and (in Prussia) in the official sense. This leader¬ 
ship meant the victory, for the time being, of the historical school. But he should not 
be called its 'founder.' As could be shown had we space, he brilliantly led and devel¬ 
oped a tendency, all the seeds of which had been sown before. 
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Benthamite view—that the only method for scientific jurisprudence to pursue 
is the historical one.^® Tliis, in a nutshell, was the creed and program of the 
historical school of jurisprudence. Owing to the use of the concept of a na¬ 
tional soul and character, the relation between this historical sociology of law 
and specifically romanticist thought stands out strongly, perhaps more strongh' 
than it should. For common sense tells us that there would have been his 
torical jurisprudence even if there had not been any romanticism. This also 
applies to those German economists who, having undergone legal training or 
having what by a later American term we may call an institutionalist bent, 
were no doubt influenced by the example of the historical school of juris¬ 
prudence. 

(b) Historiography, Tlie extent to which the rich developments in that 
period's professional historiography are to be credited to romanticist ideas is 
still more debatable. It is true that the romanticist mood stimulated interest in 
historical research and increased the public s reccpti\’cncss to its results. Bc- 
5 ond this it is not safe to go without more specific reasons than a general be¬ 
lief in the all-pcrvading influence of romanticism. But it seems to me that 
one such reason does in fact exist. The period had indeed a large number of 
historians who pleaded a cause, the cause of a country or of a political system 
or a party, or made it their business to grade— yes, as a schoolmaster grades 
his pupil's books—the men and events reported on, according to moral or cul¬ 
tural standards of their own.^^ A tendency toward taking a different line as- 

These points must be kept in mind if misunderstanding is to be avoided: (1) 
This sociology of law is not quictist or hostile to reform. It only sponsors 'organic* 
reform from 'organic* necessities as against reform from speculative principles. Savigny 
himself, as Grand Chancellor, carried reforms. (2) I’his sociology, by virtue of its 
emphasis upon historically given conditions, has a side that might be described as 
'national.* But it has no 'nationalistic* implications whatsoever. (3) Even reforms car¬ 
ried out in the historical spirit presuppose certain general principles and deductions 
from them. Savigny overlooked this and his program was therefore, however great 
its merits, scientifically inadequate. From our standpoint as economists, it is very im¬ 
portant, on the one hand, to notice this error and, on the other hand, to realize that 
it does not necessarily impair the usefulness of the historical method. 

Thus, Lord Macaulay pleaded the causes not only of England, but also of the 
^Vhig party: he made no effort to understand any other standpoints. Michelet glorified 
France; Droysen, Prussian policy; Dahlmann and von Rottcck pleaded for liberalism 
and constitutionalism; Grote for Athenian democracy (George Grote, History of 
Greece, jst ed., 1846-56, is of particular interest to us because he was an orthodox 
Benthamite and one of tire most important members of the philosophical-radical 
circle); G. Bancroft for Jacksonian democracy. In all such cases there is, irrespective 
of any conscious intention of the authors, obvious danger of ideological distortion of 
facts. But even if all facts are reported with scrupulous impartiality, they will still 
stand, as it were, in an artificial light—the light of the writer’s convictions or creed— 
and not in their own. Consider an additional example of a somewhat different type: 
W. E. H. Lecky (especially History of the Rise and Influence of the Spirit of Ra¬ 
tionalism in Europe, 1865), one of the relatively few nineteenth-century exponents of 
the eighteenth-century raison. To begin with, he wrote from a definite sociology of 
history that makes ideas the prime movers of the historical process. In addition, he re- 
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serted itself, however: to present facts in their own light, to let events appear 
as they might have appeared to the people who experienced them, to preserve 
the color and the spirit of time and place. This ‘immanent interpretation' of 
historical processes evidently raises very serious methodological problems as 
regards the nature of the intuitive understanding of the individuals and civili¬ 
zations it invoh’cs. For us it is of particular interest because of the close af¬ 
finity of its principles to those of Max Weber. It is primarily associated with 
the name of Leopold von Ranke.^^ a French sponsor of it was Augustin 
Thierry, lire work of these and other men was, in its scholarly aspects, ncu- 
tial to romanticism and, in other aspects, even hostile to it. But their respect 
for the autonomy of every culture and for its individual color constitutes an 
affinity with romanticist ideas that wc must not overlook. 

For the rest, since it is impossible to report on that period's historiography 
so as to convey an adequate impression, we must confine ourselves to a brief 
survey of those features of it that are most relevant for economics. In the first 
place, there were the new materials and the new standards of criticism. It was 
during this period that historiography definitely stepped out of the range of 
literary sources and—systematically and on a large scale—^began to use original 
documents and the information that is enshrined in monuments, inscriptions, 
coins, and the like. Cuneiform writing (Grotefend) and hieroglyphs (Cham- 
pollion) yielded their secrets. Techniques for the exploi^ation of source ma¬ 
terials were taught, and comprehensive publications of such materials were un¬ 
dertaken: the ficole des Chartes, the English Rolls Series, and the Monumenta 
germaniae historica are examples of a purposeful and systematic activity, for 
which there was no parallel in our own field. Criticism of sources attained 
new lc\ds, and it was this plus the new materials that produced the achieve- 

diiccd the march of ideas to a scheme that is unaware of anything but an increasingly 
successful struggle of reason with religion. He thus produced a report that stands and 
falls with a definite creed and has no meaning irrespective of it. I use this opportunity 
to advert to the problems that arise from the naive habit of historians who have no axe 
to grind or cause to plead but set themselves up as judges of all things human, who 
know all motives and are in possession of all standards of behavior. An example will 
illustrate. The great Mommsen was a conspicuous victim of the self-delusion involved: 
he knew how the Roman legions should have been handled in the battle on the 
Trebbia; he knew how Cicero ought to have dealt with Catilina’s conspiracy; he knew 
what motives swayed Julius Caesar. He never displayed any awareness of the dangerous 
extent to which he relied on his intuitive comprehension—^the comprehension of a 
no doubt able and respectable middle-nineteenth-century bourgeois mind. This has 
some obvious bearings also upon procedures of economists. 

Without presuming to proffer my own opinion, I may state that a majority of 
historians of all countries would agree to call him the first historian of that period. 
His international influence—also on historiography in the United States—rests mainly 
on the new standard of historical scholarship that his famous seminar was the means 
of establishing. His mastery in exploiting new source material and in applying new 
canons of criticism was of a piece with his refusal to accept the guidanc'c of philo¬ 
sophical (eq>ecially Hegelian) ideas. If we notice the romanticist element in his work, 
it should be added that he himself was careful to distance himself from romanticism. 
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ments of Niebuhr and Mommsen. But the emphasis upon the original docu¬ 
ment was quite general. It constitutes the main scholarly merit of Michelet. 
We find it also in writers whom we do not value primarily as scholars, for ex¬ 
ample, Thiers, the politician. We find it even in the creators of the realistic 
novel, for example, the brothers Goncourt. 

In the second place, historians developed a bent for sociological analysis that 
benefited from its proximit}' to facts. Niebuhr's attention to institutions and 
to the question of the effects of policies and reforms and Thierry's attention 
to racial factors may serve as examples. This hardly ever amounted to explicit 
theorizing, but it very often implied sociological theories though, needless to 
say, they were none the better for not being properh' articulated. Moreover, 
much more than before, we observe interest in economic phenomena per sc. 
This interest manifested itself even where we should least expect it, in the 
field of ancient histor\',^^ on the one hand, and in the ‘pictorial’ history of the 
period, on the other. Lord Macaulay’s History^ of England (1848-61) illustrates 
to perfection what I mean by pictorial history—^history that concentrates on 
the picturesque military or political events and narrates them with an eye to 
stirring effect. But Macaulay has chapters descriptive of economic and social 
conditions that are indeed effective pictures but entirely different ones. An 
analogous statement holds for L. A. Thiers’ History of the French Revolution 
(1st French ed., 1823-7; English trans. 1838). 

In the third place, there was a literature, important by virtue of achieve¬ 
ment but still more important as the basis of later developments, that may 
be described as the product of the purely scientific wing of the historical school 
of jurisprudence or as the product of the institutionalist wing of the historians. 
I shall illustrate this by the names of four eminent men whose lines of re¬ 
search, widely though they differed from one another, all come within the 
category emisaged. Maurer^® was the leading though not unchallenged au- 
thoriti^ on the social organization of medieval Germany, and his theories ex¬ 
erted influence far and wide throughout the nineteenth century—even after 
they had become obsolete. Fustel de Coulangcs’ famous book, which penetrated 

I wish I could stay to sketch the personality and work of this civil servant, 
scholar, banker, teacher, and ambassador (B. G. Niebuhr, 1776-1831), whose Romische 
Geschichte (1811-32) placed research in Roman history on a new footing. Among 
other things, he holds two claims to being considered an economist also: he was an 
authority on currency policy; he wrote Forschungen zur internationalen Finanz- und 
Bankgeschichte (A. Trende ed., 1929). Theodor Mommsen’s fanious Romische Ge¬ 
schichte appeared 1854-6. 

Examples are, Die Staatshaushaltung der Athener, a study of Athenian finance 
by August Bockh (1817) and, still more significant, the Jdeen iiber die Politik, den 
Verkehr, und den Handel der vomehmsten Vbiker der alien Welt (1793 1812, English 
trans. 1833 4) by A. II. L. Ilecren. Tlie influence of this great scholar and tcachci 
extended over a wide domain that also included political geography. 

1® G. L. von Maurer (1790-1872), Geschichte der Markenverfassung in Deutschland 
(1856); Geschichte der . . . Ilofverfassung in Deutschland (1862 3); Geschichte der 
Dorfverfassung in Deutschland (1865-6); Geschichte der Stddteverfassung in Deutsch¬ 
land (1869-71). 
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into the general reading of the educated (but not, so far as I can see, into tliat 
of economists), arranged the fruits of scholarly work around a theory to the 
effect that religion is the most important factor in shaping the legal and po¬ 
litical institutions of a society, a theory that, owing to the close correlation 
bctw^ccn the various departments of national life, will never be contradicted 
by facts, even though it should be wrong or inadequate.^** Sir Henry Maine’s 
(1822-88) leadership belongs to the next period, but the work that spread his 
fame belongs to this. It presents a most instructive piece of a historian’s the¬ 
orizing.^^ Finally, the historico-ethnological work of J. J. Bachofen must be 
mentioned, though its influence also belongs in the next period. 

Finally, in the fourth place, Kulturgeschichte,^'* though not of course a new 
phenomenon, established itself as a recognized specialty. Its bearings upon our 
subject are obvious. It may paint murals or it may paint miniatures. The foot¬ 
note below mentions the outstanding masters of the two forms, Burckharclt and 
Riehl.“*> 


i**N. D. Fiistcl dc Coulanges (1830 89), La Citd antique (mainly the Greek city 
state or polis), 1S64; English trans. 1874. 

Sir Henry Maine, Ancient Lciw (1861). Students of economics should know more 
about Maine’s work than the slogan *froni status to contract.’ 

i®That is, the one work of Bacliofen’s that I shall mention: Muiterrecht (1861), 
the fountainhead of a whole literature on matriarchy. 

Another word that is refractory to translation except by the un-English phrase, 
history of culture. History of civilization is not quite right. History of civil society 
would be still more misleading. 

20 Of Jakob Burckhardt's (1818-97) imposing works, it will suffice, for our purpose, 
to mention Die Kiiltur der Renaissance (i860; English trans. 1878). The nature of 
the performance, which 1 trust is familiar to every reader, is difficult to define in 
general terms. Perhaps this phrase will come as near to defining it as it is within my 
power: a vision of an epoch’s life in terms of art and politics (both taken in the 
widest po.ssiblc sense). I’he essential point that differentiates such a structure from 
the liistory of any of the things that furnish the material for it—from the history 
of art and literature per se, or science per .sc, or economic, social, or any other politics 
per se—is that these things do not stand in the structure for their own sake, but for 
the sake of expressing, functionally, some larger and deeper reality. Jakob Burckhardt’s 
place in the history of thought transcends this performance, and the influences (Ranke’s 
among them) that helped to form him and the influences that emanated from him 
would be interesting to analyze. But the popularity of the work 1 mentioned must 
not deceive us concerning his influence as a social philosopher or political thinker. 
He was too far removed from the liberal slogans of his time and then again too far 
removed from any prophetic wrath about them to wield much influence. 

W. H. Riehl (1823*97) might have been included in the next section’s report. For 
his w'ork is still more definitely relevant to professional sociology than is Burckhardt’s. 
But the elements of his sociology (some of them anything but bombproof) would 
have to be picked out from what, fortunately, always remained historical work. I do 
not think that his influence went much beyond Germany’s frontiers. But perusal of 
his Kulturstudien aus drei Jahrhunderten (1859) would do a lot of good to students 
of economics. I'his book might be an excellent substitute for some of the items on 
our current reading lists. 
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3. Sociology and Political Science: Environmentalism 

We know that sociology dates from the scholastics and even from the 
Greeks. But the status of a recognized field of research it did not acquire be¬ 
fore the next period (sec Part iv, ch. 3). In the period under discussion sociol¬ 
ogy was indeed, as we have put it above, baptized by Comte, but no great 
importance should be attributed to this fact. It is true that there was plenty 
of important sociological work. But it remained unco-ordinated and unsys- 
tematized. Most of it we have noticed already. Wc may speak of a philoso¬ 
pher’s sociology, a lawyer’s sociology, a historian’s sociology. Each of them 
took many forms that differ widely from, and stand in the most varied rela¬ 
tions to, one another. It is dangerous to force these forms into large categories. 
But, for the purpose of a summar}' review^ they may be divided into an ‘ab¬ 
stract’ and a ‘historical’ compound. In practical importance, Benthamite utili¬ 
tarianism stands first among the former,^ historical jurisprudence first among 
the latter. In this section wc shall adopt, as far as possible, this schema. In ad¬ 
dition an attempt will be made to supplement our soeiological harvest by what¬ 
ever wc can glean from the period’s literature on government and politics, for 
which the phrase Political Science then came increasingly into use, and by a 
brief glance at a line of thought that should interest economists particularly, 
Environmentalism. 

(a) The Natural'Law Sociology of Government and Politics, Let us recall 
three results that have been established previously at various turns of our 
way. First, the historical origin of all social science is in the concept of Natural 
Law', w'hich was from \cry early stages associated with more or less definite 
concepts of ‘community’ or ‘society.’ llic Greeks may have confused the latter 
with the concept of government. It w'ould ha\c been natural for them to do so 
under the conditions of the polis. But the scholastic doctors were proof against 
this analytic mistake, because the practical problems of their age and their own 
position in the social organism could not fail to make it clear to them that the 
State or the Government—or the ‘Prince’^—is a distinct agent w'ith interests 
of its own that do not necessarily coincide with the interests of the people or 
the community (the Common Good). That ‘society’ was a discovery of the 

philosophers of natural law, of the romanticists, or of still later groups is one 

of the legends of the history of sociologySecond, we have seen that utili¬ 
tarianism was a natural-law system. Like all natural-law systems, it was all- 

^ Other types of sociologies, or fragments of sociologies, that were abstract in the 

sense that they proceeded from a few ‘first principles,' are to be found chiefly in the 

writings of speculative philosophers. Thus, Kant presented what he described as Meta¬ 
physical Elements (Anfangsgriinde) of the Theory of Law (Werke ix, pp. 72 et seq.). 
This theory was ‘abstract' and nonhistorical enough. But it was, of course, anything 
but utilitarian. 

3 If there is a writer who actually can be accused of confusing the State with 
Society, that writer is the romanticist A. Muller, for he called the state the ‘totality 
of human affairs’ {Elemente, vol. i, p. 60). 
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embracing in principle and very nearly so in actual practice. It was conceived 
as a unitary social science that was both normative and analytic and, among 
other things, included ethics, government, and legal institutions down to all 
the details of judicial procedure and criminological practice—in both of which 
Bcntham himself was at least as intensely interested as he was in any eco¬ 
nomic question. ITiird, we know that this unitary social science of utilitarian¬ 
ism was individualist, empiricist, and 'rationalist,’ the last term meaning here 
simply that the system, both in its analytic and in its normative aspects, 
strictly excluded everything that would not pass the test of utilitarian or 
hedonist rationality. TTic reader will save himself much trouble and greatly 
improve his understanding of doctrinal history if he gives due consideration 
to two vital facts. First, individualism does not necessarily iiuolve empiricism 
or rationalism in this sense; ” empiricism does not necessarily involve individ¬ 
ualism and rationalism in this sense; and rationalism in this sense does not 
necessarily involve individualism and empiricism. But, second, so powerful a 
synthesis as Bentham’s was bound to create, in the minds of foes as well as 
friends, an association between all the elements that enter into it which gave 
the impression of logical connection even where none existed 

Now, by virtue of its very nature, this system is incapable of taking ac¬ 
count of the facts of political life and of the w'ay in which states, govern¬ 
ments, parties, and bureaucracies actually work. We have seen that its funda¬ 
mental preconceptions do little harm in fields such as that part of economics 
where its 'logic of stable and barn’ may be considered as a tolerable expression 
of actual tendencies. But its application to political fact spells unempirical and 
unscientific disregard of the essence—the very logic—of political structures and 
mechanisms, and cannot produce anything but wishful daydreams and not 
very inspiring ones at that. Tire freely voting rational citizen, conscious of his 
(long-run) interests, and the representative who acts in obedience to them, 
the government that expresses these volitions—is this not the perfect example 
of a nursery talc? Accordingly, w»c shall expect no contributions to a service¬ 
able sociology of politics from this source. And this expectation is almost 
pathetically verified. Strong common sense redeems, to some extent, Bentharn’s 
philosophy of go^'crnment as presented in the Fragment on Government 
(1776) and, of course, very many of his practical recommendations on judicial 
procedure and the like. But James Mill’s 'Essay on Government’ ^ can be de¬ 
scribed only as unrelieved nonsense though, so it seems, also ineradicable non¬ 
sense. Moreover, its purely speculative character—so unlike the character of 

®This sense of the term rationalism has, of course, nothing to do with the sense 
which we attributed to it in another place (ii, ch. 1, sec. 6). But all along, these two 
and other meanings have been confused by many writers—^a fertile source of mutual 
misunderstandings and of pointless antagonisms and controversies. 

^Actually, the situation was and is further complicated by the fact that, of the 
terms mentioned, only 'empiricist’ (in the sense of antimetaphysical) has a fairly stable 
meaning. The preceding footnote shows that this is not so in the case of 'rational’ 
or 'rationalistic.’ The case of the term 'individualism' is still worse. 

B Encyclopaedia Britannica (suppl., 1823}. 
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the same author’s no doubt abstract argument in his book on economic 
theor>'®—is obvious. This was realized at the time by many non-utilitarians 
such as Macaulay. But much more important is it that J. S. Mill (without 
mentioning his father’s name) applied to the political theory of the Benthamite 
school the unflinching epithet ‘unscientific’ (Logic, vi, eh. 8, J 3) and that in 
addition, his sentences vibrating with suppressed impatience, he said practically 
every thing else that needs to be said about it. In this, as in so many respects, 
he rose above his early Benthamism. But he nc\'er shook off its shackles en¬ 
tirely: though his essays On LAberty and Considerations on Representative 
Government are no doubt redeemed, in part, by wider horizons and deeper 
insight, they arc still ‘philosophical radicalism.’ It will thus remain forever 
a matter of the historian’s personal equation whether J. S. Mill’s theory spells 
abandonment or improvement of that of his father." 

Non-utilitarian and anti-utilitarian philosophers also continued to produce 
systems of natural law—and corresponding philosophies of the state—^but of 
much more restricted scope, most of which reflect the influence of the ro¬ 
mantic mood or else the influence of Kant or Hegel 'I'he harvest to be gath¬ 
ered for our purposes from this field is small indeed. Lawyers, too, continued 
to produce natural-law speculations. The most valuable ones were, howc\cr, in 
special fields, such as constitutional or criminal la\^^® More comprehensive en¬ 
terprise of this type was being rapidly discouraged by the rising prestige of tlic 

® After all that has been said above, the difference should be obvious. But the point 
is important both for our iiiiinediatc object, which is to show why general objections 
against utilitarian premisses do not necessarily constitute objections in tlic particular 
case of economic theory, and for our wider aim, which is to understand why general 
objections against any philosophy do not in themselves dispose of any particular theory 
that, actually or apparently, links up with that philosophy, llicrcfore, let me restate 
the argument in still a different form: any theory involves abstractions and therefore 
will never fit reality exactly, hence economic theory is inevitably unrealistic in this 
sense; but its premisses are induced from realistic observation of the profit-seeking and 
calculating businessman; the premi.sses of political theory' (style James Mill) are not 
induced from obsen'ations of the agent of politics, the politician, but postulated from 
a completely imaginary agent, the rational voter; therefore these premisses, hence re¬ 
sults that are derived from them, are not merely abstract but also unrealistic in a 
different sense. 

^ Exactly as in the case of the theory of value, as we shall see more fully later on; 
in all parts of his w'ide domain, J. S. Mill’s intellectual situation and character asserted 
themselves in precisely the same way. 

*A fairly long list, chiefly of German performances—for England, T. H. Green’s 
would have to be mentioned—could be compiled. We merely recall one of the earliest 
and most influential that has been mentioned already, Fichte’s Grundlage des Natur- 
rechts (1796-7)- Hegel’s glorification of the state as the embodiment of Absolute Reason 
is mentioned as a curiosum only. No wonder he was popular with the Prussian bu¬ 
reaucracy. 

® As an example, I mention P. J. A. voii Feuerbach’s (not to be confused with the 
philosopher L. A. Feuerbach) criminology: Kritik des natiirlichen Rechts (1796). 
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historical school.^® An extremely influential performance of this kind, Stahl’s, 
must however be noticed.^ For the rest, lecturers displayed a significant tend¬ 
ency to turn their lectures on philosophy of law into lectures on the history 
of the philosophy of law.^“ 

(b) The Historians' Sociology of Government and Politics, Writers who 
were professional historians or at least had an eye for historical reality were 
bound to do better than utilitarian or other theorists as far as politics is con¬ 
cerned, for it is more difficult for historians to neglect facts that stare them in 
the face. Edmund Burke, for example, was a man who saw the concrete situa¬ 
tion with passionate energy—whether indulging in bursts of wrath or proffer- 

But let the reader keep this in mind: the historical scliool fought abstract specula¬ 
tion of either the Benthamite ‘empiricist’ or the German ‘idealistic’ types, because 
these were the types with which natural law had become identified; they fought natural 
law as such. I'rom our standpoint, however, there is no point in doing tliis, and any 
generalization produced by jurists of the historical school should also be included in 
the corpus of natural law, just as the historical economist’s generalizations are still 
economics and may even enter the concept of economic theory (e.g. in the case of 
‘theories’ of the origins of markets). 

“ F. J. Stahl {Philosophie des Rechts nach gescliichtUcher Ansicht, vol. i, 1830; 
vol. II, 1837) was a sort of Lutheran Filnicr and rose to be a power in the intellectual 
life of Prussia in the era of h’rederick William IV. I’he title of that work is justified 
in the case of vol. 1 by its attack upon utilitarian natural law rationalism (and, in¬ 
cidentally to this, by sympathy with the $tandp<nnt of the historical school of juris¬ 
prudence) but is a misnomer for vol. 11, where Stahl, having found his bearings, at¬ 
tacked the historical school of jurisprudence and based himself squarely upon Lutheran 
theology. Informed readers will miss the name of K. Frantz (Naturlehrc dcs Staates, 
1870), as they will many others, e.g. that of Joseph de Maistre, and the w'holc con¬ 
tiguous literature on Church and State. In defense, I can only point to the particular 
purposes of this fragmentary sketch. 

^2 It is with reluctance that I leave a topic that was a close neighbor of economics 
on the continent of Europe and in whose province the explanation may be found of 
many a peculiarity of continental economics, among other things, of the proficiency 
of German economists on the institutionali.st side of their science: links that had to 
be fought for elsewhere, especially in the United States at the time of the institutionalist 
controversy, were a matter of course for the products of many, if not most, continental 
universities. 'Phe continental student of economics absorbed a sociology of legal in¬ 
stitutions—that meant much for his intellectual equipment—in many cases before 
he had had a word of technical economics. I shall therefore mention the names of 
two eminent men, who were no doubt jurists first and last but who nevertheless helped 
to fonn many an economist. 'T’heir influence belongs in the next period rather than 
in the one under discussion, but both published their most characteristic work before 
1870. Rudolph von Gneist (1816-95) was a typically Anglophile German liberal, an 
authority in many fields but especially in constitutional and administrative law. See 
Das heutige englische Verfassungs- und Verwaltungsrecht (1857-63). Rudolph von 
Jhering (1818-92), Ceist des romischen Rechts (1852-65). Neither has been translated 
so far as I know, although later works of both of them were (e.g. Gneist’s Englische 
Verfassungsgeschichte, 1882, English trans. 1889; Jhering’s Zweek im Recht, 1877-83, 
English trans. 1913)* 



432 III: FROM 1790 TO 1870 

ing sober advice—and knew how to distill generalizations from them that 
have established the reputation of his writings as a storehouse of political wis¬ 
dom even with people who bore no love to his politics: it might be said that 
he taught politics by the case method and, as cverjone knows, very effectively.^® 
Again, nobody has ever commended Lord Macaulay for profundity of thought. 
But as regards insight into the nature of political processes, he was immeas¬ 
urably superior to James Mill, and his criticism of the latter’s presentation of 
the political theory of utilitarianism in the Edinburgh Review (1829) was 
perfectly adequate as far as it went although it did not go very far. Politics was 
still a ‘science’ to him (not the object of a science) though an ‘experiincntar ^ ‘ 
one—^by which he simply meant that the utilitarian principles of politics were 
out of contact with political realih’ and that generalizations could be arrived 
at only by observations of political rcalit>*. He did not try to formulate such 
generalizations explicitly. Had he done so, they would, we may be sure, have 
turned out to be idealized Whig politics. 'Ihis was the case also with those 
historians who did tr\' their hands at political generalization.^'’ Finally, let us 

18 Edmund Burke’s (1729-97) name—^no particulars arc necessary—cannot be 
omitted from any survey, however sketchy, of the intellectual scenery of the period, 
though chronologically his most characteristic performances belong to the preceding 
one. Students of economics should peruse his writings carefully to learn not only how 
people should reason on political questions but also how people do reason in these 
matters. As the reader secs, I find it difficult to join the general chorus of admiration 
for Burke as a thinker. In fact, the man who defined a political party as a group of 
people who co-operate in order to further the public interest on sonic principles on 
which they are all agreed was certainly no profound analyst; moreover, he was clearly 
infected by the tendency of his time to take rationalizations for analytic explanation. 
The reader can easily satisfy himself of the lack of realism in Burke’s definition by 
trying to apply it c.g., to the two great American parties. 

It is amusing to observe this use of the term 'experimental.’ Tlic utilitarians, 
being empiricist philosophers and believers in the application of the methods of 
physics, specifically claimed that their procedure w'as 'experimental.' Tlicsc attempts 
by both 'theorists’ and 'antitheorists’ to appropriate a term that, through the successes 
of physical experimentation, had acquired a eulogistic connotation also runs through 
the whole histor>' of economics from the .seventeenth century as will be noted again 
and again. Actually the term as applied to social phenomena is next to meaningless; 
what the writers who use it mean to convey must be ascertained separately in each case. 

The subject being very important for us, I shall mention a few examples: the 
Grundzuge der Politik (1862) by the historian Georg Waitz is by far the most cred¬ 
itable one I know, though not free from intellcctualist fallacies; the Politik auf den 
Gmnd und das Maass der gegebenen Zustdnde zuriickgefiihrt (1835) by the strongly 
partisan (liberal) historian F. C. Dahlmann is an able piece of analysis; the Lehrbuch 
des Vemiinftrechts und der Staatswissenschaften (1829-35) by the still more partisan 
(radical) historian K. W. R. von Rotteck is an illustration of the truth that, given 
sufficiently close-fitting blinkers, a man may completely lose that sense for historical 
reality which is the main practical advantage to be derived from historical study. 
Finally, it is convenient to mention in this place a book that belongs chronologically 
in the next period but is an excellent example of the Political Science of the best 
historians of the period under discussion: J. R. Seeley’s Introduction to Political Science 
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recall what I believe to be the finest flower of the period's literature of politi¬ 
cal analysis: de Tocqueville’s De la Democratie en Amdrique (1835-40).^® 
What is the nature of the performance that produced one of the ‘great books' 
of the period? It conveyed no discovery of fact or principle; it did not use 
any elaborate technique; it did nothing to court the public (especially the 
American public). An extremely intelligent mind, nurtured on the fruits of an 
old civilization, took infinite trouble as to observations and brilliantly subdued 
them to serve an analytic purpose. This was all. But it is much. And I know 
of no other book that would train us better in the art of succeeding in this 
particular kind of political analysis. 

But the period's great performance in the field of political sociology stands 
in the name of Karl Marx. We arc not yet in possession of the facts that arc 
necessary to establish this. They will be supplied in the next section (4b). Here 
I wish merely to say by way of anticipation that Marx's theories of history, of 
social classes, and of the state (government) constitute, on the one hand, the 
first serious attempts to bring the state down from the clouds and, on the other 
hand, the best criticism, by implication, of the Benthamite construct. Unfortu¬ 
nately, this scientific theoiy* of the state, like so much else in Marxist thought, 
is all but spoiled by the particularly narrow ideology of its author. What a 
pity, but at the same time, what a lesson and what a challenge! Tw^o examples 
will illustrate another type of political analysis that, from negligible beginnings 
in the eighteenth century, made sonic advance during that period, though it 
did not get very far. As soon as political analysis becomes alive to the claims 
of scientific methods, it is bound to run up against problems of criticism—in 
the logical, not iii the political sense: criticism of political concepts and of po¬ 
litical reasoning—and of mechanisms. The book of a man who was himself an 
eminent politician. Sir George Corncwall Lewds (1802-63) illustrates that 

(first edited by II. Sidgwick in 1896—-the gleanings from Seeley's 'conversation classes' 
on tlic subject that were so interesting a deviation from the current practice of formal 
lectures). 

Alexis de Tocqueville (1805-59) needs no introduction, for his name and work 
have penetrated into secondary schools—a success only the more difficult to explain 
because it was so thoroughly deserved. Attention is invited to the rest of his writings. 
See Oeuvres completes (ed. Beaumont, 1860-65). 

Marx's truly sociological, i.e. nonspeculative, theory of the state is contained, in 
a nutshell, in the Communist Manifesto and is there summed up in the pithy sentence 
that a government is a committee for the management of the common interests of 
the bourgeoisie. I’here is, therefore, no such thing as a socialist state—the state as 
such dies in the transition to socialism, a proposition that has been taken over and 
much emphasized by Lenin(!). It is impossible to say here all that should be said 
about this theory of the state and of politics. That central sentence is, of course, a 
half-truth at best. But it suggests indirectly something that is much more important than 
is that half-truth, viz. the idea that the state (government, politicians, and bureaucrats) 
is not something to philosophize on or to adore but something to be analyzed as 
realistically as we analyze, e.g., any industry. 
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au’akcning to critical consciousness.*** The later book of another man who 
also was something of a politician, though primarily an academic leader, Franz 
von Holtzcndorff (1829-89), illustrates a growing sense of the necessit>^ of ana- 
h'zing the mechanism of public opinion.**' 

(c) EnYironmentalism. A Zeitgeist that contains a component of mechanist 
—or what amounts almost to the same thing, sensationalist—materialism will, 
in exact proportion to the relative strength of this component, favor sociolog¬ 
ical theories that emphasize the explanatory value of cn\ironmcntal factors. 
According!}, \vc find a streak of eniironmentalist thought that may be de¬ 
scribed as a vulgarized form of Montesquieu’s.-® Two examples will suffice. 
Feuerbach, the philosopher (not the lawNcr), made man a product of his phys¬ 
ical environment. If wc add those qualifieations that arc necessary in order to 
raise this proposition to the level at which it becomes possible to discuss it at 
all, wc ha\e here a theory that has, explicitly and implicitly, come to the fore 
again in our own time. His emphasis, within environmental factors, upon 
food is also in c\ idcnce in our second example. Buckle.-- If space allowed us 
to do so, we should have to consider his work under three aspects which, as it 

Treatise on the Method of Observation and Reasoning in Politics (1852)—a for¬ 
gotten book by a half'forgot ten man. Yet both descnc to sur\ivc. 7 ’hc former is 
strongly recoimneiicled to the reader becau.se economists greatly need instruction of 
the kind it imparts. The latter we have had occasion to mention in ])assing (above, 
ch. 2). 

^^Wesen und Wert der bffentlichen Mcinung (1879). Von Holtzcndorff also wrote 
Principien der Politik (1869), which does not seem to me to amount to much. None 
of the other works of this prolific writer (though some of the fruits of his editorial 
activities) are known to me. 

Montesquieu does not seem to me to have overrated the cxplanator}' value of 
environmental factors. How far environmentalist arguments that occur fairly frequently 
in the .sociological literature of the second half of the eighteenth centur}'—e.g. in 
Herder’s writings—.should be traced to his influence, I do not feel able to say. Tlie 
Esprit des lois was one of the most famous and most extensi\cly read books of that 
century. On the other hand, there were so many other sources from which a man 
might have drawn environmentalist inspirations that it is difficult to make positive 
assertions even in cases where Montesquieu was quoted. 

2^ L. A. Feuerbach {Sanimtliche Werke, 1903-11, vol. x, p. 22) coined the phrase: 
*Der Mensch ist was cr isst.’ TTic pun loses in translation: ‘Man is what he eats’— 
one of tho.se phra.scs that express a whole mental world. Feuerbach’s writings w'cre 
part of a literary current that popularized what Marx and Engels so well dc.scribcd 
as ‘vulgar materialism.’ Let us notice in pas.sing this vcr>' .significant fact: many if not 
all ideas of Feuerbach should have appealed to Marx for thc>' agreed well with one 
aspect of Marx’s work. Nevertheless, Marx fought them in season and out of season 
(see e.g. Marx-Engcls Archiv, i, 1926, and Engels’ Ludwig Feuerbach ...» 1888; 
English trans. by A. A. Lewis, 1903), often with arguinents that, coming from him, 
were not very convincing. The explanation is simple, however: whatever else he was, 
Marx was a highly civilized man; it was beyond him to swallow that sort of thing. 

22 H. T. Buckle, History of Civilization in England (2 vols., 1857-61). The work 
is a torso; in fact it is not more than an introduction to what was conceived as a 
huge enterprise, lliere is a considerable Buckle literature. 
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is, can only be indicated. First, there is an idea: to reduce history to a science 
by arriving, through ‘induction' from observed facts, at ‘laws' of the same 
kind as what Buckle conceived the ‘law-s' of physics to be. In intention, Buckle's 
interpretation of history, and not Marx's, is the truly ‘materialistic' one—which 
is, of course, all to the credit of Marx. Nothing is more obvious, however, as 
soon as one delves into Buckle's work, than the fact that this idea is purely 
ideological in nature: it is what he wished to carry into effect, whereas he 
was actually swaged by pure speculation that from first to last forced facts 
into a preconceived schema. Second, there is the conceptual implemeniaiion 
of the idea, consisting of three tepes of ‘laws' that determine social states and 
their changes—physical, moral (i.e., propositions on human behavior), and in¬ 
tellectual. 'I'lic latter (mainly growth of technological control over physical 
environments) supply the motive power of ‘progress,' a principle that links up 
with what we shall presently describe as Condorcct-Comte evolutionism. As 
far as these aspects are concerned, namely, the analytic ones, even the little 
we have said about the book is too much: its importance consists wliolly in 
providing a ease study in analytic miscarriage, which may teach us to look out 
for speculative propensities behind a nonspcculative program and for dilettant¬ 
ism behind an apparently large scientific apparatus. But there is, third, the 
almost iinbeliexable success this book has had with all te^pes of people, rich 
and poor, educated and uneducated, English and foreign. It is this success 
only that raises the book to significance: it was one of the items of the lay¬ 
man's reading, one of the educators of that period's public mind. As such its 
teaching is an important element in the intellectual scenery we arc trying to 
visiiali/.e. 

Like other "theories/ environineiitalism can easily be carried to a point where it 
becomes obvious nonsense. But within its sphere, it is an iiKlis])ensable helper of the 
analyst of social plienomena—^as it proved to be, for example, for Michelet. I’he case 
may be illustrated by the (in this respect) similar case of ‘racialism.' It is a melancholy 
but very important observation to make that in the social sciences factors arc always at 
work that will drive such theories to the point of nonsen.se and—what is very much 
the same thing—turn them into bones of contention for ideological and political 
parties. Both environmentalism and racialism suit so many books that neither is al¬ 
lowed to make its contribution to our understanding of social processes—their friends 
and their foes alike join forces to prevent this consummation. Let us notice again a 
work of the period which, with remarkable freedom from bias, succeeded in balancing 
the environmentalist and racial element in a w'ay that w'as quite satisfactory as far as 
it went: !•’. ' 1 '. (not Georg) Waitz’s Anthropologic der Naiurvolker (1859-64)—espe¬ 
cially the first volume. 

4. Evolutionism 

Social phenomena constitute a unique process in historic time, and incessant 
and irrc\crsiblc change is their most obvious characteristic. If by Evolutionism 
we mean not more than recognition of this fact, then all reasoning about social 
phenomena must be cither evolutionary in itself or else bear upon e^'olution. 
Here, however, evolutionism is to mean more than this. One may recognize 
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the fact without making it the pivot of one’s thought and the guiding principle 
of one's method. The utilitarian system may scr\'c to illustrate this. James Mill 
would have smiled at a questioner who asked him whether he was aware of 
the occurrence of social changes, and he would have, in addition, conceived a 
poor opinion of the questioner’s intelligence. Yet his various systems—in eco¬ 
nomic, political, and ps\ chological theory—were not evolutionary in the sense 
that his thought in any of those fields turned upon evolution. And it is this 
that shall be the criterion of evolutionism for us, both as regards philosophy— 
comprising also purely metaphysical speculation—and as regards any ‘scientific' 
field. Evolutionism in this sense asserted itself in the course of the eighteenth 
ccntur\' but reached and passed its high-water mark in the nineteenth. 

Attention is drawn to the presence of a disturbing factor, the influence of 
which will be felt in many ways and not only in this section. In itself, the 
concept of evolution is perfectly free from any valuation except within well- 
defined standards.' As far as this goes, w'C merely recognize that people wall 
describe a change as progress if they like it, and as retrogression or degenera¬ 
tion if they dislike it. But in the eighteenth century evolution was naively 
identified with progress—toward the rule of la raison —that is to say, it carried 
a value judgment by definition. And this nai\c association of ideas persisted 
throughout the nineteenth ccntur\% though signs of its gradual dissolution ap¬ 
peared in serious research work as time went on. The bourgeois whose busi¬ 
ness and class position prospered had any amount of confidence in ‘progress’ 
of certain types, and he and the literarv' exponent of the bourgeois mind dis- 
pla\cd a lamentable tendency to link this confidence in a certain set of de¬ 
sired changes w'ith some ineluctiblc forces that move civilizations or even the 
universe. But we must tr>' to keep clear of such infantilisms, however impor¬ 
tant they are as features of the Zeitgeist. 

For clarification and illustration, it wall be useful to distinguish five differ¬ 
ent—though often overlapping—types of evolutionist thought, all of which 
loom large in the intellectual scenery of this period and also in that of the 
subsequent one: what follows refers to both periods, though instances are taken 
only from the one under survey. 

(a) Philosophers* Evolutionism. Hegel is the outstanding example. With 
every apology for the temerity involved, I shall put the one point that is rele¬ 
vant for the purposes of this book as follows. Let us postulate the existence of 
a metaphysical entity—no matter w^hat we call it—that is ultimate and abso¬ 
lute reality, and let us thus place ourselves on the standpoint of an ultra- 
idealistic philosophy.® Let us, at the same time and in the same sense, define 

'Thus, within the range of the accepted standards of the dental profession, it is 
a meaningful proposition to aver that at the present time teeth are being extracted 
‘more efficiently' than a century ago and even that dentist A extracts teeth ‘more 
efficiently' than does dentist B. An analogous statement applies to technical economic 
theory. But obviously this is no longer so when it comes to comparisons of social 
structures or civilizations and outside of the range of specified standards in general. 

2 Idealism as applied to German philosophy from Kant to Hegel has, of course, 
nothing whatever to do with idealism in the ethical sense. 
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the same reality as the totality of all actual and potential observational facts. 
How is this possible? It is possible, if, as, and when we see in these observa¬ 
tional facts, as it were, runes that embody (manifestations of) that entity ”— 
in much the same way in which we should do so if we adopted straight pan¬ 
theism in the ordinary sense. Now, that entity is supposed to undergo an imma¬ 
nent evolution in an essentially logical process of theses, antitheses, and syn¬ 
theses.^ And so docs the observational reality. This is the kind of thing that 
w'ill always appeal to one t) pe of mind and ne\cr to another. We pass on with 
a definition and a comment. The definition: reasoning from the conception 
of a metaphysical entih', which in unfolding its own contents produces a se¬ 
quence of changes in the reality of experience, we call emanatist. Tlic com¬ 
ment: the reader will observe that of llegcrs emanatist conception of evolu¬ 
tion something remains, even if we drop its metaphysical trappings, namely, 
the idea or perhaps discoxery that reality, as we know it from experience, may 
be in itself an evolutionary process, evolving from inherent ncccssih’, instead 
of being a set of phenomena that seek a definite state or level, so that an ex¬ 
traneous factor—or at least a distinct factor—is necessary in order to move 
them to another state or level as the analogy with Newtonian mechanics sug¬ 
gests. This idea, if tenable, is of course extremely important. As regards philoso¬ 
phy, it renders it possible to proceed, for example, from Hegelianism in its 
original acceptance to what may be termed Hegelian materialism, which many 
of the so-called Young Hegelians did. As regards sociology, it suggests a novel 
approach to the facts of social change. 

Before going on, we may notice twu other methods by which philosophers 
sometimes contrived to impart to their philosophies an evolutionary slant. 
‘Progress’ was in the air and, like other people, philosophers enjoy being up 
to date. The agnostic or materialist, especially of the scmi-popular varict>% was 
apt to substitute intellectual progress for the entities that he discarded, that 
is to say, he was apt to raise a loan from what will be described below (d) as 
Condorcet-Comte evolutionism; or else he was apt to exploit biological cvolu- 

BThis is what Hegel’s famous phrase was meant to convey (if wc equate our meta¬ 
physical entity to reason): whatever is, is rational (conforms to reason) and whatever 
is rational (thinkable), is. As meant, this docs not lend any support to conservative 
attitudes. But the reader will have no difficulty in realizing how easily it can be made 
to do so. Moreover, Hegel’s phrasing invites such an iiiteri^retation. Tins was even 
an important factor in his success. 

^ The irreverent did not fail to notice that here was an opportunity of proving 
Hegel’s system to be nonsense. Misguided by their inability to rise to Hegelian heights, 
they pointed—with a vicious smile—to the fact that this piece of philosophizing can¬ 
not be readily translated into English. The German verb aiifheben means both to 
cancel and to raise. Hegel averred that a thesis, A is B, and its antithesis, A is not B, 
aufheben each other into something higher, a synthesis that comprises the content of 
both. But contradictory statements do not aufheben each other in the sense of raising 
each other into something more comprehensive: they simply cancel, i.e. annihilate, 
each other—^which would be rather serious for Hegel and evolution. It is, of course, 
possible to save the situation. A warning to us remains, however. 
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tionism (c) for philosophical purposes. Whatever we may think of this as a 
philosophy, it made popular literature. 

(b) Marxist Evdutiouism. I have just adverted to the possible implications 
for sociology that a despiritualized Hegelian philosophy might harbor. This 
suggests that here we have after all more than a phraseological influence •’ of 
Hegel upon Marx. If, ne\ ertheless, we maintain siibstanti\e autonomy of 
Marx’s so-ealled Materialistie Interpretation of History as against Hegelism, 
and if we list it as a separate t}'pe of evolutionism, we allow ourselves to be 
guided by two considerations. First, Marx’s theory of history developed inde- 
pendenth* of Marx’s Hegelian afEliation. We know- ® that his analysis started 
from a criticism of the current (and apparently immortal) error that the be¬ 
havior that produces history is determined by ideas (or the ‘progress of the 
liurnan mind’), and that these in turn are infused into aetors by purely intel¬ 
lectual processes. To start with this criticism is a perfectly sound and very 
positive method but has nothing to do w'ith Hegelian speculation. Second, 
Marx’s theory of historv* is a working hypothesis by nature. It is compatible 
with any philosophv' or creed and should therefore not be linked up with any 
particular one—neither Hegelianism nor materialism is necessary or sufficient 
for it." ^^^lat remains is, again, Marx’s preference for Hegelian phrasing—and 
his owm and most, though not all, Marxists’ preference for anything that sounds 
anti-religious. 

^ An example of the purely phraseological influences, of which there arc many, will 
be noticed in passing. The untutored reader of Marx's WTitings may w'onder why 
Marx speaks so often of ‘contradictions’ of capitalism when he means nothing but 
mutually counteracting facts or tendencies: these are contradictions from the stand 
point of Hegelian logic. This has had an amusing consequence. To this day, the 
average Marxist, accepting the word Contradiction in the sense it carries in ordinary 
logic and parlance, infers that Marx wished to charge the capitalist system with logical 
incompatibilities in this ordinary sense evcr\' time he spoke of ‘contradictions’—which, 
of course, is not the case. 

® See e.g. Marx’s introduction to his Contribution to the Critique of Political 
Economy (publ. by Kerr, Chicago, 1904). The original German edition (Zur Kritik dcr 
politischen Oekonomie) w'as published in 18*59, the Einleitung (introduction) in the 
Neue Zeit, 1902-3; the English translation by N. I. Stone includes the ‘recently pub¬ 
lished’ introduction in an appendix. 

7 I have found that this statement is likely to cause surjirise. But proof is easy. 
For we may fully accept the doctrine of freedom of individual will in the sense in 
which it is taught, e.g., by St. Thomas Aquinas, and still go on to argue that the 
exercise of this free will, being limited by physical and .social data, will in general 
produce a course of events in conformity with these data. Tlie economic interpretation 
is nothing but a hypothesis about what, in turn, determines these data, and per se 
implies neither absence of the individuars moral re.spon.sibility for his acts nor refusal 
to admit the possibility of supermundane influence upon these data themselves and 
the w'ays in which they work out. Marxists, it is true, will not admit this. But they 
will not admit this for reasons—^beliefs, philosophie.s—that are extraneous to the logic¬ 
ally essential content of the economic interpretation of history: philosophical deter¬ 
minism is, as a matter of fact, mostly associated with sponsorshi]) of the latter, but 
in logic it has nothing to do with the methodological determini.sm that is implied in it. 
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Both the achievement embodied in that hypothesis and the limitations of 
this achievement may be best conveyed by means of a brief and bald state¬ 
ment of the essential points, (i) All the cultural manifestations of ‘civil societ)'" 
—to use the eighteenth-century term—^are ultimately functions of its class 
structure.’^ (2) A society's class structure is, ultimately and chiefly, governed by 
the structure of production [Produktiomverhdltnisse), that is, a man's or a 
group's position in the social class structure is dctcrniincd chiefly by his or 
its position in the prodiicti\'e process. (3) The social process of production dis¬ 
plays an iiiinianent CNolution (tendeney to change its own economic, hence 
also social, data). To this we add the essential points of Marx's theory of social 
classes, which is logically separable from points (1) to (3) that define the eco¬ 
nomic interpretations of history but forms part of it within the Marxian 
scheme. (T) 'The class structure of capitalist society may be reduced to two 
classes: the bourgeois class that owns, and the proletarian class that does not 
own, the physical means of production, \\hich arc ‘capital’ if owned by em¬ 
ployers but would not be ‘capital’ if owned by the workers who use them. (2') 
By \irtiie of the ]K)sition of these classes in the productive process, their inter¬ 
ests are neeessarilv antagonistic. ('3') The resulting class struggle or class war 
(Klasscnkawpf) provides the mechanisms—economic and political—that iin- 
plemcnt the ceonoinic cNolution’s tendency to change (revolutionize) every so¬ 
cial organization and all the forms of a society’s civilization that exist at any 
time. All this we may sum up in three slogans: politics, policies, art, science, 
religious and other beliefs or cieations, arc all suiicrstructures [Vberbau) of the 
economic structure of society; historical evolution is propelled by economic 
e\('luti()n; histor> is tlic history of class struggles.^'' 

Tins is as fair a piescntation of Marx’s social evolutionism as I am able to 
provide in a miishcll. 'I'he achievement is of first-rank importance “ although 
the elements that enter into it are of very uncciual value or, rather, unequally 
im])aircd b> ob\ ions ideological bias. Least valuable for any but agitatorial pur- 

I repent thiif the term ‘fvnietion’ here used docs not inqdy causal determination. 
In fact, an attempt to insist on such ‘absolute’ or ‘niechaniear determination would 
not achieve anything exeej^t to make the theory very easy to refute. Both Engels and 
Plekijaiiov, the chief Marxist authorities on the subjeet, have seen this and both re¬ 
laxed considerably on the stringency. Emphasis upon ‘ultimately’ was one of the 
means of doing so. 

” One aspect or application of this theory we have discussed in Part i, viz. the doc¬ 
trine of the inevitable ‘ideological bias’ of all thought. 

Marx’s ideas on social evriliitioii and classes are, of course, basic for everything 
he ever wrote, and eonmicnts on them arc strewn all through his works—which does 
not make it any easier to do justice to them. But of all his publications, the following 
seem to me the most imi)ortant sources to be used in any attempt at interpretation: 
the Cnwniuuist Mamfesto: the Clafts Stru^^les in France; the Eighteenth Hnnnaire 
of Louis Bonaparte, and the Critique of Political Economy. (All available in English 
translations; for details as to dates and publishers, see Sweezy, op. cit. p. 382.) 

'Phis achievement should, I believe, be attributed to Marx alone. For every per¬ 
formance of such scoi)C it is, of course, possible to name forerunners. But there were 
rather less of them than we are accustomed to find in comparable cases. The only 
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poses is the theory of social classes that Marx associated with his economic 
interpretation of histor\’: the two-class schema is all but useless for serious 
analysis; exclusive emphasis upon class antagonism is as patently wrong—and 
as patently ideological—as is exclusive emphasis upon class harmony of the 
Carey-Bastiat hpc (see below, eh. 4); and the proposition that the evolution 
of forms of social organization is brought about by a mechanism that can be 
described exclusi\cly in terms of the struggle behvecii those two classes is a 
simplification that eliminates the essentials of the mechaiiisins actually at work. 
A qualification must, however, be added: if vve get from Marx an ideologicalb' 
warped definition of classes and of class antagonisms, and if in consequence 
we get an unsatisfactory description of political mechanisms, we nc\'crthcless 
get something vcr\’ worth having, namely, a perfectly adequate idea of the im- 
portcincc of the class phenomenon. If in this field there existed anything like 
unbiased research, Marx’s suggestions would ha\c led long ago to a satisfactory 
theory of it. 

But the economic interpretation of histor\- is a different matter. If we re¬ 
duce it to the role of a \\orking hypothesis and if we carefully formnlatc it, 
discarding all philosophical ambitions that are suggested by the phrases His¬ 
torical Materialism or Historical Determinism, we behold a ijowcrful anal\ tic 
achievement. Points (1) and (3) may then be defended against objections, most 
of which turn out to rest upon misunderstandings.^- Point (2) is less reliable: it 

claimant for whom it is possible to argue at all is borenz von Stein (1815 go), whose 
Socialismus und Communismus des heutigen Frarikrcichs (1842, later eel., entitled 
Geschichte dcr socialen Bewegung in Frankreich, 1850, newly edited, 1921) is in fact 
an important piece of analysis that links up the development of socialist ideas with 
the realities of social movements and economic changes, 'riiis, however, is not the 
economic interpretation of history; still less is it possible to find the latter in the 
socialist writers themselves, whom Stein discussed, or in the French historians of the 
revolution, the restoration, and the Orleans regime. So far as my knowledge of them 
entitles me to judge, they all emphasize more or less the economic element in llie 
historical processes they describe which they c-oiild hardly have hc]i>ed doing. But 
obviously this is not enough. I suspect that those who find in this literature anything 
suggestive of the economic interpretation of the historical process as a whole entertain 
a different conception of the latter than I thought it proj^er to adopt. Mere recognition 
of the importance of the economic factor is a triviality and neither distinctive nor 
meritorious in itself. The case of Saint Simon, which may be an exception, will be 
stated below. 

12 By simple experiment, the reader may easily satisfy himself how' well point (1) 
works. Take e.g. so modest a ‘cultural manifestation’ as the modern murder story. 
Observe its chief characteristics—not forgetting its Fnglish—and correlate them with 
the salient facts about the social structure of our time. You w'ill not fail to enjoy 
an enlightening experience. 

I take this opportunity to advert to one of those misunderstandings of which, on 
one occasion, Engels him.self was guilty. Taking ‘materialism’ mistakenly in its ethical 
sense, some writers have taken what they called ‘historical materialism’ to mean that 
men are actuated by material, i.c. economic, interests as motives in the psychological 
sense. Marx’s theory docs not mean this and has room for all kinds of motives. 
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works well with some historical patterns and not at all with others.^® ITiis 
problem Marx does not seem to have taken very seriously. But there was an¬ 
other, to the solution of which he devoted the bulk of liis giant powers for the 
rest of his life. Obviously, the vast fabric, of which the economic interpreta¬ 
tion of history was the base, would have had to remain incomplete without a 
full anal\sis of that immanent evolution of the economic sector on which the 
evolution of human civilization as a whole was made to rest. For him the 
economic interpretation of history was, therefore, still more a program than 
it was an achie\’ement to be valued for itself. 

We have reached a point of vital importance for a proper understanding of 
Marx’s work. On the one hand, we can now' visualize his unitary Social Science, 
the only significant all-coinprchcnsive system that dates from this side of 
utilitarianism: vve sec the manner and the sense in which he w'clded into a 
single homogeneous w'holc all branches of sociology and economics—a venture 
that might well dazzle the modern disciple even more than it dazzled Engels, 
who stood too near the workshop. On the other hand, we now sec Marxist 
economics in its true light. Its individual features, or some of them, will come 
in for notice and appraisal in their places. Here I wish only to insist on the 
greatness of the conception and on the fact that Marxist analysis is the only 
genuinely c\olutionary economic theory that the period produced.^* Neither 
its assiiin])tions nor its techniques arc above serious objections—though, partly, 
because it has been left unfinished. But the grand vision of an immanent evo¬ 
lution of the economic process—that, working somehow through accumulation, 
somehow destroys the economy as well as the society of competitive capitalism 
and somehow produces an untenable social situation that will somehow' give 
birth to another t\pc of social organization—remains after the most vigorous 
criticism has done its worst. It is this fact, and this fact alone, that constitutes 
Marx’s claim to greatness as an economic analyst. That he w'as more than an 
economic anahst w-c have seen in this section. That he was more than an 
analyst need not be explained again. 

^3 llie Marxist iirinciple can be illustrated by such processes as the elimination of 
the artisan class by large scale inanufactiiniig industry. But as Diihring pointed out, 
other instances can be adduced to show' that this 'causality’ is often reversed—the 
truth being of course that there is interdependence between the conditions of pro¬ 
duction and the social structure. 'I’he situation of the Marxist principle can be some- 
W'hat inii)roved by recognizing the fact that social structures may outlive the condi¬ 
tions of production that created them—^which will account for a certain number of 
discrepancies without destroying the theory. Another device is more dangerous: we 
might define, e.g., the activity of a tribe of warlike conquerors as 'productive* and 
then say that the social organization that results in conquered countries still comes 
witliin the range of the Marxist interpretation. But this is very near to making a 
tautology of it. 

Wc deal elsewhere with the Smith-Ricardo-Millian contribution to the theory of 
economic change. Even those readers who see merit in it, granting even the possibility 
that it may have given Marx a basis from which to start, will have to admit that it 
looks embryonic beside his. 
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[For a discussion of the views of Marx and Schumpeter on the topics covered in 
this section, see O. H. Taylor, ‘Schumpeter and Marx: Imperialism and Social Classes 
in the Schumpeterian System/ Quarterly ]ounial of Economics, November 'I’his 

is a re\'ie\v article of Schumpeter's Imperialism and Social Classes (F.nglish trans., ed. 
with an introduction by Paul M. Sweezy, 1951).] 

(c) Historians* Evolutionism. Mere preoccupation with the problems of de¬ 
scribing the c\ents of an c\’er-changing world docs not spell evolutionism in 
the sense of this section. Professional historians, therefore, are not evolution¬ 
ists by profession. IIicn" become evolutionists—of a distinct type—only when 
they try to arrange states of society—economic, political, cultural, or general 
ones—into sequences that arc supposed to be ncccssar>' in the sense that each 
such state is the nccessaiy’ and sufficient condition for the enicrgenee of the one 
that follows it. The oldest and most primitive way of doing this is by con¬ 
structing hpical stages through which an economy must pass. 'Phis method 
was represented in that period by Friedrich List, whose scheme—hunting, agri¬ 
culture, agriculture plus manufacture, agriculture and nianufacture plus com¬ 
merce—met with deserved criticism from Karl Knies: wc should indeed have 
put down this scheme as completely worthless were it not for the fact that 
it may be used (and was used by List) as a simple expositor)* device for im¬ 
pressing upon beginners (or the public) the lesson that economic polic) has 
to do with changing economic structures and therefore cannot consist of a 
set of unchanging recipes. Another example is Bruno Hildebrand’s scheme: 
exchange economy, money economy, credit cconoiin*. Be\ ond this there is not 
much to report in this category—the better a historian, the more averse he is 
to such constructions—except that a vague belief in evolutionary sequences, 
such as historical sequences that were supposed to bear analogy with the \ outh, 
manhood, and old age of individuals, arc not infrequently met \^itli in his¬ 
torical writings of that period. An economist and economic historian who in¬ 
dulged in this belief without however being misled by it, as far as I can sec, 
was W. Ro.scher.^® It is worth noting tliat this belief in ‘laws of economic 
history' constitutes one of the main differences between his methodology and 
Schmollcr’s, who nevertheless had a hpc-scrics of his own: village economy, 
town economy, territorial economy, and national economy. 

(d) The Intellectualist Evolutionism of Condorcet and Comte. Condorcct,'^ 
more than any other writer, elaborated the theory of social evolution that is 
specifically associated with the thought of the Fnlightcnment and is present, 
implicitly or explicitly, in the writings of all the votaries of la raison: let us 
call it Intellectualist Evolutionism. It is the last w'ord in simplieit)'. Reduced 
to its essential content, it comes to this: human reason, a given force, w'agcs 
an incessant war of conquest on man’s physical environment and, at any given 

See his Politische Okonomie vom Standpunkte der geschichtlichen Metliode (1855, 
enlarged cd., 1883). 

work of List, Hildebrand, and Roschcr will be discussed below in ch. 4, 

sec. 5. 

IT Marquis dc Condorcet (1743 94), Esquisse d*un tableau historique des progres 
de Vesprit humain (1795; see above. Part ii, ch. 2, sec. 7d). 
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stagc^ on the beliefs or habits of thought that mankind has acquired at pre¬ 
vious stages of its history. From this incessant struggle results, on the one 
hand, an indefinitely increasing insight into the true laws of nature and, in 
consequence, an e\cn more perfect technological control over the forces of na¬ 
ture and, on the other hand, an indefinitely increasing freedom from erroneous 
and antisocial beliefs and propensities: human intellect, perfecting itself, per¬ 
fects the whole of hunian nature, hence also human institutions, without as¬ 
signable limit. Since many readers' minds arc presumably imbued with this 
theory—perhai)s to the point of accepting this ‘progress of the human mind' 
as a matter of course—we had better make sure that we understand the ob¬ 
jection to it: it fails because it postulates what it is to explain. Changes— 
adapti\c and, possibb', also autonomous—in beliefs, in stocks of knowledge 
and techniques, and in habits of thought are no doubt historically associated 
with other manifestations of social evolution. But they are conditioned, to say 
the least, by the facts of a changing social structure, and so arc their modi 
operandi. If we attribute, say, modern positivism or the modern airplane to 
the progress of the human mind, we have evidently not done much toward 
their explanation. In fact, we have done nothing: we have only renamed the 
problem. If, in order to remedy this, we appeal to the perfectibility of the 
huinan mind, we have still done nothing: we have only postulated the solu¬ 
tion. And if, recognizing this, we introduce additional factors of explanation, 
for example, biological ones, w'c have left the moorings of intcllcctualist evo¬ 
lutionism. 

But in spite of its patent inadequacy, this theory sur^•ived in the liberal or 
progrcssi\c circles that continued the tradition of the Enlightenment. Lccky 
and Buckle, however much their arguments may differ, can be mentioned 
again in illustration of this. For us, however, Comte's position is of particular 
interest. Ilis schema or ‘law' of three stages, according to which civilization 
evolves from a religious or magical stage to a metaphysical and then to a scien¬ 
tific one, clearly hails from the thought of the Enlightenment: it does not 
differ essentially from Condorcct's. Moreover, it is not only unbelievably nar¬ 
row but also, in Comte's own sense, speculative and unscientific: research on 
the lines of his ‘positive' program would have immediately revealed the pres¬ 
ence of factors and mechanisms that cannot be reduced to the one factor 
embodied in that ‘law.' Obser\e, however, that, superficially, the law seems 
easy to verify: rational scientific procedure (though not in politics) is in fact one 
of the features that are characteristic of our own time; and magic is in fact 
characteristic of the primitive mind—the question is only how much this 
means and how far the correlation admits of causal interpretation. 

There is one more point to be noticed. The religious, metaphysical, and 
scientific attitudes are evidently social and not simply individual phenomena. 
"I’liercforc, Comte’s stages may be said to be stages in the development of a 
collecti^'e or groiij) mind. Much more definitely than Condorcct, Comte in 
fact adopted this concept and he did something toward elaborating it. There 
is, of eourse, a world of difference between his collective mind and the na¬ 
tional soul of the romanticists. Viewed as tools of analysis, however, both 
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come to much the same thing and both have influenced the work of later 
sociologists and social psychologists. 

(e) Darwinian Evolutionism, This is the only kind of biological evolution¬ 
ism to be noticed here. Lamarck's influence was largely, though not wholly, 
superseded by Darwin's (who, however, w^as generous in his references to 
Lamarck); and Mendel, though he published his three laws in 1866, did not 
exert any direct influence at all.^® Tlie ‘Historical Sketch' added by Darwin to 
the third and later editions of the Origin of Species will tell the reader the fas¬ 
cinating story of the gradual emergence of the decisive ideas, so that nothing 
needs to be said about it here.^® It is, however, necessary to offer the following 
comments on the social significanec of the book and on its significance for the 
social sciences.-® 

G. J. Mendel (1822-84), an Aiigustiiiian monk, not only did excellent experimental 
work—this is professional opinion: 1 have, of course, none of my own—but also offered 
the theoretical interpretation of it that proved accejitablc to biologists when his re¬ 
sults were independently rediscovered (about 1900). lie refrained from any application 
to social processes. Since we arc interested in the sociolog\' of science, the question 
arises: what can wc learn from this case of neglect of a most important performance? 
Examination of the case seems to show, however, that it teaches us nothing. Robert 
Mayer personally communicated his discover}- (mechanical equivalent of heat) to men 
(one man at least) of indubitable professional standing, who could and should have 
understood and promulgated it. Cournot published his Rccherdies (see below. Part iv, 
ch. 7) in the broad daylight of one of the great intellectual centers. Hut Mendel lived 
in a convent, situated in a provincial town, and published his results in an obscure 
local periodical, that is, in a manner that amounted to hiding them. Thus, this case 
of neglect is self-explanatory. 

The reader is urgently advised to ])cruse it carefully. It is one of the most im])ortant 
pieces of scientific history' ever written, and presents a case study about one of the objects 
of our interest—the ways of the human mind and the mechanisms of scientific advance. 
In addition, it elucidates a concept tliat plays some role in our own story, the concept of 
Inadequate Acknowledgment of Priorities. Darwin illustrates the meaning of this con¬ 
cept by presenting an ideal instance of what is Adequate Acknowledgment. In everything 
he did, that man was a living and walking compliment to himself and also to the 
economic and cultural system that produced him—a point Tcconimcnded to the reader 
whenever he feels like ruminating on the civilization of capitalism (and, incidentally, 
about more modern forms of organization of research). 

Charles Darwin (1809 82) took long in evolving, still longer in publishing, the fruits 
of his labor. The Origin of Species . . . was published in 1859. The Descent of Man 
and Selection in Relation to Sex was published in 1871, after N'ogt and Haeckel (also 
others) had already pronounced in favor of its main theses. Chapters 3, 4, 5, and 19 
treat matters directly relevant to general and economic sociology. 

Herbert Spencer’s essay, which I^arwin commends so generously, appeared first in the 
Leader, 1852, and his Psychology in 1855, w'hcreas Mill’s Principles, the restatement of 
‘classic’ economic thought, appeared in 184S. 

20 The reader will observe that in what follows I do not of course piesuine to judge 
the book as a profc.ssional performance in its own field. 'I’he delicate question of a 
research worker’s proper behavior in matters that involve the results and proceduics in 
fields other than his own, therefore, does not arise at the moment, though it does arise 
in connection with ‘Darwinist’ social theories. 
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In the first place, the Origin of Species and the Descent of Man make one 
of the biggest patches of color in our picture of that period’s Zeitgeist. Tlieir 
secular importance for maiikind's cosmic conceptions is comparable with that 
of the heliocentric s\stein. IIicn were very widely read by the general public, 
passionately discussed, and effective in refurnishing the bourgeoisie’s mental 
house, though it seems that, in most cases, this new furniture did not oust 
metaphysical furniture that still existed but only occupied empty space. Our 
fundamental beliefs and attitudes arc beyond the power of any book to make 
or shake; in particular, 1 do not think that any cultivated person will find his 
faith dcstro) cd through reading Darwin, provided that person has any faith to 
destroy.-^ 

In the second place, however much or little w^e may think of the causal 
role of l^arwinisni, its symptomatic importance is beyond question. It came, 
and rode to success, exactly when it should ha\'c done so according to the 
Marxist theory of intellectual suiJcrstructures. And it was one current only in 
a broader river as the independent but analogous developments in geology 
suffice to show.'- This was the same river that also carried along the other 
evolutionisms that w'c have been discussing above. But in all other respects 
these were logically indcjx.*ndcnt of cither Darwinism or any other biological 
theory: it is quite important to realize this in order to avoid confusions that 
threaten our understanding of the intellectual history of the period. Marx may 
have experienced satisfaction at the emergence of Darwinist evolutionism. Bui 
his own had nothing whatever to do with it, and neither lends any support 
to the other. 

In the third place, Darwinism or Darwinist talk did intrude into sociology 
and economics later on. 'Ihis will be touched upon in our survey of the intel¬ 
lectual scenery of the next period (Part iv, ch. 3). For the period under dis¬ 
cussion, I can find no significant influence upon the social sciences apart from 
what w'C may conceive Darwinist influence to have done to people’s general 
habits of thought.-® Both Darwin and Spencer contributed to psychology, and 
the latter displayed a propensih' for sociological applications from the first. But 
this is all. In concluding, I w-ish to comment on Darwin’s remark to the ef¬ 
fect that he dcri\cd inspiration from Mallhus’ theory of population. It seems 
very hazardous, to be sure, to dissent from a man's statement about his own 

211 say cultivated person because the case is different for the untrained mind that 
lacks resources for inter]>retative and critical defense. But, then, the untrained mind 
takes shelter behind authority. 

2-'l’hese arc as.sociated with the name of Sir Charles Lyell (1797’1875) almost as 
much as biological evolution is associated with the name of Darwin. His Principles of 
Geology (1830 53) does not quite Met the murder out’ but, by implication, it says as 
much as does his Geological Evidences of the Antiquity of Man (1863). 

In 1872, Walter Bagehot piibli.shed his Physics and Politics (more appropriate 
titles would have been Biology and Sociology or Biological Interpretation of IILstory), 
which uses, among other things, Darw'inian social psychology. In itself no more than a 
piece of brilliant dilettantism, the book contains many suggestions that came to fmition 
later on. It is still worth reading. 
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mental processes. But quite insignificant events or suggestions may release a 
given current of thought; Darwin himself did not include Malthus’ work in 
the Historical Sketch mentioned above, though he did refer to it in his intro¬ 
duction; and the mere statement that ‘more individuals of each species are 
born than can possibly survi\e’ (which, morcoxer, is doubtful Malthusianism) 
is, in itself, not more than a platitude. I am afraid, therefore, that the service 
rendered by economics to the evolution of the Darwinian doctrine bears some 
analogy to the ser\ ice rendered to Rome by the celebrated geese. 

5. Psychology and Logic 

The most interesting products of that period’s work in the field of psychol- 
og\' arc those that anticipate, or at least herald, the devclo]3inents of the subse¬ 
quent period. I am referring to the cerebral anatomy of P. J. Cabanis, I'’. J. 
Gall (whose work also inchules the first theory of reflex action). Sir Charles 
Bell, and P. P. Broca; to the physiological or experimental psychology of 
Tetens and Bonnet, later on continued with much greater success by Johannes 
P. Miiller, E. H. Weber, R. II. Lotze, G. T. I'Vchncr; to the related line taken 
by Claude Bernard; * and, if we insist on incliuling Volkerpsychologie in psy¬ 
chology at all, to the work of !•’. T. W^aitz, \xho was mentioned aboxe in the 
section concerned with Environmentalism. Furthermore, if we also include 
philosophies about the collective mind—and if we choose to call them the 
harbingers of modern social psychology—^w'c have to add, on the one hand, 
Comte and, on the other hand. Herder and many other ‘romantics.' 

[(a) Associationist and Erolutionist Psychology.] But more directly relevant 
for the possibilitx* of a psychological foundation of technical economics—if in¬ 
deed we have any use for such a foundation—arc the psxchologics of 1 lerbart 
(1776-1841) and Bcneke (1798-1854).* The former worked out a simple con- 

’ Tlic.se names arc mentioned merely as pointers for readers wlio, if they should W'i.sh 
to go further, will meet them in any histoiy- of psychology—which is why I refrain from 
giving titles and dates. 'Jhe names of Cabanis, Broca, W eber, and Fcchner are as.sociated 
with performances of particular interest to us. Some will be mentioned again in the 
corresponding chapter and section of Part iv so that we do not lose our thread. The 
reader will understand, of course, that I am not competent to judge the value of such 
work as Call’s or Lot'/e's in its technical as\w:els and that in consequence my choice of 
names may be niislcading: the list is the list of an economist who.se impressions arc in 
part due to chance reading (guided, how'CV'er, to .some- extent, by profe.s.sioiial advice) 
and chance contacts. 'I he name of Broca, e.g., stands where it does becau.se this author 
combined to an unusual dcgiee research in brain anatomy and in cultural anthropology, 
but also because his work impressed me greatly in my formative years. 

“See e.g. J. F. Herbart’s l.ehrbuch zur Psychologie (1816) and his Psychologie aU 
Wissemchaft. . . (1824 5). Ilcrbart’s very influential philosophy and pedagogics do not 
interest us here. F. E. Bencke’s Grundlegung zur Physik der Sitten (1822; the opposite 
pole to Kant’s Gmndlegung zur Metaphysik der Sitten) and Lehrbuch der Psychologic 
als Natunvissenschaft (1833) niakc psychology the only basis of logic, ethics, and 
aesthetics and afford an excellent illustration for what is meant in the ]ire.sent book by 
P.sychologism. 
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ceptual apparatus for the analysis of psychic phenomena as they are given by 
introspective observation without recourse to physiology. Kconomists might 
have learned something from him, though more from his methods than from 
his results. Barring a few quotations that do not mean an\ thing, 1 have not 
however been able to find any instances to pro\c that either his psychology 
or his general philosophy exerted any influence upon the professional work of 
economists. I wonder whether the same should be averred for the element in 
that period’s psychological work that is by far the most important one from 
the standpoint of a historx^ of economics—Ilartlcyan association ism. This 
associationism should lia\'e been obsolete by then but w’as revived by a new 
edition of Hartley’s work (1791) and re-expounded with brilliant cfEciency by 
our own colleague Janies Mill: •* the mind, a Lockian blank; psychic life, a 
mechanical system of associations. Even J. S. Mill felt unable to rest content 
w'ilh this, and A. Bain was to combine it with Darwinian elements and ele¬ 
ments derived from the German physiological j)s\'ehologists into something 
that was pretty far removed from association is t orthodoxy. But for us the ques¬ 
tion arises: since this associationist orthodoxy was part of Bcnlhainitc ortho¬ 
doxy, shall we not expect that it influenced the economics of the group that 
was another part of it? Of course, \vc shall—but we shall be disappointed. 
'I'hc case illustrates \ery well the nature of the relation of a comprehensive 
.system to its parts. Psychological as.S()eiationism agrees all right w^ith the utili¬ 
tarian philosophy or the utilitarian theory of ethics or of behavior in general 
and in this sense docs implement the rest. But if, on the strength of this, wc 
proceed to examine James Mill’s little treatise on economic theory, wc find 
that its propositions are completely independent of associationist psychology 
and arc just as compatible w'ith any other: though a province of the Bentham¬ 
ite empire, the economies of the utilitarians w^as a self-governing province that 
could ha\e li\ed equally well if severed from the empire. This verifies a rc.sult 
already arrived at in other connections.* 

The only thing that needs to be added is e\olutionist p.sychology. As has 
been mentioned, both Darwin and Spencer faced the problem of the manner 
in which the human mind acquired each 'mental power’: they attempted to 
construct genetic theories of ‘instincts,’ emotions, curiosity, memory, attention, 
beliefs, moral sense, social virtues, and the like. It should be observed that 
such endeavors arc not psychology in the ordinary sense: for example, analysis 
of the faculty' of ‘memory’ is one thing, and a hypothesis on how w^e came to 
have this faculty- is another thing. How-cver, genesis may suggest truly psycho¬ 
logical theories, and it is uiulerstandable that Daryvinian influence began to 
assert itself in professional psychology before long. Economists, however, did 

^Analysis of the Phenomena of the Human Mind (1829). 

^ Observe, in particular, that the .same thing aI.so holds for Iliiine: his economics has 
nothing whatever to do with either his psychology or his philosophy. And so for Locke. 
On the other hand, the relation of associationism to utilitarian economics is compli¬ 
cated by the fact that Bentham’s own economics differed from the economics of the 
other utilitarians who were his followers in everything else. 



III: FROM 1790 TO 1870 

not take to this line of research, though it has obvious bearings upon problems 
of economic behavior and of its malleability, say, in a socialist organization 
of society—something worth pondering! 

[(b) Logic, Epistemology, and Cognate Fields.] In these fields ** substantial 
advance would have to be reported both as to j)liilosophical foundations 
(Kant; HegeVs Logic is not logic in any technical sense though relcxant to it 
in several points) and ns to formal and practical developments (Lotze, Dc 
Morgan). From our standpoint, it is important to mention the work of a man 
who holds a key position in the history of the fields within our range of vision, 
Richard Whatcly ® (Anglican archbishop of Dublin). And of great significance 
for the picture of that period’s Zeitgeist is the effort made by another key man 
to realize a desideratum that has been formulated again and again—in our own 
day, b\ J. Dewey—to bring logic nearer to the actual procedures of science: 
WTiewcll’s History of the Inductive Sciences (1837).^ 'I’hc program of modern 

® If wc may call mathematics a cognate field, it was the one tliat made the biggest 
strides. About these nothing can be said here except that this period—following as it 
did upon the ‘heroic age of mathematics’ in which the excitement of pioneer discovery 
had all but crushed the interest in logical foundations and in critical analysis of concepts 
and methods—laid the groundwork of modern (rigorous) mathematical reasoning. But 
a few data on probability must be mentioned, owing to the importance of the subject for 
statistics and for economic theor\\ Laplace’s Thcoric analytique des prohahilites was 
first published in 1S12; his Essai phitosophique (which is quite eighteenth centiiiy, how 
ever) in 1814: Poisson’s famous Rccherches in 1837; Cournot’s Exposition de la theorie 
des chances et des probabilites in 1S43; P. L. dc Tchcbycheff’s paper (‘Des Valeurs mo- 
yennes’ in Liouvillc’s Journal de matheniatique, pure et appliquee), 1867; Venn's Logic 
of Chance (often invoked by Edgeworth) in 1866. Eechner’s Kollektivmasslehrc (1S97) 
belongs in this period though not chronologically. 'Phe same applies to J. von Krics’s 
Principien der Wahrscheinlichkeitsrechnung (1886). 'Mie Cournot of probability is the 
great economic theorist (see below, Part iv, ch. 7, sec. 2). My high opinion of his 
theory of random events is a layman’s opinion. But it was shared by the late Professor 
Czuber of V'ienna. 

Elements of Logic, which appeared originally as an article in the Encyclopaedia 
Metropoliiana (18261. For his work in economics, see ch. 4 below. 

7 William Whewell’s (1794-1866) powerful and masterful personality belongs to, and 
illustrates at its best, that class of scientific men whom we have called Academic Leaders: 
he was a peerless influence in Trinity College and in Cambridge generally, one of tho.se 
environment creating individuals who belong in the history of science even if they 
never wrote a line. Such was not Whewell’s case, however. The History is not only a 
work of erudition but a live source of inspiration (so it w'as to J. S. Mill), though his 
Philosophy of the Inductive Sciences (1840) is disappointing (at least, so it is to me) 
and though his Elements of Morality including Polity (1845) has been deservedly for¬ 
gotten. He was also something of an economist. His Lectures (1852 and 1862) do not, 
it is true, amount to much, though he was far too able ever to be quite uninteresting. 
But he displayed sense for quality by editing the works of Richard Jones (see below, 
chs. 5, 6) and a touch of originality by making an attempt that no commonplace mind 
would have made in his day, viz. to express mathematically a few propo.sitions of the 
economic theory of his time (3rd vol. of the Cambridge Philosophical Transactions). 
This effort does not go beyond stating in symbols what had already been stated in 
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empiricist logic—^as taught by the Vienna positivists such as Carnap, Frank, 
Richard von Mises, Schlick—is to analyze scientific procedure and to do awa>’ 
with, as not only irrelevant but meaningless, everything else, especially all 
'metaphysics.' Whewcll was, of course, far removed, subjectively, from either 
this program or the conceptual constructs with which it is being implemented. 
But, objectively speaking, his book, owing to the influence it exerted on Mill's 
Logic, is a landmark on the long road that leads toward logical positivism. 

[(c) /. S. Mills Logic.] 'Hicse scanty remarks have prepared us for a discussion 
of the work in \\'hich we are primarily interested. From our standpoint, J. S. 
Mill’s Logic must hold a place of honor, not only because we claim the author 
for our own, not only because we economists are much more likely to turn to 
it than to any other methodological treatise of that time, but also because it 
was one of the great books of the century, representative of one of the leading 
components of its Zeitgeist, influential with the general reading public as no 
other Logic has c\er been. A less striking patch of color in our picture than is 
the Origin of Species, it is hardly a less indispensable one—although it docs 
not stand out, as docs the Origin of Species, when we look back on the his¬ 
torical sequence of performances and ideas that produced the situation of today 
in the respective fields, and although Mill’s ^ book is dead in a sense in which 
Darwin’s is not. 

'^Ihe best way of explaining, to economists, the nature of Mill’s per¬ 
formance is to point out the family likeness that exists between his 
Logic and his Principles of Political Economy, which will be fully dis¬ 
cussed in the appropriate place below (ch. 5). With admirable modestv% 
Mill disclaimed, in both cases, any pretense 'of giving the world a new 
theory of intellectual operations’ or of economic processes (sec the 
prefaces to the first editions of both books). In both cases, his aim was 

words and therefore does not really constitute mathematical economics (there is no 
mathematical reasoning). But his rudimentary demand analysis, considering its date, 
does not quite deserve Jevons* contcmi>liious verdict that has since been repeated 
many times. .Ml this is mentioned here because the brevity of our sketch will not 
permit notice of performances such as \\'heweirs in their appropriate places. 

^ J. S. Mill, A System of Logic, Raiiocinative and Inductive, being a Connected View 
of the Principles of Evidence and the Methods of Scientific Investigation (1843). One 
has in mind the success of this book, ns much as or more than the success of its 
author's Political Economy, when one .speaks of Mill's sway over the generation of 
English intellectuals that entered upon their careers in the 1850*5 and i86o\s. Abroad, 
part of the reading public was impervious to such influence. But the rest embraced 
Mill’s message with even greater enthusiasm. The book was found in the house of a 
peasant in Ireland. It was called the 'book of books’ by an accomplished Viennese 
woman (a Fabian and suffragist) who felt herself to be progress incarnate. It occupied 
a place of honor not much below Plato's in the mind of at least one philological 
philosopher I knew as a boy—all of which 1 say in order to convey, first, that the 
book was a living force in bourgeois civiliziition and, .second, that the correlation 
between individuals’ enthusiasm for it and their competence to judge it was not quite 
satisfactory. 
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to co-ordinate existing dements of knowledge, to develop them, and, as 
he liked to put it, *to untie knots’ {scilicet in existing strings). In neither 
case did he succeed com])lctely; but in both he did eminently useful work, 
work that was perhaps all the more pregnant with suggestions because it 
contained stimulating discrepancies of doctrine. 

Both works, besides being of the same class of performance, reveal in 
a similar manner the mental stature and the—shall 1 say 'moral’?—pro¬ 
pensities of their author. Within the range of his comprehension, he was 
eminenth' fair and fully resolved to open the doors of his mind to ideas 
of widely different origin—in the Logic he went so far as to pay (via a 
quotation from Condorcet) a wcll-dcscr\ ed compliment to sclndastic per¬ 
formance. He was ‘matter of fact’: though his mind was not ‘practical’ 
in every sense of the word, he was always ‘practical’ and even pragmatist 
in intention, the practically useful result attracting him before every¬ 
thing else. In the ease of the Logic, his practical purpose was to analyze 
scientific procedures with a view, first, to establishing their \alidit>' (‘to 
appraise evidence’) and, second, to developing rules that might inspire or 
guide research. This makes it very difficult to describe his fundamental 
standpoint or standpoints in terms of modern ‘empiricist’ and ‘positivist’ 
logic, for the problems and methods that are characteristic of the latter 
and divide its staff of workers (especially in the Grundlagcnforschung of 
mathematics) were largely bc>oiid his ranges of xision and interest. 
(WTicrcforc it is unjust, by the way, to criticize from a modern stand¬ 
point occasional utterances of his that seem to be relevant to modern 
controversies.) But this essentially practical purpose of the Logic also 
renders it difficult to describe Mill’s fundamental views in terms of older 
philosophies. The significance of the Kantian re\olution he hardly 
grasped. In a general way, it may be said that his idiilosophy had its 
roots in the English empiricism of the Locke-Humc tradition and, in 
particular, that it had an associationist ])sychol()gical background. But I 
believe, though I cannot prove here, that neither statement is entirely 
correct. In any ease, Mill was not narrowly empiricist or narrowly associa¬ 
tionist: Ilartleyan associationism comes in for criticism in the Logic, 
especially at a strategic point in Book vi. 

The purpose of the book almost makes it a complement of WhcwcH’s, 
to which in fact it owes much. Let us put it like this: Mill’s Logic is pri¬ 
marily a theory of scientific knowledge (inference), essentially theoretical 
as compared with WhcweH’s book and still more so as compared with 
any treatise on any individual .science; but it is primarily practical as 
compared with any treatise on pure logic or pure epistemology (which 
were, however, preth’ much one and the same thing for Mill). As re¬ 
gards logical fundamentals. Mill leaned heavily on R. Whately even 
where he dissented from him." 

® Another revealing reference in the Logic (and in the Examination of Hamilton) is 
to Dr. Thomas Brown's Lectures on the Philosophy of the Human Mind, which, edited 
after Brown’s death (1820), had a most successful career. The interesting jjoiiit is that 
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Cautious and noncommittal as Mill was with reference to certain 
points of philosophical fundaments, modest as he was with reference to 
his personal contribution, in one respect he was neither cautious nor 
modest: exacth’ as in his Political Economy, in a manner that strikes us 
as curiously nai\c, he cheerfully elainicd an entirely impossible degree of 
finality for the results he cxi)ounded. He seems to say to us: why, I have 
collected and systeniati/ed the best ideas of this enlightened age, the 
principles either promulgated or conformed to by its ablest thinkers— 
what more can there possibly be left to do? His confident teaching fared 
in logic much as it did in economics. 

Book I, *C)f Names and Propositions' (including Classification and Defi¬ 
nition), in which there are passages almost suggestive of modern ‘seman¬ 
tics/ and Book ii, ‘Of Reasoning' (Syllogisms; Deductive Sciences, which 
Mill holds are really inductive in so far as their premisses are derived by a 
])rocess of induction from experience), cover ground on which Mill felt 
that the going was easy: for him who hardly ever looked below the sur¬ 
face, no serious problem arose to bar the way. He felt differently about 
the ground covered in Book iii, ‘Of Induction' (or generalization from 
experience, the core of scientific procedure and the core of Mill's per- 
forniaiiee). It contains the axiom of the uniformity of the eoiirsc of na¬ 
ture, his theory of \alid induction that is derived from it, his philosophy 
of causation, his famous ‘four methods’ (of Agreement, of Difference, of 
Residues, of Concomitant Variations), all of which is partly marred by 
faults of thought or exposition that can be explained on only one hy¬ 
pothesis: that e\cn there, though writing on subjects that gripped him 
intensely, he wrote as he always did—in haste. But precisely because of 
this, substantial impro\cmcnt can be effected in several cases without 
injiir\' to his main positions. On the whole, there cannot be any doubt 
that Book iii constitutes one of the great contributions to the theory of 
scientific knowledge. 'Hie many points of interest in the essentially sub¬ 
sidiary Books IV and v must be passed by, but Book vi, ‘On the Logic of 
the Moral [Social] Sciences' is of first-rank importance to us. It should be 
perused together with Mill’s older (pre-Comtist) essay on the method of 
economics (18:56) that has been included in the volume on Some Un¬ 
settled Questions. 

In order to do justice to this methodology of the social sciences, two 
things must be borne in mind. First, as an inevitable consequence of 
more fundamental shortcomings of Mill's general epistemology, there are 
many things in Book vi to which objections may be raised. But they do 
not impair its argument very much, llius, his extension of the methods 
of the physical to the social sciences, including the concepts of scientific 

this Scottish physician and philosopher, though he accepted sensationalism to a large 
extent, never abandoned ‘intuitive* knowledge and had no empiricist theory of causation. 
'Hie significance of Mill's strong recommendation of the book is not entirely destroyed 
by liis qualifying objections to its argument. 
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law and of causation, are not nearly as objectionable as one might think 
because he watered down physical causation so radically as to make its 
extension to the social sciences practically harmless: his ‘naturalism' was 
naturalism vvith its teeth pulled. Second, we must not forget that the 
fame and influence of Mill’s work gave wide currency to his views so 
that much that reads trite and stale—like quotations from Hamlet— 
does so by virtue of his own achic\cnicnt. 

When all this is borne in mind, nothing remains but admiration. In 
a running battle with Comte, Mill triumphantly vindicated the actual 
procedure of economists while conceding—in fact, absorbing—all that 
should be conceded or absorbed. The standard method of economics 
was what he called the Concrete Dcducti\e Method supplemented by 
the Inverse Dediicti\c or Historical Method for research into historical 
changes of the social set-up as a whole. Had this been properly appre¬ 
ciated, the pointless later squabble of economists o\’er induction versus 
deduction would ha^•c been avoided. Tlic ‘purely theoretical’ set of prob¬ 
lems was taken account of by his ‘abstract or geometrical’ method, the 
misuse of which for direct application to practical problems he made the 
target of scathing criticism. The ‘empirical law'S,’ nicely divided into 
uniformities of coexistence and uniformities of change, arc assigned a 
place with which we can find but little fault. The impossibility of uni¬ 
versally applicable, practical maxims was fully recognized as was the 
necessity of studying actual human behavior in all its local and temporal 
varieties —wdiich should have taken off the curse from the economic man 
for all times. The axiomata media of his Ethology offered suggestions that 
are not fully exploited even now. The distinction that had to be fought 
for, sixty years later, between the problems of the effects that follow from 
a given cause under given social conditions and the problems of the 
‘laws' that determine those social conditions themselves is there. In fact. 
Mill unfolded a program that harnessed the purest of pure theory and 
the most concrete of institutional research into peaceful co-operation 
and this without emasculating either. Of course, jevons reads fresh and 
stimulating even w'here he utters a platitude; Mill never reads fresh and 
stimulating even where he speaks valuable wisdom. That was the fault 
of his early training. But as regards this Book vi, though it contains noth¬ 
ing that was not said better later on—for example, by the elder Keynes— 

I conclude with ad\ice to the reader to go back to it. 

6. Pre-Marxian Socialism 

In Chapter 2 above, w'C have said almost nothing about the socialism and 
the socialist groups or movements of the period. Painting in the large, we 

This adjective is I think justified, though Mill’s invariable courtesy, in some cases 
reinforced by filial respect, made him tone down his wording. It will read surprisingly 
but can be strictly proved that the methodological doctrine that Mill preached does not 
differ at all from the position eventually (though not at first) adopted by Schmoller. 



THE INTELLECTUAL SCENERY 453 

had hardly an opportunity for doing so. Tlie omission can be repaired in a 
few words.^ The second half of the eighteenth century produced a number of 
isolated socialist (or semi-socialist) writings but, before the French Revolution, 
nothing that can be called a movement. The French Revolution itself was 
bourgeois in origin, character, and ideology. The disintegration after 1791 of 
both its political set-up and its political thought was, however, associated with 
a literature that, though of very little importance in itself, was both indicative 
of a more than momentary socialist humor in a sector of the intellectual 
world of France, and instrumental in keeping it subtcrraneously alive during 
the Napoleonic regime. This proxided a basis for the burst of propagandist 
activitx', literary and other, of a socialist (or semi-socialist) nature that wc ob- 
serxe in France until the advent of the second empire.^ The revolution of 
1848, though also bourgeois in origin, xxas quickly to shoxv the existence of 
a sort of general staff of a revolutionary socialist army and even the existence 
of more or less definite plans for running a socialist state. Frightened to 
death, bourgeois groups did xvhat Louis XVI could never be prevailed upon 
to do, that is, they suppressed the revolution by military force before it was 
too late. 'Ihus, France holds prioriW in time as regards modern socialist litera¬ 
ture; and among the business classes of all countries, the I’rcnch business class 
vx'as during that period the only one to face socialist revolution as a serious 
possibilitx'. Fnglish Chartism, both in 1836-9 and 1840-48,® never amounted 
to anything like that, although it had a basis in early trade union organization 
that made it viorc serious in another and more fundamental sense, 'fhe only 
other socialist labor movement of importance xvas the German one that pro¬ 
duced two organized parties: I.assatle’s Allgcmciner Deutscher Arbeiterverein 
(1863) and Bebel’s and Liebknechfs Socialdemokratische Arbeiterpartei (1869), 
which amalgamated in 1875.^ 'Ihc foundation and career of the First Inter- 

^ The iiitcrestecl reader has at his command plenty of sources of further information 
from xvhich to supplcinciit the jejune remarks that follow. He must remember that, 
from tlie standpoint of tlic aims of this book, we arc not directly interested in social 
movements and their ideologies ]ier sc. In this particular case, brevity is excused in 
addition by the fact that our statements in this paragraph are not controversial. For 
general reference, Professor Alexander Gray’s Socialist Tradition (1946) is recommended. 

2 'J’hc literary component of the movement supplied, however, part of the ideas of 
the socialisme aiitoritaire of Napoleon 111 , as has been mentioned already, just as 
.socialist and scini-socialist xvorkmcn supplied part of the political support that raised 
him to power. 

® The People’s Charter itself, it should be remembered, was drawn up by William 
Lovett and Francis Place, the Benthain disciple, and xvas Benthamite and not at all 
socialist. In fact, its ‘six points* embody nothing but radical parliamentary reform. 

^ Neither A. Bcbel’s nor W. laebknecht’s achievements come within the scope of this 
book. But the exploits of Ferdinand Lassalle (1825-64; the reader’s attention is called 
to the biography by George Brandcs, there are also several others) in sociological and 
economic analysis cannot go unmentioned though there will be no occasion to refer to 
them again. A highly cultivated man of brilliant abilities and indomitable energy, he 
was first and last a man of action whose intellectual, let alone scientific pursuits— 
though always attended to with zest—^were always secondary to the excitements of a 
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national (1864) is mentioned here only because of Marx’s famous Inaugural 
Address.® 

[(a) Associationist Socialism.] Now, the one thing that is important for us 
to keep in mind is that the Marxist phase of socialist thought did not dawn 
before the beginning of the subsequent period.® The socialism of the period 
under discussion was non-Marxist and associationist." Tliis term is to denote 
all the varieties of .socialist planning that adopt the principle of running pro¬ 
duction by workmen’s associations—of social reconstruction through pro¬ 
ducers’ co-opcrati\es. Associationist socialism is. therefore, extra-scientific, be¬ 
cause it docs not concern itself primarily with (critical) analysis—as docs 
Marxism—^biit with definite plans and the means of carrying them into effect. 
In addition, associationist socialism is un.scientific because thc.se plans iiivoKc 
assumptions about human behavior and administrative and technological pos¬ 
sibilities that cannot stand scientific analysis for a moment. On both counts. 
Marx was quite justified in including associationist writers in his category' of 

fascinating life. An exception should be made, perhaps, for his most fini.shcd i)ct 
formance, Da/t System dcr erworbenen Rechte (1861), a brilliant piece of legal soeiology 
that da/zled many a professional jurist. However, if we do make this work an exception 
and if we do assume that it was the product of genuine concentration, then we must 
also recognize that, along with very considerable philosophical and legal learning and 
strong critical ability, it displays lack of originality. 1 lis other writings display the same 
lack of originality, but unrelieved by learning, though still coupled with ability far and 
away above the common run of writers, socialist or other. 'I lie three most important 
economic publications, the ATheiterprogramm (1863), the Offenes Antwortschreihen 
(1863), and Herr Bastiat-Schulze von Delitzsch, dcr bkonomische Julian (1864), are all 
of them brilliant pamphlets that embody, so far as analy.sis is conc'erned, a somewhat 
superficial but ably exploited Ricardianism—^which accords with La.ssalle’s own view 
ina.smiich as he described the only economics that seemed worth while to him as an 
'immanent development’ of Ricardo’s teaching. This, by the way, is all his theory has 
in common with Marx’s. To describe La.ssalle either as a popularizcr or as a discii)lc of 
Marx is quite erroneous. As regards agitatorial tactics and practical proposals, he was 
the very antipode of Marx—which is what caused the schism that impeded the i)iogress 
of German political socialism until 1S75 (Gotha Congress), when to Marx’s infinite 
disgust, fusion w'as accomidished on a program that made large concessions to Las.salle’s 
views. 

® But no Marxist will take pride in this particular performance. Its contents reveal 
the effects of compromises that were perliaps inevitable but w'cre of the sort that 
roused Marx’s wrath when indulged in by other people. In fact, it was—as Marx him¬ 
self pointed out with a mixture of humor and bitterne.ss—thoroughly un-Marxist, 

« Let me point out at once that, so far as analysis is concerned, the Marxist phase 
not only began but also ended with the subsequent period. Tliis statement may seem 
surprising because we attach quite naturally high importance to the further revivals of 
Marxism in Russia and New York. But it will be substantiated below (Part iv, ch. 5, 
sec. 8). 

^ The term is convenient and I beg leave to u.se it, although I am aware of the awk¬ 
wardness involved in using the same phrase in the same book in two entirely distinct 
meanings (psychological associationism—socialist associationism). 
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Utopian Socialists** and in fighting them bitterly. For he realized that they 
were discrediting serious socialism. By 1840, they had in fact succeeded in 
imparting to the very word Socialism a connotation of freakishness that helps 
to explain the attitude toward it that was specific to French economists: ® to 
them, and not without reason, socialism came to mean two things, violence 
and nonsense. Some of the 'utopist' ideas were in fact unalloyed nonsense— 
in several cases, definitely pathological nonsense—and hardly any of them can 
be taken quite seriously, though an exception should perhaps be made in favor 
of L. Blanc (1811-82).^® l‘br us this is indeed not quite enough to warrant 
our neglecting them: freaks and dreams may yet enshrine sound pieces of 
anah'sis. Search undertaken in this spirit, however, yields but meager results. 
Not that we do not find sound reasoning and sound observation here and 
there; but most of what there is of it is trivial. Ilcnce I shall mention only 
the outstanding examples of Robert Owen (1771-1858) and Charles Fourier 
(1772-1837),^^ who w'ith Saint-Simon shared in a huge wave of American en¬ 
thusiasm. 

® Marx described as utopian any form of socialist thought but his own, which he 
called ‘scientific/ I’hc dchiiing characteristic of his scientific socialism is, however, the 
scientific proof of the inevitability of socialism, so that w'ith him the phrase ‘utopian' 
should not have meant tlie same as ‘not serious/ though it did. By a ‘bourgeois econo¬ 
mist/ Marx denoted an economist who fails to see this inevitability or, much more re- 
strictively, an economist who believes in indefinite survival of the capitalist order. If 
the reader obscr\'e that these definitions do not coincide with the meanings usually 
attached to the terms, he will save himself many misunderstandings. 

® Kngels attributed the fact that Marx cho.se Communist instead of Socialist for u.se 
in the title of the Marx Engels manifesto to Marx’s dislike of a term that had acquired 
a flavor of ‘respectability.’ It is more likely, how^ever, that Marx disliked it because it 
had acquired a flavor of oddity. 

Louis Blanc (Organisation du travail, collected articles first published in 1839) 
was no doubt also an associationist of humanitarian and rhetorical proi^ensitics that 
earned him semi benevolent contempt from later critics, bourgeois and socialist. But his 
proposals differed from, say, Owen's by an element of practicability that shows especially 
in the more than sui)crvisory role assigned to the bureaucracy (state). This element sug¬ 
gests possible influence upon Lassalle. Blanc once made the proposal that emerged again 
W'ith some socialists, in and after 1930, to hand over to workmen factories that had 
closed down. Distribution according to the principle ‘to everyone according to his needs* 
was a pet idea of his (though not adhered to), and he may be responsible for its currency 
among the socialists of his and a later time. 

“ 'Ilie interested rcarder will find bibliographies of (and on) both in any work of 
reference. As regards Owen, there w\as good reason for the emergence of a large litera¬ 
ture about him for, quite independently of his plans and experiments of the New 
Harmony type, his ideas as well as his practice w'ere of seminal importance in very many 
different ways that had little to do with one another. Thus, his fundamentally paternal¬ 
istic measures at New Lanark created a model for the labor policy of the modern 
large-scale concern and, more important tlian this, initiated a new attitude toward 
wage questions. His emphasis on the value of strikes and trade unions versus political 
action makes him a classic in the history and theory of trade unions. His ideas on 
artisans* co operatives have made him the patron saint of one of the significant move¬ 
ments of that and a later time. Not only was ‘moral grandeur* (Torrens) his but 
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This is our opportunity for a glance at the American (and not only U.S.) Social- 
Science Movement.^2 'TJic word Science, when used in connection with this move¬ 
ment, must be taken in a sense akin to the one it carries in the phrase Christian 
Science rather than in the usual one, for there was little genuinely scientific effort. A 
society that produces a comparatively prosperous stratum more quickly than it produces 
a cultural tradition is open to unbalancing infiltrations of ideas, even apart from the 
influence of physical immigration. A small number of people enjoyed leisure—lettered 
ease’ it was with some—^and had open minds, which compensated shrewdness in busi¬ 
ness by enthusiasms and radicalisms, as generous as they were uncritical, in everything 
else. One of the most characteristic of these enthu.siasms was the layman’s enthusiasm 
for ‘science’—and especially for social alcliemy because, to the untrained mind that 
vibrates with unemployable energies, the real thing is not half so exciting as is the 
fake. This is the sociology of the movement. Its real importance for the impulse it 
gave to American economics and sociology is as difficult to appraise as is the real im¬ 
portance for serious research of the romanticist movement in Europe, of which, in 
fact, the social science movement may be interpreted as the specifically American 
counterpart. I can see no relation between it and the performances that eventually 
established both economics and sociology in the United States, and am inclined to 
think that its petering out around the epoch of the Civil War was more favorable 
to social research than was its emergence. But the reader will easily see all that can 
be adduced for the opposite view. 

But how can we account for the presence of sponsors of associationism 
whose claims to being taken seriously are not open to doubt? Well, for one 
thing, there is the influence of the litcraiy^ fashion that the French association- 
ists certainly succeeded in creating. For another thing, there is the support 
that associationist socialism as a plan for comprehensive social reconstruction 
derived—quite illogically, of eour.se—from the actual co-operative movement 
and its literature. Both these elements will, I think, account for the asso- 

also, w'ithin the sphere of thought and action defined by our examples, sound and 
even shrewd common sense (as his own bu.siness success suffices to prove). But as 
soon as he stepped out of this .sphere, which was truly his own, his complete lack 
of analytic ability of the more subtle kind showed up immediately. Neither his ideas 
of the Labor Note that was to replact; ‘money* nor his ideas of an Equitable Labor 
Exchange are nonsense in themselves, but he just did not know how to protect his case 
against the most obvious criticisms. 

As regards Fourier, the reader is referred to the one really enlightening item 1 have 
come across in the large literature about him: E. S. Mason's ‘Fourier and Anarchism,' 
Quarterly Journal of Economics (February 192S). Iwo points must be made: first, 
Fourier did base his plan (of which the Brook Farm colony was the most famous 
embodiment) upon an elaborate analysis of human nature, in general, and of the nature 
of society, in particular, but it was all conceived in the worst style of eighteenth-century 
speculation; second, his phalanstere organization has but a qualified claim to being 
called socialist, and it is amusing to note that with the ignorance of actual conditions 
that characterizes so many of those prophets, he actually reserved for interest and profits 
a larger relative .share than goes to them, on the long-nin average, in capitalist reality. 

12 The U.S. branch of it has been described in L. L. and J. Bernard, Origins of 
American Sociology: The Social Science Movement in the United States (1943). 
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ciationism of Lassallc—his scheme of productive associations that were to be 
subsidized by the state and, by virtue of this advantage, to compete private 
industry out of existenceBut there is something else: to Marx and to many 
of us, associationisni may be nonsense; but it was not nonsense to the Ben¬ 
thamite mind. In fact, a glance at the utilitarian views on the human mind 
and on the nature of social relations suffices to show that, once these assump¬ 
tions concerning the quality—and substantive equality —of individuals are 
granted, associationist hopes cease to be absurd. And this accounts for the 
cautious association ism of J. S. Mill.^^ 

[(b) Anarchism.] If we extend the principle of associationisni to the political 
sphere and visualize the dissolution not onlj’ of industrial coneerns into work¬ 
men’s co-oj)crativcs but also of national states into voluntary ‘communes/ we 
have Anarchism—of which by far the most articulate, but not the most or¬ 
thodox or most consistent, exponent was P. J. Proudhon.^*' Here we are inter¬ 
ested neither in his political anarchism nor in his philosopln*, which he himself 
described as Hegelian, though I find it more easy to link it up with Fichte’s. 
And we arc interested in his economics only because it affords an excellent 
example of a t>’pe of reasoning that is distressingly frequent in a science with¬ 
out prestige: the t\pc of reasoning that arrives, through complete inability' to 
analyze, that is, to handle the tools of economic theory, at results that arc 
no doubt absurd and fully recognized as such by the author. But the author, 
instead of inferring from this that there is something wrong with his methods, 
infers that there must be something mong with the object of his research, so 
that his mistakes are, with the utmost confidence, promulgated as results. 
Proudhon’s Syst^me des contradictions economiques oii philosophie de la 
misdre (1846) is the outstanding monument to this frame of mind. He was, 
among other things, unable to produce a workable theory of market value. 
But he did not infer: ‘I am a fool,’ but: ‘Value is mad’ {la valeur est folle), 
Marx’s scathing criticism {Misdre de la philosophie, 1847) was fully deserved, 

Moreover, though the man is to be taken seriously, it is fairly open to question 
how far liis scheme is. Nobody can study that life of high endeavor and tragic failure 
without becoming aware of the fact that he is studying an important aspect of the 
German tragedy. In other words: Lasalle was a born political leader, conscious of 
superlative powers, and there is as little point in proffering the all-too easy objections to 
his plan as there is in pointing out logical weaknesses in Disraeli’s early thought. Tlie 
real counterargument would have been to appoint him to cabinet office. But this is 
precisely what Prussia was congenitally unable to do. 

On the extent to which J. S. Mill should be considered a socialist, see below, 
ch. 5, sec. 1. Mill may have influenced Lassalle. 

I'^Of the Proudhon literature, I mention only a w'ork of indubitable scholarly 
quality, though there are several others that come within this category: Karl Diehl’s 
P. /. Proudhon, seme Lehre und sein Leben (18S8-96). In Joseph Proudhon (1809-65) 
we behold a phenomenon that is as rare among socialist thinkers as are horse drawn 
vehicles in New York: a real, live proletarian. He was self-taught and this lack of 
training shows on every one of his many pages. Some of his ideas had been previously 
published by English socialists. But it is practically certain that he did not know of 
them. 
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though not well aimed in every respect. It should be observed, however, that 
Proudhon's claim to be called an anarchist in his own sense is questionable. 
For though, repeating an eighteenth-centuiy phrase, he described property as 
theft in the pamphlet that founded his fame (Qu'est ce que la propriete?^ 1840), 
his big idea was gratuitous credit rather than abolition of private property: 
loans free of interest to be issued in the notes of a public bank so that everyone 
might have access to means of production and become a proprietor—an idea 
that was to be revived by some latter-day projects of Social Credit. 

Mikhail Bakunin (1 Si4-76), Marx’s pet aversion, has no place in a history 
of analysis, as he himself would have been the first to admit.^" But there was 
another anarchistic communist or communistic anarchist who did present a 
piece of analysis: W^citling, the founder of ‘Conimunia' in Wisconsin.^^ His 
particular plan docs not concern us, but his theory of po\crt\' does because 
it seems to enjoy a kind of immortality: it always turns up again. It is of 
the h'pe of social criticism that, like Henry George’s or F. Oppenhcinier’s, 
traces poverW to private property in laiid.^** According to W'eitling, there is 
no objection whatexer to private properh' in other means of production and 
to private-business management of industry as long as there is free land ac¬ 
cessible to cver\'one—^all the trouble arises and any kind of property becomes 
a curse only when land becomes scarce, hence an object of property rights. 
Tlie lessons I want the reader to learn from this are t\^o. The first is one in 
the sociology of economic thought. Even so critical a thinker as Locke had 
no compunctions about the analytic value of the proposition: God gave the 
earth in common to all men. And this idea asserted itself in all ages, though 
in very diflFercnt forms, e^'cn in writings that purport to present results of 
strictly empiricist thinking. The other lesson is one in faulty' anah sis. In many 
cases, actual and possible, the institutional structure of the agrarian sector may 
indeed be responsible for misery of the masses in the sense that their standard 
of life is lower than it would be with a different structure. In order to prove 
this possibility, we need only imagine a state of things in which land is so 
plentiful as to be capable of being a free good but is monopolized, in the 
technical sense of the term, by a single land-holding corporation that sets a 
monopoly price on its use. Cases somewhat more rcalistie than this then be¬ 
come verifications for the quite diflFercnt proposition that the mere fact of 

i®The best-known communist thinker of the subsequent period, P. A. Kropotkin 
(1842-1921}, is a different case. Tic made non-negligible efforts at analysis and his soci¬ 
ology of law is not without interest, though sufficiently so to warrant his exclusion from 
our report. Of course, for a history of economic and political thought (as contrasted 
with analysis), both he and Bakunin are of immense importance. And still more so for 
a sociology of economic and political thought. How tsarist society came to produce— 
in its higher and highest circles—revolutionar}' coinniiinisni is in itself a fascinating 
problem: a crack cavalry regiment was not the worst of nurseries for corninnnist 
impulses. 

Wilhelm Weitling (1808-71), Die Menschheii wie sie ist iind wie sie sein sollte 
(1838); Garantien der Harmonie und Freiheit (1842). 

18 Not all agrarian socialists do this, of course. 
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private property in land reduces, of necessity, total real wages. This general 
proposition can be refuted by a rather elementary argument, which anyone 
is bound to encounter if he takes a few minutes to consider the question why 
private propert>' should have that effect. But nobody who has this bee in his 
bonnet ever takes these few- minutes, and if he did he would—like Rousseau 
in the matter of miracles—go mad ralhcr than give up the idea that feeds 
his emotional life. And some sueh ‘bee,' though not necessarily this one, is 
the most cherished possession of a distressingly large number of the people 
who write on economic subjects.^® 

If w'e lca\c the national state untouched and organize economic activitj' not 
into small free groups that on principle are self-sufficing but into vocational 
groups tliat arc more like (though not necessarily quite like) the artisans' and 
merchants' guilds of the Middle Ages, we get the idea of the Corporative 
State. Such an idea w^as developed by Fichte and by many Catholic WTiters 
such as Bander. I’he main point is that these plans do not assume that the 
state should manage the corporations but rather the other way round: they 
should hence nof be identified wath modem fascism; unlike the latter, they 
are auti-etatiste in conception. None of these writers bothered much about 
economic aspects. It is their cultural vision that is interesting. From our stand¬ 
point, there is no comment to be made. 

In this connection, w'c may notice in passing the work of Karl Mario,an 
author w'ho has been much commended by nonsocialists sucli as Roscher and 
Schaffle. Not a thorough-going socialist, he planned to sail between the Scylla 
of liberalism and the Charybdis of communism, to insure true cqualiW and 
true liberty and so on by means of a large amount of nationalization of in¬ 
dustry and of corporative organization for the part of economic activity' that 
is not to be nationalized. A strong sense of responsibility' that accounts for the 
bourgeois praise and is quite surprising in a man w'ho W'as primarily a planner 
shows in Mario's eoncern about the productivity of his system, about popula¬ 
tion, and about insurance. But the only point that interests us here is his 
analy sis of competitive capitalism. On the one hand, he drew' a picture of the 
condition of the w'orking class that was as gloomy as was Engels’On the 
other hand, he attributed this condition not to the historically unique condi¬ 
tions that prevail frequently, though not necessarily, in the earlier stages of 
capitalist evolution but to the inherent logic of the capitalist system that, if 
allowed to operate, will aKvays and increasingly depress labor’s lot. We observe, 
first, that the factual picture is biased even ex visu of about 1850. For even 

Sonic readers may wonder why, speaking of communism, I do not mention Cabet. 
But there is notliing to be said about him from our standpoint. 

At least, if certain co-ordinating or sui^ervisory functions arc left to government, 
the corporations arc to retain a large measure of autonomy. 

21 Nom de plume of Karl C. Wiiikelblech (1810-65): Untersuchungen iiber die 
Organisation der Arbeit . . . (1848-59). 

25 ! This is our opportunity to mention again a book that influenced social thought, in 
Germany at least, far beyond the circle of socialist orthodoxy: Friedrich Engels, Die 
Lage der arbeitenden Klasse in England (1B45; English trans. 1887). 
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then statistics were a^'ailable that any layman could have read to prove that 
talk about enslavement and starvation, and still more talk about increasing 
misery of the masses, lacked foundation in fact except so far as sporadic in¬ 
stances were concerned. Wc observe, second, that the analytic effort is biased 
in the same direction. For Mario's analysis of competitive capitalism entirely 
failed to consider the ob\ ions alternative to the proposition about enslavement 
and systematically omits to take account of those mechanisms in the capitalist 
process that tend to work the other wa>'. But this s>stematic bias is evidently 
not like the bias of an index number or the bias in a particular source of in¬ 
formation. It is t}'pically the bias of ideological delusion, the kind of bias that 
springs from a WTiter's extra-analytic convictions and is impervious to either 
fact or argument. Refuting fact and argument would be met by moral indig¬ 
nation. 

Tliis is the point that made it worth our while to mention Mario at all. 
Though individually of no great importance or influence, he was one of the 
many writers who helped, around the middle of the nineteenth century, to 
cr> stallize the ideology of the capitalist process. The main traits of this ideology 
had all emerged by 177b. They gained in definiteness through the efforts of 
writers such as the Ricardian socialists, Engels, Mario, and many others in the 
next three-quarters of a century or so. Then the picture had become fixed. 
ThaJ is to say, it had, for considerable sectors of both the economic literature 
and the public, reached the status of ‘as-cverybody-knows* and was no longer 
questioned but was taken for granted by an increasing number of people. It 
was, in the thought of these people, substituted for the capitalist reality that 
increasingly diverged from it. It was the picture that Marx analyzed. It is the 
picture on which sophomoric radicalism feeds to this day.-'* 

[(c) Saint-Simonist Socialism.] Wc could go on indefinitely but, having 
learned from three examples all that is to be learned for our purpose from 
this literature, we should not gain sufficiently by doing so.-* One name, how- 

23 There should really be little difficulty in realizing that Crystallization of Ideologies 
is the only explanation for the existence of honest belief in the misery, helplessness, and 
frustration of the working class at a time of the political and economic dominance of 
the labor interest. Examination of the rationalized arguments only serves to strengthen 
this diagnosis. But cr\'stallized ideologies that satisfy deep-seated urges defend them 
selves with desperate energy. 

24 A man who might have ser\'ed us just as w'cll as did Weitling, though less so than 
the more serious Mario, is Charles Mall, The Effects of Civilization [i.c. 'I'echnological 
Progress], 1805. Tlic problem to be discussed w'ith respect to him, similar though 
it is in all other respects, would display another, though cognate, aspect that is not 
without importance to the social psychology of the social .sciences. It may be put 
by means of the following question: since by all accounts this man was an able 
physician, how' was it possible for him to use, in the field of .social criticism, modes 
of thought that would have prevented him from passing his M.D. exams? I do 
not mean his recommendations, but the formal properties of his reasoning and his 
handling of facts. Another such man is J. F. Bray, Isabours Wwngs and Labour*s 
Remedy (1839; London School Reprint, 1931). All 1 wish to say about him is that 
Marx should not be insulted by its being said that Bray anticipated him in any point: 
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ever, must be added, that of Saint-Simon.“° In the main, this pathological 
genius—Emile Faguet’s fou tres intelligent —affords only another example that 
illustrates the difference between a man’s importance for a history of economic 
thought and his importance for a history of economic analysis. Saint-Simon’s 
name stands in the history of economic thought because of a message of a 
semi-religious character and because disciples turned this message—not without 
altering it—into the creed of a sect. Much has been written about Saint-Simon’s 
posthumous success: not only in France but also in England, Germany, and 
especially in the United States and in Latin America, Saint-Sinionist groups 
emerged and even a Saint-Simonist intellectual fashion of much wider range. 
But the groups consisted of small nuclei that quickly repelled serious members 
and brought discredit upon themselves by freakish developments of the creed. 
Around these nuclei there were more numerous adherents whose allegiance 
was not very close and was chiefly phraseological. As to the question how 
much importance should be attached to the intellectual fashion, men will, 
as in all similar cases, differ till doomsday. I’hc fashion itself is explained as 
soon as we visualize the tw’O salient features of the message that combined 
to produce something that was not to be had from any other creed: on the 
one hand, its glowing humanitarian optimism; on the other hand, its glorifi¬ 
cation of ‘science’ (technology) and of industrialism. Wliere other humani¬ 
tarians were sour and doubtful about what sort of a future capitalist industry 

any argument that works with exploitation must bear misleading witness to some 
affinity with Marx. 7 'he work of F. Iluct {Le Regrie social du Christianisme, 1853), 
whose inoposal of division among the young generation of biens patrimoniaux, land 
especially, as they are released by death, suggests that Saint Simonist ideas found favor 
also in Catholic centers. The ‘Ricardian’ socialists will be briefly considered later. On 
Lngish Christian socialists, see C. E. Raven, Christian Socialism, 1848 54 (1920). and 
L. Brentano, Die christlichsoziale Bewegung in England (1883). Sec also, J. O. liertzlcr, 
History of Utopian Thought (1923). 

Claude Henri de Rouvroy, Comte dc Saint-Simon (1760-1825) was a Rouvroy and 
therefore of the—geiiealogically speaking—^best but also most degenerate blood of 
France; Oeuvres choisies (1859); biography by M. I.eroy (1925); many works on the 
Saint Simonist ‘system’ of thought and the Saint-Simonist sects, c.g. S. Charl^ty, Histoire 
du Saint-Simonisme, 1825-64 (1896). On an aspect of special importance for us, see 
E. S. Mason, ‘Saint-Simonism and the Rationalisation of Industry,’ Quarterly Journal 
of Econojnics (August 1931). The question which of his writings I should recommend 
to the reader embarrasses me greatly: it must be answered quite differently for men of 
different interests and tastes. As for myself, I know only those contained in the Oeuvres 
choisieff. In a general way, I believe that economists will profit from a perusal of 
Oii Systeme industricl (1821) more than from a perusal of his last and most famous 
work. Nouveau Christianisme (1S25), which falls somewhat out of line w'ith the rest 
and contains chiefly preachings of an utilitarian character—increase of the welfare of 
the most numerous and poorest class and .so on—that arc more Benthamite than Saint- 
Simoiiian. Perhaps I should also mention Hazard’s Exposition de la doctrine de St. Simon 
(1830), which is remarkable for clearne.ss. Nothing need be said, for our purposes, of 
his followers (Enfantiii and Hazard were the most important) beyond the general com¬ 
ment on them in the text. 
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would provide for humanity at large, Saint-Simon gave comfort. Wlicre othei 
enthusiasts of industrial progress were harsh and unsympathetic, he preached 
the golden age for all. It was this combination of features that made Saint- 
Sinionism so popular, for a time, with financiers of the promoter hpe such 
as the brothers Percirc of Cr^dit-Mobilier fame. But can the reader be so 
thoroughly imbued with intcllectualist misconceptions as to believe that, with¬ 
out Saint-Simon’s teaching, the Credit Mobilier would not have been founded 
and managed exactly as it actually was, and would not have crashed exactly 
as it actually did? 

There is something else, however. Saint-Simon’s vision was not imidcmentcd 
by analytic work but ne\erthelcss it is rclcNant for us in two respects. First, 
there is a conception of social change that ma>' be said to adumljrate an eco¬ 
nomic interpretation of histor>\ Saint-Simon felt tho breakdown of the ancien 
regime and the advent of a new epoch with a pungent sense of reality—to 
use William James’s phrase—that could not have come so naturally to anyone 
who was not a Rou\Toy. Simplifying this into a breakdown of the feudal world 
and the advent of the epoch of industrialism under pressure from economic 
{technological) developments, he grasped some essentials of the eternal flux 
of social organizations and, within it, of the struggle of economic classes, his 
idea being that he was to lead liumanih* out of this struggle by means of the 
wonderful achievements of 'science’—rant, partly, but rant interspersed with 
flashes of profound understanding.^** Second, there is a perception or a glimpse 
of the true nature of the capitalist process that acquires particular importance 
from the fact that neither Marx nor his bourgeois peers had it: Saint-Simon 
saw the pivotal importance of industrial leadership. He confused, it is true, 
the entrepreneur with the 'scientist’ who devises new technologies. And he 
used his vision in the construction of a new form of social organization and 
not, as Marx would ha\'e done in his place, in any attempt to explain social 
processes as they arc. Still, he did introduce a new factor that might liaxc revo¬ 
lutionized ‘classic’ economics and might have put an end to analytic—as dis- 
giiished from normatixe—equalitarianism. Iloxvcver, nothing resulted from his 
vision except that his socialism—if indeed hi.s 'system’ can be called socialist 
at all—was hierarchic and not equalitarian. And economists completely 
failed to exploit this mine. 

2® I do not think, however, that this impairs materially the ease for Marx’s originality 
as regards the economic interpretation of history. For I find it difEcult to conceive that 
anyone who had not had the idea himself could have been inspired to construct it 
from the suggestions proffered by Saint-Simon’s xxritings. At worst, Saint-Simon w'as in 
this respect a forerunner in the same sense as Buffon and Erasmus Darwin xx'crc fore¬ 
runners of Charles Darw'in. 

27 Tliis comes out verx' nicely in a letter addressed by F.nfantin and Hazard to the 
President of the Chambre des deputes in 1830, a reprint of which the reader will find 
in Professor Gray’s Socialist Tradition, p. 168. Let me add one more point: Saint- 
Simon, too, spoke of 'association’ but this has nothing to do with the associationisin 
discussed previously. 
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A(:c:(>RnrNG to plan, \vc shall siir\cy the general layout of this period’s analytic 
economics in Chapter 5, taking np headquarters in J. S. Mill’s Principles. The 
review of the more important men and groups in the present chapter is for 
the benefit of readers who are unfamiliar with any but the greatest figures. It 
will not contain more names than arc necessary for a general orientation. 
Others will be introduced as we proceed. 


1. I’liE Men Who Wrote above Their 'Fime 

We have emphasized the relative maturity that economics gained during 
the period under survey. Its relative iminaturity might be measured by the 
number of important performances, the powerful originality of which was rec¬ 
ognized later but which the profession completely, or almost completely, 
failed to rccogni/x* at the time. This happened in the cases of Cournot and 
of the various writers, especially Dnpuit, Gossen, and Lloyd, who discovered the 
marginal utility' prineiple. We shall transfer them to Part iv, merely observing 
for the moment the melancholy implications of this neglect: it shows a lack of 
alertness and of purely scientific interest among the economists of the period 
that goes far toward explaining why economics did not advance more quickly.^ 

^ We may adduce iiiitigatiiig circumstances, but substantially the indictment stands. 
Cournot was not unfavorably placed for getting a bearing. If he failed to get it, this 
was wholly due to the mathematics in the book. But precisely—what sort of a profes- 
.sion was this that laid aside a work because it was a little difficult of access? Dupiiit 
elicited at least some criticism. Gossen w'as unfavorably placed and, if he did nothing 
to circulate his book among professors, the latter’s sin may have been venial. But 

463 
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In addition, there were other performances that fared a little better but also 
proved to be above their time in the sense that tlicy failed to receive the at¬ 
tention and exert the iiifluenec which, enlightened l)y hindsight, we should 
deem appropriate. Of these, the most noteworthy are the writings that devcb 
oped the marginal productivity principle. Since some leaders of the day occa¬ 
sionally did move within its orbit,^ we shall at once mabc our bow to two 
early exponents of that principle who arc particularly important, Longfield 
and Ihiuicn. And 1 shall append a notice of still another man who wrote 
above his time, John Rac. 

Mountifort Longfield (1802-84) was a lawyer by training and the first 
incumbent of the chair of political economy—a foundation of Archbishop 
Whatcly’s—at t rinity College, Dublin. lie also wrote on the Poor Law 
and other subjects, but the only publication of his we need notice is 
Lectures on Political Economy (delivered piihl. 18:54, I.ondon 

School Reprint ig^i). Anyone who cares to glance at this book will 
readih understand wh\', in spite of its merits of exposition and matter, he 
failed to make a mark, so that he had to be unearthed, along with 
others, by Professor Scliginan in the justly famous article ‘On Some 
Neglected British Kconoinists/ Economic Journal, i()o:;,‘' for which all 
students of the history of economics have every reason to feel lasting 
gratitude. But this neglect is readily understandable onl\ if we realize 
what it is that will impress professional opinion and what it is histo¬ 
rians of economics usually look for, namely, on the one hand, a man's 
views on the practical issues of his day and, on the other hand, the way- 
in which he handles the theoretical tools that arc common cuiTency in 
his day. New' ideas, unless carefully elaborated, painstakingly defended, 
and ‘puslicd' simply will not tell. LongfiekPs case illustrates so well the 
important question Svhat takes effect and how and why/ because Long- 
field did not fail to keep contact with Ricardian teaching—he gave Ri- 
cardians every opportunity to be led to a more perfect anab sis gently and 
without any violent break—and because he did find successors: he really 
founded a local ‘school’ (on this, see R. D. Black, ‘'I’rinity College, Dub¬ 
lin, and the Theory of Value, 18:52-186^/ Econornica, 194s). His suc¬ 
cessor in the Whatcly chair, Isaac Butt (Rent, Profits, and iMhoiir, 1838), 

W. F. Lloyd was ‘Student of Christ Church and Professor of Political luonoiiiy’ at 
Oxford. His arguinciit on marginal utility was quite straightforward and there was 
notliing deterrent about it. Several writers bru.shed against it, e.g. Senior. It must have 
become known to a number of pc(j])le. 'I he <mly construction that it is possible to put 
upon the fact that Lloyd’s argument c.xcrted no influence is that the ecorioiiiists who 
read it were blind to the analytic possibilities cnsliriiied in it. 

2 I,ater on, it will become clear to the reader that it would have been quite impos 
sible for them not to do so. Also, it wdll be explained later why I do not think that 
they, Ricardo especially, should be credited with more than is implied by the phrase 
in the text. 

* Reprinted in E. R. A. Seligmaii, Essays in Economics (1925), ch. 3. 
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was his professed disciple and—correctly as I believe, if we consider pure 
theory only—put him on the same level as A. Smith. 

Longfield’s merits may be suiniiicd up by saying that he overhauled 
the whole of economic theory and produced a system that would have 
stood up well in 1890. Among other things, his argument against the 
labor theory of \'aliic is one of the best ever penned. However, we must 
confine ourselves to his two original contributions. lie was one of those 
who anticipated the essentials of Bohm-Bawerk’s theory (by making the 
'roundabout* process of production the pivot of his analysis of capital). 
And he ]Hcsentcd a reasonably coinjjlctc and reasonably correct theory 
of distribution based upon the marginal productivity principle, not only 
the marginal cost principle. That is to say, he explained both ‘profits' 
(return upon physical capital) and wages in terms of the contributions 
to total product that result from the addition to the producti\c set-up of 
the last clement of capital (tools) or labor. Thus at least it seems fair to 
interpret him, though in details his argument is open to many criticisms 
(among other things he failed, as did many writers even after 1900, to 
distinguish clearly between the last laborer added and the least efficient 
laborci). 'I'he argument is still worth reading because it shows nicely the 
operations by \\hich economists’ minds paved their way toward the use 
of the general marginal principle. But wc cannot stay to work this out. 

Johann Heinrich von "I'liihicn (17S5 1850), the man whom A. Mar¬ 
shall professed to ha\c ‘loved abo\c all my otlicr masters' {Memorials of 
Alfred Marshall, 1925, p. 360), meant, of course, much less to his age 
than did Ricardo. But this is due to the latter's brilliant advocacy of 
policies. If we judge both men exclusively by the amount of ability of 
the purely theoretical kind that went into their work, then, I think, 
Ihuiien should be placed al)ove Ricardo or indeed above any economist 
of the period, with the possible exception of Cournot. He was a North 
German Junker and followed the typical profession of the North Ger¬ 
man Junkerium (the correct translation is ‘gentry’): for most of his life 
(after having completed his education at an agricultural college supple¬ 
mented by two semesters at the University of Gottingen), he farmed the 
indifferent soil of his medium-sized estate, just about managing to make 
both ends meet and, sacrificing cxcrything else, to keep up his intellectual 
interests in w’intertime. 'I'his practical farmer was a born thinker, how- 
e\er, and quite unable to supervise the teams that ploughed his land 
without working out the pure theory of the process. His thoughts roamed 
tow'ard wide generalizations from an early age but, first of all, he was 
an agriculturist, schooled in the ideas of Thaer, and an agricultural 
economist. As such he did enjoy recognition in his own country. Later 
on, he was also recognized more generally but in a peculiar way. Roscher, 
for example, considered lliiincn's work to be one of the most important 
that had been written in Germany in the field of exact economics. Yet 
he entirely failed to grasp its true meaning. Reviewers were compli- 
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mentaty. Yet none of them understood the work except the part of it 
that is listed below under (in). For the rest Thiincn, unlike Cournot, 
never came into his own. For though he continued to be quoted, the 
marginal productivity theory of distribution was independently rediscov¬ 
ered later, and his message \^'as fully understood only at a time when all 
that would strike the reader was its shortcomings. 71 ic first volume of 
his Der isoUerte Staat in Beziehung aiif Landwirthschaft und National- 
okonomie was published in 1S26 (2nd cd., 1842); the first part of the 
second volume, in iSi;o. 71 ie rest of the second volume and a third were 
published, from unfinished but well-advanced manuscripts, by H. Schu¬ 
macher in 186^. There is a new edition with an introduction by Hein¬ 
rich ^^"aentig in Sammlung sozialwissenschaftlicher Meister (vol. xiii, 
iQio). The third volume contains ‘Principles for the Determination of 
the Rent of Land, the Optimal Period of Rotation, and the Value of 
Timber of Different Ages for Firs’ f'l'his is a literal translation by J. A. S.]. 
The standard biography is also by Schumacher (186S), but the reader 
finds the rcle\ant data in Professor F. Schneider's article ‘Johann Hein¬ 
rich von Thiincn' in Econometrica, January 1934. 

Thiinen’s contributions may be summed up as follows, (i) He was the 
first to use the calculus as a form of economic reasoning. (11) He derived 
his generalizations, or some of them, from numerical data, spending ten 
laborious years (1810-20) in carrying out in detail a comprehensive scheme 
of accounting for his farm in order to let the facts themselves suggest 
the answers to his (luestions. Tliis unique piece of work, undertaken in 
the spirit of the theorist, makes him one of the patron saints of econo¬ 
metrics. Nobod\, before or after, ever understood so profoundly the true 
relation between ‘theory’ and ‘facts.' (111) Nevertheless, this man who 
was so fact-minded knew at the same time how to frame ingenious and 
fertile hypothetical schemata. His peak achic\ement in this art is his con¬ 
ception of an isolated domain of circular form and uniform fertility, free 
from all obstacles to or special facilities for transport, with a ‘town' (the 
only source of demand for agricultural products) in the center. Given 
techniques, cost of transportation, and relative prices of products and 
factors, he deduced from this the optimal locations (which under those 
assumptions would be ring-shaped zones) for the various kinds of agrarian 
activities—dairying, forestry, and hunting included. A theory of rent, in 
some points superior to that of Ricardo, results as a by-product. 'Ibough 
many people objected to such bold abstraction, this was the part of his 
work that was understood and recognized in his time. For us, it is im¬ 
portant to realize its brilliant originality. Ricardo or Marx (or whoever 
it is among the theorists of that period w'ho holds the place of honor in 
the reader's scale) worked on problems that presented themselves from 
outside by means of analytic tools that had been forged before. Tliuncn 
alone worked from the unformed clay of facts and visions. He did not re¬ 
build. He built—^and the economic literature of his and earlier times 
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might just as well not have existed at all so far as his work is coneerned, 
(iv) In quite the same spirit, he was the second (the first was Cournot, 
by date of publication at least) to visualize the general interdependence 
of all economic quantities and the necessity of representing this cosmos 
by a system of equations, (v) lie introduced explicitly the tool of anal¬ 
ysis, actually used of course by Ricardo, that may be termed the ‘steady 
state' of the economic process—Marshall's long-run normal—that was 
akin to statics rather than to the stationary slate of ‘classical' theory, 
(vi) As fully as Longficld, and somewhat more correctly, he developed a 
marginal productivity theory of distribution, at least for the relation be¬ 
tween capital and labor, interest and wages. But the fundamental idea 
itself (which he correctly puts, in words, in terms of partial differential 
coefficients, Wacntig edition, p. 584) is almost a secondary element in 
the wealth of problems he grouped around it. No idea of these can be 
conveyed. Instead we must touch on another point, not because it is 
worth our while in itself, but because it has attracted attention beyond 
its deserts: Thiinen’s famous formula for the ‘natural wage.' lie iniist 
have thought a lot of it, because he had it engraved upon his tomb¬ 
stone. 

h’or simplicih', consider a one-year productive process, the only ex¬ 
pense of production being wages. Call the dollar \alue of the national 
net product />, the total pay roll so that total profits (which Thiinen, 
like others, identified with interest) are p -- w, and the rate of profits 

(interest) is Suppose that the wage receivers S])cnd a fixed amount, 

a, per year, investing the rest, w — a, at the current rate of interest, ^ . 

On this investment, they will evidently earn -- — (ir - a) - p — w 


a. If this expression is to be a maximum, we must have * {p and 


a being treated as constants). 


d(p-w~^;^ + a ) 

dw ~~ ^ ^ 

from which follows Thiinen’s formula, = ap, or w = Vdp. This wage 
W'ould maximize workers' income from investment. The idea is not with¬ 
out interesting suggestions and might be used among other things in cer¬ 
tain schemes of profit sharing. But, of course, this \vagc is not ‘natural' 
in the sense that the free-market mechanism tends to produce it. The 
formula does not embody Thinicn's theory of w'ages. Nor is it an essen¬ 
tial part of it. The wildly unrealistic assumptions should not, however, 

^ In order to have a niaxiniiiin and not a miniiniini, it is further necessary that the 
second derivative be negative. But this is all right, since it equals P* 

w being essentially positive. 




468 ni: FROM 1790 TO 1870 

prompt us to declare the argument wrong. Under its assumptions it is 
quite right. 

John Rac (1796-1872; not to be confused with the other John Rae 
mentioned in this book, the biographer of A. Smith), a Scotsman whose 
intellectual refinement—he had emerged from the Universities of Aber¬ 
deen and Edinburgh as a good classical scholar and mathematician and 
as a biologist and physician who \vns at least half trained—and nervous 
sensibility iiiaclc him a failure at everything he touched. From 1S21 on, 
he roamed about in Canada, the United States, and other countries, the 
Hawaiian Islands included, where he had to rongli it (two spells of 
schoolrnastcrship being by far the most congenial of all the einployincnts 
he tried) until, shortly before his death, he drifted with broken masts 
into the haven of a friendly house in Clifton, Staten Island. Yet, all the 
time, he also struggled with what under the circumstances was the 
greatest misfortune of all, an unmanageable wealth of ideas on the sub¬ 
jects of biology, philology, ethnology, aeronautics, and what-not—all, or 
most of them, parts of a grandiose plan, concci\cd in his youth, of a 
‘philosophical history' of humanity. Up to this point the reader will feel 
that he is recognizing a well-known type. He is wrong, h’or one achieve¬ 
ment, complete and workmanlike, yet of striking power, refutes the idea 
the reader may have conceived. This acliic\cmcnt happened to be in our 
field. In vision and originality, Rae far surpassed the economists who were 
successful. 

The Statement of Some New Principles on the Subject of Political 
Economy Exposing the Fallacies of the System of Free Trade and of 
Some other Doctrines Maintained in the ^Wealth of Nations' was ptib- 
lishcd in Boston in 18:54. In this note we shall try onl\' to appreciate the 
nature and importance of the performance and record its fate. 

Rac had not more than a saving knowledge of economics. It is c\idcnt 
that he owed such training as he had mainly to the work he attacked. 
But this he had mastered in all its ramifications, premisses, and implica¬ 
tions as only a kindred spirit can, and after having dcNcloped his own 
ideas in constant reference to it, he proceeded to erect a structure simi¬ 
larly concei\ed. For it is this that we must see in his work: another 
Wealth of Nations or,’ more correctly, something that with ten addi¬ 
tional years of quiet work, graced by an adequate income, could have 
grown into another—and more profound— Wealth of Nations. It follows 
that it would be quite inappropriate to dwell on the many minor good 
things the work contains—a few will be mentioned in the j^roper places. 
Tlie essential thing is the conception of the economic process, which 
soars above the pedestrian view^ that it is the accumulation of capital per 
se that propels the capitalist engine. The concciitual a])paratus devel¬ 
oped in the First Book is glorified by the new vision but not otherwise 
remarkable and need not detain us any more than needs the Third Book, 
which deals with 'the operations' of that imaginary entity, the 'legislator.' 
Naturally, Rac's dissent from Smith’s anti-etatiste views will primarily 



REVIEW OF THE TROOPS 


interest the student of eeonoinie thought. The Second Book, however, has 
attracted most of the attention that later economists devoted to the work. 

It may be called a theory of capital, conceived in unprecedented depth 
and breadth. To say that it presents the whole of Bblim-Bawork’s theory 
is to display inability to understand BohnvBawerk. But two cornerstones 
of the laticr’s structure—one of them also a cornerstone of Senior’s—are 
in fact there: ihc proposition that ‘lengthening’ the process of production 
(postponement) will usually increase the physical amount of final prod¬ 
uct (ch. v), and the proposition that ‘the actual presence of the im¬ 
mediate object of desire’ will give to it, in our valuation, a decisive ad¬ 
vantage over an exactly similar object that is expected to become avail¬ 
able at some future date, even if this expectation be perfectl>' certain. 

As a rule, a work presenting novel ideas will not elicit response if it 
lacks the sup])ort which comes from being written by a well known au¬ 
thor. \Vc ought, therefore, to be surprised at the response it met with 
rather than at the fact that it did not meet with more. J. S. Mill 
noticed it, and—perhajjs in consequence of this—there was an Italian 
translation in 1856. How, then, can it have been necessary to ‘discover’ 
Rac, as Piofessor Mixter rightly claimed it was? (Cf. C. W. Mixter, ‘A 
Forerunner of Bbhni-Bawerk,’ Quarterly Journal of Economics^ January 
1S97 and ‘Bbhin Bawerk on Rae,’ ibid. May 1902, and the same author’s 
(rearranged) edition of Rac’s work under the title Sociological Theory 
of Capital, 1905, prefaced by the biogiaph\ from which the data above 
about Rae’s life have been taken.) 'Mie answer might serve as a motto for 
a cha])ter of the sociology of science. J. S. Mill was invariably fair and 
e\cn generous. Sensing the quality of the work, he was glad to mention 
it in a friendly sjurit, not only to accept from it a phrase that happened 
to fit into his line of thought (‘effective desire of aecumulation’) but also 
to quote it copiously (Book i, ch. 11). He even went so far as to compare 
Rae’s performance on accumulation with Malthus’ performance on popu¬ 
lation. And all this, written in what was to be for forty' y'cars the most 
influential textbook of economics, was insufEcient to introduce Rae to 
the juofession or to rouse any curiosity concerning the rest of his book! 
Or, alternatively, if this impression is wrong and any considerable number 
of Mill’s readers did take it up, there was not one among them to realize 
its true importance. However, it may be of some significance to note that 
Senior knew the book (sec ‘John Rae and John Stuart Mill: a corre¬ 
spondence,’ Kconomica, August 1943, p. 255). 

2. The Ricardians 

Of all the groups that formed and dissohed during the period under survey, 
the Ricardian circle alone de.servcs separate treatment. The brilliance of its 
central figure, the international prestige it enjoyed hn a time, its prominence 
in public debate, its aehic\'cments and failures—all this and more can be ad¬ 
duced in justification of the attempt to make readers visualize it as clearly as 
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possible. Moreover, the group w'as a genuine school in our sense: there was one 
master, one doctrine, personal coherence; there was a core; there were zones 
of influence; there were fringe ends. Let us first look at the core. It really 
consisted only of Ricardo himself, James Mill, and McCulloch. But we add 
West and De Quinccy. For reasons to be explained later, we do not add 
J. S. Mill. A fortiori, wc do not add Fawcett or Cairnes. 

David Ricardo (1772-1823) entered upon a business career at the age 
of fourteen (he was first a broker, then a jobber and operator on the 
stock exchange, always a man of the money market) and made a consider¬ 
able fortune. This is relevant for us because it means (1) that, though 
he came from a cultured home, he was all but uneducated in the scho¬ 
lastic sense; (2) that, since such a career is absorbing, only the dregs of 
his intellect and energy were available for analytic work until 1814 when 
he retired at forty-two. Nevertheless, he had done the bulk of his analytic 
work by then, as far as the workshop of his mind (not publication) is 
concerned. This is a striking proof of his splendid powers, but also the 
reason why his w'ork, lacking as it did the benefit of full concentration 
during the third decade of life, \^hich is of decisive importance in a think¬ 
er’s career, ne^•cr penetrated down to the deepest depths, besides remain¬ 
ing badly finished in a formal and technical sense: we base before us the 
record of a wrestler who fought his matches with his right hand tied be¬ 
hind his back. After this, the reader will not suspect me of inadequate 
admiration for the man when he reads some of my comments upon the 
work. I shall go further. There is point in defending a figure of which 
wc are justly proud against certain aspersions that are completely un¬ 
founded. Some writers have not been ashamed to suggest that his pe¬ 
cuniary interest—as a ‘bear’—dcteimincd the part he took in the contro¬ 
versies of his time on currency policy. I reply that Ricardo was able 
enough to make money on rising as well as on falling markets; and I 
repeat, in addition, that such writers do not seem to rcali/.c what it is 
thc\' are really .saying when resorting to such ‘explanations,’ since the 
only .schemes of moti\ation that are ojicn to their direct ob.servation arc 
their own. W’ith less indecency, others have interpreted Ricardo as a rep- 
re.sentativc of the ‘monc>ed interest’ and as in.spired by a ‘hatred’ of the 
landowning class. This, besides being irrelevant for the .scientific contents 
of his \\Titings, is of course sheer nonsense and only proxes, if anything, 
the inabilit}’ of the.se interpreters to understand a piece of analytic work. 

If I cared to waste space, I could prove this inability in each individual 
case.^ 

1 There is more excuse for the indictment that Ricardo was indifferent to the interests 
of labor. For though nothing can be farther from the truth, in his almost unbelievable 
carcle.ssnc.s.s of formulation he u.scd, on two or three occasions, turns of phrase that 
.seem to supijort this indictment. Ricardo was constantly complaining of being mis 
understood (in this respcc*f in a letter to J. B. Say) and not without ju.stice. In part, 
however, he had only himself to blame. But, in this so-called indifference, there was 
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Some day, perhaps, we may sec completion of Professor Sraffa's com¬ 
prehensive edition of Ricardo’s works, which we have been eagerly await¬ 
ing these twenty years [the first five vols. had appeared by April 1952. 
Ed.]. Meanwhile, there is McCulloch's edition of the Collected Works 
(1st ed., 1846) prefaced by a memoir of Ricardo. At the moment, since we 
reserve publications on money for the last chapter of this Part, we are 
concerned only with Ricardo's Essay on the Influence of a Low Price of 
Corn on the Profits of Stock (1815) and his Principles of Political Econ¬ 
omy and Taxation (1817; 3rd ed., the one to use, 1821; the reader will 
presumably resort to E. C. K. Gonner's edition, 1882, last printing, 
1929). Any thorough study should be supplemented by perusal of his 
letters to Say, Mai thus. Hutches 'I'rowcr, and McCulloch (for editions, sec 
article on Ricardo by J. II. Hollander in the Encyclopaedia of the Social 
Sciences, which gives a brief but correct sketch and appraisal of Ricardo's 
work) and by his Notes on Malthus' Principles (ed. J. II. Hollander and 
I’. E. Gregory, 1928; sec review by E. S. Mason, ‘Ricardo’s Notes on 
Malthus,’ Quarterly Journal of Economics, August 1928). Of all general 
interpretations, the most important are: K. Marx in Theorien iiber den 
Mehrwert; J. H. Hollander, David Ricardo (1910); and K. Diehl, Sozial- 
wissenschaftliche Erlduterungen zu David Ricardos Gnindgesetzen (2nd 
ed., 190;). Still more instructive for our purposes are E. Cannan's com¬ 
ments in his Theories of Production and Distribution (3rd ed., 1917). 
The literature on Ricardo is iiniiicnse, especially if we count in, as we 
should, all the references to him in theoretical works such as Bdhm- 
Bawerk’s or Taussig's. 1 wish, however, to single out two relatively re¬ 
cent studies by excellent theorists that illustrate the extent of the range 
within which critics of the highest competence may differ as regards the 
nature and value of Ricardo's performance: Professor F. II. Knight's ar¬ 
ticle on the ‘Ricardian Tlieor>' of Production and Distribution' in the 
Canadian Journal of Economics and Political Science, vol. i (February 
1933), and Dr. V. Edelbcrg’s article, ‘The Ricardian 'I’heory of Profits' in 
Economica, vol. xiii (1933). 

I’hc discussion above goes some way toward explaining the character 
of Ricardo's work. In utmost brevity, I shall add the following com¬ 
ments, if only to give the reader some points to reflect upon. Ricardo is 
usually described as a utilitarian, but he was not one. I bis is not because 
of his having had another philosophy but because that busy and positive 
mind had no philosophy at all. He was on good terms, mainly through 
James Mill, with the philosophical radicals. Presumably, he often ex¬ 
pressed assent to utilitarian tenets. Historians arc apt to exaggerate the 
importance of such things. But they do not mean much. Similarly, he 
had not an inadequate sociology, but none at all: there were certain 
economic problems that fascinated his powerful intellect but the socio- 

also an element of virtue: he was above the unctuous phrases that cost so little and 

yield such ample returns. 
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logical framework he took for granted—no matter of reproach this, but 
simply a matter of division of labor. Given its nature, his theory would 
not have been improved by being caparisoned sociologically; the critic 
who misses institutional disquisitions has simply called at the wrong ad¬ 
dress. But of course this applies only to his theory as theory, it docs not 
apply to his recommendations. In these we do miss insight into the mo¬ 
tive po\^'crs of the social process and, in addition, historical sense.-' 

Two other points, however, bear directly upon Ricardo’s theory as 
theory. First, Marx’s contrary view notwithstanding, Ricardo’s was not 
the mind that, like 1 'lumen’s, works from the clay. His method of work 
was essentially to take hold of the problems that the da\- presented to 
him, and to attack them by means of tools that he derived by criticism. 
The one is obvious at first sight from all his writings except the Principles 
(where it is only less obvious), llie other is obvious from the Principles. 
F.ven if we did not know that Ricardo’s thought was inspired by the 
Wealth of Nations, which he took up in 1799 w hen boring himself at a 
health resort, we could not help .seeing that the argument of the Prin¬ 
ciples starts with a criticism of A. Smith, which really runs through the 
whole book. With a high degree of confidence, we ma\’ reconstruct the 
development of his thought so far as it was not determined by his in¬ 
terest—analytic and practical—in current events: he studied the Wealth; 
he was shocked at what seemed to him to be a logical inuddle; he set 
about straightening out this muddle; and the Principles was the ultimate 
result of this work of creative criticism. Let us make a note of this: 
Ricardo’s theoretical structure represents a particular way of recoining tlie 
Wealth; Malthus’ theoretical structure represents another wa\' of doing 
this. As a corollary, I venture to state that Ricardo owed verv little to 
any other writer, though his later study of Say and Malthus and his dis¬ 
cussions with both and with James Mill no doubt served to clarify his 
ideas—of this more in a moment. Second, Ricardo’s was not the mind 
that is primarily interested in either fundamentals or wide generaliza¬ 
tions. The comprehensive vision of the universal interdependence of all 
the elements of the economic sjstcin that haunted riiiinen probably 
never cost Ricardo as much as an hour’s sleep. His interest was in the 
clear-cut result of direct, practical significance. In order to get this he 
cut that general system to pieces, bundled up as large parts of it as pos¬ 
sible, and put them in cold storage—so that as many things as possible 
should be frozen and ‘given.’ He then piled one simplifying assumption 
upon another until, liaving really settled everything by these assump¬ 
tions, he w'as left with only a few aggregative variables between which, 
given these assumptions, he set up simple one-way relations so that, in 

2 I do not think that Ricardo ever did much historical reading. But this is not what 
I mean. The trouble with him is akin to the trouble I have, in this respect, with my 
American students, who have plenty of historical material pushed down their throats. 
But it is to no purpose. They lack the historical sense that no amount of factual study 
can give. This is why it is so much easier to make theorists of them than economists. 
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the end, the desired results emerged almost as tautologies. For example, 
a famous Ricardian theor>; is that profits ^depend upon' the price of 
wheat. And under his implicit assumptions and in the particular sense 
in which the terms of the proposition arc to be understood, this is not 
only true, but undeniably, in fact trivially, so. Profits could not possibly 
depend upon anything else, since everything else is 'given,' that is, 
frozen. Jt is an excellent theory that can never be refuted and lacks 
nothing save sense.^ The habit of applying results of this character to the 
solution of practical problems we sliall call the Ricardian Vice. 

Presentl)’, wc shall try to size up the success of the school. Now wc want 
to define the personal success of Ricardo and to see how he succeeded in form¬ 
ing that school. 'I'hc first step is easy: no doubt it is possible that, with the 
public as well as with his fellow economists, his reputation was made by his 
writings on the great economic issues of his time—in the first instance, by his 
writings on monetary polic>', in the second instance, by his writings on free 
trade. In all the ciucstions he touched, he was on the side that would have won 
out an\h()W, but to the victory of which he contributed usable argument, earn¬ 
ing conesponding ajiplause. 1 hough others did the same, his advocacy w'as 
more l)iilliant, more ariesting, than was theirs: there is no superfluous sen¬ 
tence in his pages; no ciualification, however necessary, weakens his argument; 
and there is just enough genuine analysis about it to convince practically and, 
at the same time, to satisfy high intellectual standards but not enough to deter. 
Ilis polemical talent, which combined to an altogether unusual degree readi¬ 
ness, force, and genuine politeness, did the rest. People took to his theory be¬ 
cause thc>' agreed with his recommendations, lie became the center of a circle 
that looked to him for guidance and in turn defended his opinions. It is 
neither his ad\()cac>- of winning policies per sc, nor his theory per sc, that, 
to tliis day, makes of him, in the eyes of some, the first economist of all times, 
but a felicitous combination of both.‘ 

But what about his contribution to scientific economics? By far the most 
important one was, I think, the priceless gift of leadership. He refreshed and 
irritated, in either case, he shook up. Tlic fruits of his reasoning intrigued all 
the people who did not sec the mechanics I have tried to characterize above. 
His teaching, in its middle and higher layers, established itself as the new 
thing, compared with which c\crything else was inferior, obsolete, stale. Very 

•** Speaking of Lord Kc>'iics’s theory, Profc.s.sor Lcontief has called this procedure 
Implicit Reasoning. Ihe similarity between the aims and methods of those two eminent 
men, Keynes and Ricardo, is indeed striking, though it will not impress those who look 
primarily for the advice a writer tenders. Of course, there is a world between Keynes 
and Ricardo in this res]5ect, and Keynes’s views on economic policy bear much more 
resemblance to Malthus'. Rnt I am speaking of Ricardo’s and Keynes's methods of 
securing the clear cut result. On this point they were brothers in the spirit. 

* "Hie reader is invited to ribservc this additional affinity between him and Lord 
Keynes. Every word in the paragraph above might be written with leference to the 
latter. 



474 FROM 1790 TO 1870 

quickly his circle developed the attitude—^so amusing but also, alas!, so melan¬ 
choly to behold—of children who have been presented with a new toy. Tlicy 
thought the w^orld of it. To them it was of incalculable value that only he 
could fail to appreciate who was too stupid to rise to Ricardian heights. And all 
this meant contro\ersy, impulse, new zest, new life, and these constitute valu¬ 
able contributions in themselves."* But tliere was something else. Economic 
theory is not a stock of political recipes but, to use Mrs. Joan Robinson's felici¬ 
tous phrase, a box of analytic tools. And these tools are not a heap of discon¬ 
nected elements but form an engine. 'Ihis engine grinds out results, within 
wide limits, no matter what the concrete problem is that is fed into it. It 
works the same formally, whether the problem is the effect of a tax or of 
a wage policy, or of a piece of regulation, or of protection and what not. lienee 
the engine, within those limits, may be constructed once for all to stand ready 
for use whenever needed for an indefinite \arieh' of purposes, lliis has always 
been felt instinetiNcly. Cantillon and the physiocrats brought the idea out into 
the open. But nobody before Ricardo grasped it as vigorousK- as he did. In the 
first two chapters of the Prindplcft, he undertook to build such a general- 
purpose engine. This spelled decisive advance. But, of course, if a defective 
engine meets with success, that advance ma\ casiK prove to be a detour. And 
let me state at once: a detour Ricardian analysis was. 

Construction of such an engine of analysis entailed the consequence that the 
individual elements that make up general economics were welded together 
into a systematic unit as the>- never had been before, llowexer imsysteniatic 
Ricardo's Principles is in form, it is a systematic performance of the first order 
in substance. Among those elements themselves there is none for which pri¬ 
ority of publication could be ascribed to Ricardo with certainty. Above I have 
expressed myself to the effect that Ricardo, though he owed much to A. Smith, 
owed very little to other authors.^** 1 believe, in fact, that his subjective origi- 
nalitv' W'as of a high order. Moreo\er he was frank and generous in acknowl¬ 
edgments: though 1 ha\e criticized A. Smith and shall criticize A. Marshall for 
inadequate aeknowledgmcnt, I do not think that any such criticism .should be 
made w^ith reference to Ricardo.' But objectively, all the ideas of the Principles 

® See preceding footnote. 

® Barton may be an exception fsee below, cli. 6, sec. 6h). Ricardo’s preface mentions 
'i’urgot, Steuart, Smith, Say, Sismondi ‘and others’ (besides Malthus and W’est’s es.say, 
see ne.xt footnote). } 3 ut only Smith’s influence is of first importance. Say influenced 
Ricardian teaching only in one jjoint (Law' of Markets). I find no trace of any influence 
of Turgot, Steuart, or Sismondi. 

^ Claims were raised against him, however, especially in three instances. West com¬ 
plained with some bitterness that Ricardo failed to recognize his priority as regards the 
theory of tlie falling rate of profits. Ricardo said in the original preface to the Principles 
that ‘in 1815, Mr. Malthus . . . and a rdlow of University College, Oxford [West] 
presented to the w'orld . . . the true doctrine of rent. . .’ It is true that he failed to 
make a similar acknow'ledgment about ])rofits. Hut it may be replied that this matter 
is covered by the acknowledgment of We.st’s priority as to the theory of rent. "Forrens 
was inclined, though mildly, to vindicate a title to priority as regards the theorem of 
comparative costs. He may have been right. Hut even if he was, there is a difference 
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are individually met with before, and we ctinnot attribute more than effective 
synthesis to Ricardo, unless (i) we decide to say that, after having gone out 
with A. Smith to hunt bca\'cr and deer, Ricardo did twist Smith's sugges¬ 
tion into a ]a1)or theory of value that was his own, and (2) wc decide to dis¬ 
allow Torrens' claim, mentioned in footnote 7. 

A Reader s Guide is easy to give but, owing to Rieardo's lack of system (in the formal 
sense), much less easy to follow. The analytic engine is displayed in the fir.st two 
chapters of the Principles. Every line is important, and sections 4 and 5 of the first 
chapter are as difficult to absorb as is anything the reader may run up against in 
economic literature. Chapter 31, ‘On Machiner>'* added in the third edition, to which 
alone this guide refers, complements those fundameiitals in one important point. All 
the rest is really only development (chs. 3 6), application (chs. 8-iS and 29, all on 
taxation), defense and criticism (chs. 20, 21, 24, 26, 30, 32), but, vmfortunately, con¬ 
tains so many obiter dicta on fundamentals as to make it ver>' hazardous to .skip. For 
example, Chapter 27, ‘On Currency and Ihinks,’ which together with Chapter 28 
deals with matters that the student of Ricardo’s general theory might feel inclined 
to neglect, contains jwssages that shed much-needed light on Ricardo's handling of 
the theorem that marginal cost eciiials price, and on the sense in which he was in 
full possession of it. I'oreign trade is dealt with in the famous Chapter 7, which is 
also really a supplement to the fundamental ones (and is itself supplemented by chs. 
22, 23, and 25). Chapter 19 (and, in a .sense, also 21) pledged Ricardo's allegiance to 
Say’s law. 

So brilliant a light will attract moths—there arc a certain number of ob¬ 
scure Ricardian writers. Moreover many people, iioncconoinists included, will 
profess thcmseh'cs votaries of the light c\cn though they have but a dim 
perception of it—just as today there arc many Kc>ncsians and Marxians who 
have never read a line of Ke\ ncs or Marx. In addition, some of the independ¬ 
ents, even a few dissenters such as Torrens, will still profess decent respect 
for the eminent fellow economist from whom they dissent, and be quite ready 
to use phrases and propositions of his whcrc\er they feel they can. Finally, 
economists of later generations—conspicuous instances were J. S. Mill and 
A. Marshall—may pay homage to a great name of the past in such a w^ay 
as to hide from them.selvcs and others the full extent of the gulf that sep¬ 
arates them from him. All this is apt to mislead the letrospcctive glance and 
to make the influence of Ricardo and his school look greater than it actually 
was. In the interest of a true picture of the history of economic analysis, it is 
necessary to reduce this influence to its proper proportions.® 

between an author's behavior in such matters in a hasty sketch such as the Principles — 
no contradiction to the statement about the sj^stematic nature of Ricardo's performance! 
—and an author's behavior in such matters in fully matured works that had been 
elaborated with infinite care such as A. Smith's Wealth and A. Marshall’s Principles. 
The third claimant was J. Rooke, Claim to the Original Publication of certain new 
Principles . . . (1825), unearthed by Professor Scligman. So far as 1 can see, he has 
no case at all. 

* It cannot be repeated too often that for any purpo.se other than that of a history 
of analysis there would be no need for any such ojieration, and that the influence we 
mean to appraise is influence upon scientific economics only. 
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We have already seen that the core of the school consisted of only four men 
besides Ricardo himself. By this I mean that James Mill, McCulloch, and De 
Quinccy were the only unconditional adherents and militant supporters of 
Ricardo's teaching who gained sufficient reputation for their names to siir- 
vi\ e. West ®—partly because he went to India—stood apart. ITc was. and felt 
himself to be, no member of any school but the peer of Ricardo and the 
independent discoNcrer of the essentials of Ricardian doctrine. His evident re¬ 
sentment against Ricardo was probably unjustified. But his regret at being 
ousted from what he concci\cd to be his place, by the latter’s superior force 
and brilliance, was not. For the Essay contains in fact not onh’ a formulation 
of the ^Ricardian' theory of rent but also the application of the law of dimin¬ 
ishing returns to a theory of profit, hence the pi\ot of the Ricardian system. 
Therefore, though we have no choice but to include him in the ‘Ricardian’ 
school, we shall temper this injustice by speaking occasionally of W'est- 
Rieardian doctrines. 

James Mill must certainly be recognized as a man of light and leading, irre¬ 
spective of what we may think of the value of the light he shed and of the 
leads he gave.^° McCulloch “ has been so roughly handled by Mar.x and others, 

® Sir Edward West (1782-1828), one of the foremost scientific economists of the age, 
has never received his due. Mis Essay on the Application of Capital to Land . . . (iSi 5. 
reprinted in l^rofessor Hollander's series of economic tracts, 1003) is iimcli more than 
a mere statement of the law of diminishing returns, which is how it is usually described 
in the history of economics. His second bo(»k. Price of Corn and Xi’a^es of \.abouT . . . 
(1826), is marked by the same independence of thought. 

We have met James Mill (1773-18^6) twice already, both times in strategic po.si“ 
tions: as the author of the Analysis of the Phenomena of the Unman Mind (1829) and 
as the exponent of the official Henthamite doctrine on government. Wc have to add his 
monuinciital, and indeed path breaking, JJistory of liritish India fiSi7). which post- 
huinoii.sly grew into ten volumes and was the cornerstone of liis rejnitation with the 
general public, and his two economics books fa third, the earliest one, I do not know), 
viz. Commerce Defended (180S) and Elements of Political Economy I1S21; 3id ed.. 
the one to be u.sed, 1826). ‘I'lie author in the preface described the latter as a ‘school¬ 
book’ and as devoid of originality (not quite true, though the original points were not 
all improvements. As has been recognized, c.g. by Marx, the book represents an effort 
that was by no means contemjitiblc). The .standard biography by A. Bain (1882) fails 
to do justice to the economics of James Mill and also to .solve the enigma of tlie man 
—that intellectual machine tliat did not know how not to work. 

John Ramsay McCulloch (1789-1864) was a journalist, academic teacher, and 
civil servant and, though the most unphilosophical of men, may he counted in with 
the philosophical radicals. Neglecting for the moment his factual work, I shall mention 
only his Principles of Political Economy (1S25; 5th ed., 1864); his Literature of Political 
Economy (1845), a fairly comprehensive annotated catalogue and immen.sely useful as 
sucli (the comments on each author, written from the standjioint of a naive and 
unquestioning faith in Ricardian doctrine, are a revelation for anyone who wishes to 
grasp the spirit of the Ricardian school); and the Essay on the Circumstances which 
Determine the Rate of Wages (1826), his mo.st ambitions effort in economic theory. 
Both his letters to Ricardo and Ricardo’s letters to him have been published, in 1931 
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Bohm-Bawerk among them, that it seems right to emphasize his merits rather 
than the fact that his ability, though of a most useful kind, was not of a high 
order. IIis factual work, an irnporlaiit achievement, will be mentioned later. 
His zest for social icform—into which entered an clement that spells some 
anah tic merit: he was a leading exponent of the ‘wage-fund theory’ but realized 
that this theory does not prove the futility of trade-union wage polic>'— 
should recommend him to modern critics. Moreover, lie rose to be one of the 
best-known figures of the i)rofession in his day, and succeeded in keeping the 
flag of Ricardianism flying when practically all other economists had deserted 
it: and this is something. Finally, he wrote the textbook that was the most 
successful general treatise England produced in the first four decades of the 
nineteenth centiir\’, and this, all the shortcomings notwithstanding, is not 
iiegligilile either; the book was more directly influential with the public than 
was Ricardo’s and really created what we might call lower-level Ricardianism. 
Dc (Juincc>', of Opium Eater fame, is a different case. His delight in refined 
logic makes him the \ery antipode of the rough and ready McCulloch. But he 
touched economics periplieiically only. And his contribution, though interest¬ 
ing, was sterile.*" 

None of the three added aiuthing substantial, and the touches they did 

and 1S95 respectively. In- I’lDfcssor J. II, Hollander. They arc one of the most important 
.sources for tlic study of that time's methods of theoretical reasoning. 

’-Speaking f)f texts, we should not pass by Mrs. Jane Marcet’s Conversations on 
Political Economy (iSi6), which enjoyed a great success (7th cd., 1839). James Mill’s 
was an elementary, but not an easy, text on i)UTe theory. McCulloch’s was the saleable 
stuff for the cf)llege course in general economies. Mrs. Marcet’s was economics for what 
we should call liigh-s( hool girls. 'Ihe reader should really look at it and note two 
interesting ixiints about it. 'flic first is the date: the book appeared before Ricardo’s 
Prindt^les and, though not orthodox Ricardianism in every particular and though lacking 
Ricardian rigor, yet picsents many of the most imiHutanl tenets of the Ricardian school. 
'I’liis is signifjc.int. and greatly enhances the interest of the performance, at which it is 
quite out of jdacc to sneer. Second, if nevertheless so many later economists did sneer 
at it. this was due not only to male prejudice but also to the nature of the publication: 
not for a moment did Mrs. Marcct doubt not only that the definitive truth about eco¬ 
nomics and economic policy had been discovered at last but also that tin's truth was 
so delightfully sinqile as lo be capable of being taught to every school girl. T’liis frame 
of mind was then common and is highly characteristic of that age—exactly as a similar 
frame of mind is common among modern Keynesians and not less characteristic of our 
own age. 

‘Dialogues of Three Templars on Political Economy,’ London Magazine, April 
j 824—lei ns bow to the editor who published such material and to the reading public 
that did not tlierenpon discontinue subscription—and Logic of Political Economy 
(18.14). 'I'he book survives, 1 think, only through J. S. Mill’s generous quotations from 
it. I cannot see in it anything original. Tlie concept of Difficulty of Attainment is 
Ricardo’s, and had already been formulated by the latter in a much more suggestive 
W'ay ('the real value of a conimodity is regulated ... by the real diEculties encoun¬ 
tered by that producer who is least favoured,’ Principles, ch. 27). 
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add—James Mill and McCulloch especially—were mostly of doubtful value.^* 
lliey did not even succeed in summing up Ricardo correctly or in conveying 
an idea of the wealth of suggestions to be found in the latter's Principles. 
What they did convey \^as a superficialized message that wilted in their hands 
and became stale and unproductive practically at once. It was not their fault 
that Ricardo's s\'stcm failed from the first to gain the assent of a majority of 
English economists—and not only, as the Ricardians tried hard to believe, of 
the dunces and laggards. Tliis was owing to its inherent weaknesses. Nor was 
it their fault that the system was not made for a long career. But it was their 
fault that defeat came so quickly. Ricardo died in 1825. In 1825, Bailey 
launched his attack that should have been dccisi\e on the merits of the case. 
Actually it w'as not, for schools are not destroyed so easily. But the decay of 
the Ricardian school must have become patent shortly after, for in a pamphlet 
published in 1S31 we read that ‘there are some Ricardians still remaining.’^® 
In any case, it is clear that Ricardianism w^is then no longer a living force. 
Tlic prevailing impression to the contrar\’ can be easily accounted for. There 
were the henchmen \\ho continued to stand by their guns and to teach ex¬ 
ploded doctrine as if nothing had happened. There was the lag of public opin¬ 
ion, which is as slow to realize the passing of an obsolete doctrine as it is to 
realize the birth of a new one. And there was something else that is still 
more important and will explain why few if any historians will agree with me: 
there was Ricardo's personal prestige, the great name that snrvixed the work. 
As has been pointed out already. Ricardo, tliougli not particularly fortunate 
as regards his immediate followers, has been all the more fortunate in another 
respect. J. S. Mill emphasized his early Ricardianism throughout and neither 
realized himself nor made it clear to his readers how far he had actually 
drifted away from it by the time he wrote his Principles. And, to a lesser ex¬ 
tent, even Marshall and Edgeworth did the same thing. Moreover, Ricardo’s 
fame does not rest on his theoretical structure alone. On the one hand, there 
were his contributions to the theory of money and monetary policy and his 
thcor\' of international trade. On the other hand, certain individual elements 
of that structure proved more durable than did the whole. The most important 
instance is his theory of rent, in spite of the fact that logically it should have 
been scrapped with the rest. 

Foreign zones of influence present, in part, a different picture.^® Marx and 
Rodbertus did much to keep Ricardian thought ali\x\ Partly by virtue of their 
influence, partly because of the w'eakness of domestic competition—and, later 
on, also because of the prevalent dislike for the Austrian theory—Ricardo re¬ 
mained to the end of the century the great theorist for most of those German 
economists who had any theoretical ambitions at all: the names of Wagner, 

** Ricardo is, e.g., not chargeable with either James Mill’s or McCulloch’s theories 
of interest or with the whole of the latter’s wage-fund theory. 

^•'^This phrase from C. F. Cottcrill, Examination of the Doctrine of Value . . . 
(1831), is quoted by Professor Scliginan (op. cit. sec. 3), to whom I owe this reference. 

i®For influence of Marx and Rodbertus, sec below, sec. 5. 
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Dictzcl, and Diehl are illustrative examples. For the period under discussion, 
but not beyond it, an analogous statement holds—or almost holds—for Italian 
economics. 'I’hcre are strong traces of Ricardo’s influence in the writings of 
herrara and in the textbooks. Rossi affords another instance if wc count him 
as an Italian, but almost the only one of importance if wc call him a French 
economist, hranee, following her own tiadition, resisted Ricardian influence 
more than did any other country. In the United States, McCulloch’s textbook 
conquered a large amount of ground—hing with Say’s for first place in teach¬ 
ing. And there was also Ricardian influence on a higher level far into the next 
period—of front-rank names, Taussig's is an illustration. 

^V^lat I meant by 'fringe ends’ of the Ricardian school may be best 
illustrated by indicating the most important group that conics within the 
meaning of this term, the* so-called Ricardian socialists. Of course, Marx 
was the greatest of Ricardian socialists, but the group is usually defined 
more narroiily; namely, so as to comprise a number of writers who, 
mainly in the iSzo’s and 1850’s, argued the ease of the working class 
on the proposition that labor is the only factor of production. 'Ihough 
this projiosition harks back to Locke and Smith and not to Ricardo, it is 
likely that the Ricardian theory of value did encourage these socialist 
writers and also offered suggestions to them. Since the writings of this 
group, which of course is entitled to a great place in the history of so¬ 
cialist thought, offer but little that is lelevant to a history of economic 
analysis, we shall confine oursehes to mentioning the two names that 
seem to be, for us, more important than others. William 'I’hompson’s 
Inquiry into the Principles of the Distribution of Wealth . . . (1824) 
is a fair example, on its higher level, of the group’s argument, of its tem¬ 
pered cqiialitarianism, and of its habit of considering ideals of distribu¬ 
tion, irrespccti\c of the repercussions that realization of these ideals 
might have on production. Benthamite influence is strongly marked. 
Thomas Ilodgskin’s Labour Defended against the Claims of Capital 
... (1825) and Popular Political Economy (1827) display at least traces 
of genuinely analytic intention.^’’ It should be observed that as soon as 
an author combines the idea that labor is the only source of wealth and 
that the \alues of all coininoditics can be represented in terms of labor 
liours with the idea that labor itself is a commodity, he is inevitably 
drawn to the conclusion that the market mechanism robs the workman 
of the difference between the labor value of 'his’ product and the labor 
^'ahlc of the amount of work invested in that product. This, barring de¬ 
tails, is the Marxist theory of exploitation. Accordingly, several Ricardian 

17 J. F. Biay’s Labour's Wrongs and Labour*s Remedy (1839) has been reprinted by 
the London School (193J) and has thereby been transformed from the least into the 
niost accessible of these writings. This is my only reason for mentioning it. See M. F 
Jolliffe, 'I'resh Light on John h’rancis Bray/ in Economic History, A Supplement of the 
Economic Journal, February 1939* 



480 III: FROM 1790 TO 1870 

socialists have been called forerunners of Marx. The phrase ‘forerunners’ 
may mean much or little, and if it is not made to mean too much, that 
statement may be allowed to pass muster, though I cannot find any in¬ 
stance (not c\cn in 'Fhompson and Hodgskin) that would amount to 
full anticipation of all that Marx’s theory of exploitation means within 
his system. But the charge of plagiarism is unfounded, if for no other 
reason, because that combination of ideas is bound to occur to any 
student of Ricardo who develops his teaching in the direction in which 
Marx \^•ishcd to develop it. It is significant that this charge, though often 
repeated by economists, was in the first instance raised b\ a writer w'ho 
was not an economist himself, Anton Mengcr (1841-1906; brother of the 
economist), to whose Recht auf den rollen Arbeitsertrag (1886; the Eng¬ 
lish trails.. Right to the Whole Produce of Labour, 1S99, has an impor¬ 
tant introduction by II. S. Foxwcll) the reader is for the rest referred. 
The theory of the more important writers of the group stands out better 
in Esther Lowenthal, The Ricardian Socialists, 1911. 

3. Malthus, Senior, and Some of Those \\’^iio Also Ran 

In spite of our objections to speaking of national schools, we shall review by 
countries the rest of the men still to be mentioned. For England, since we 
ha\e noticed Loiigficld already and since we reserve J. S. Mill and Cairncs 
for the next chajitcr—and Jevons, of course to the next period—wc are left 
primarily with Malthus and Senior. But W'e must not confine ourselves to the 
performances that are known to history and leave all others in the shade. 
'Ibis would create a wrong picture. For historical iierformaiices arc rarely like 
erratic blocks in a plain. They are more like peaks that rise from clusters of 
smaller eminences. In other words, a science develops bv small accretions that 
create a common fund of ideas from which, by chance as well as by merit, 
emerge the works that enter the hall of fame, 'riicrefore wc must add at least 
a few of those writers w'ho, though they failed to acliicvc liistorie fame, yet 
did important work and exerted an influence upon developments in analysis 
that arc anonymous but not negligible. In taking some account of them, wc 
shall also establish our proposition that the West-Ricardo school w'as never 
dominant in English economics.^ 

(a) Malthus.^ Marx poured on him vitriolic wrath. Keynes glorified him. 

' I. ft me repeat that writCTS whose perforniance was wholly in the fields of money, 
banking, and cycles will be dealt with se]iaratcly. 

-Thomas Robert Malthus (1766-1S34) w'as a clergyman and a professor of history 
and political economy at the East Iiulia College at llailcybnry. As we already know he 
leapt into fame, from complete obscurity, in 1798 when he published his Essay on the 
Principle of Population (2nd ed. 1805; 3rd 1806; 6th 1826). Of his numerous other 
writings (neglecting those on money), the following arc. for us, the most important: 
(1) . . . High Price of Provisions . . . (iHoo); {2) Letter to Samuel Whitbread on . . . 
the Poor Laws (1807); (3) Observations on the Corn Laws (1814); (4) Inquiry into the 
Nature and Progress of Rent (1815); (5) Grounds of an Opinion on the Policy of Re- 
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Both the vituperation and the eulogy are readily seen to be due to prejudice. 
Marx—or the laicist bourgeois radical in him—^hated nothing so much as the 
clerical cloth. Morco\cr, though he never gave any credit to the men who 
stood for free trade in food, lie had nothing but withering scorn for those 
who did not. 'I'hese were just hirelings of the landed interest for Marx and, of 
course, for his obedient followers. 'Ihis way of disposing of Malthiis' contri- 
bution is no better than other people’s method of disposing of Ricardo’s on 
the grounds that he was a Jew and *for the money interest.’ But Keynes’s par¬ 
tiality for Malthus, though morally admirable—for those arc few who extol a 
forerunner and Keynes believed Malthus to hase been a forerunner of his— 
went to lengths that are not much less unreasonable than was Marx’s hatred.-* 
And right from the publication of the Essay on Population to this day, Malthus 
has had the good fortune—for this is good fortune—to be the subject of equally 
unreasonable, contradictory appraisals. Tic was a benefactor of humanity. He 
was a fiend. He was a iHofoiind thinker. He was a dunce. 

Ihc man whose work stirred people’s minds so as to elicit such passionate 
appraisals was ipso facto no mediocrity. Tlic man who realized that some ceo- 
nomic problems are like the problems ‘dc inaximis et minimis in fluxions’ 
[calculus] was no dunce. His case illustrates the difference ])ctwccn ability’ 
and brilliance. Soundness would be the word for him if it were not for a fail¬ 
ing that he shared with many—most?—economists. He had a few iK't ideas, 
which he was bent on ajiplying to practical problems. And when he did so, his 
usual common sense was apt to turn out nonsense.'* Moreover he was not a 
good controversialist. 

strict ins the Importation of Foreign Corn (1S15); (6) Principles of Political Economy 
(1820; i.c. one year after Sisniondi's Principles); (7) Measure of Value (1823); and (8) 
Definitions in Political Economy . . . (1S27)—(4) and (6) being in turn the most 
important of these. Sec especially J. Bonar, Malthus and His Work (1S85, 2nd ed., 1924; 
the standard N\()rk on Malthus, a little unsatisfactory with respect to pure theory), and 
Lord Keynes’s charming essay on Malthus in Essays in Biography (iq33)j which the 
reader is sure to enjoy and which makes it superfluous for me to say anything concerning 
the subject of 'backgrounds and formative influences.’ Let me notice briefly the three 
accusations of plagiarism that have been leveled at Malthus by Marx. The first we 
know already: it refers to Malthus’ forerunners, Townsend especially, in the theory of 
population. The second concerns his theory- of rent (diminishing returns). Marx was 
quite sure that Malthus had plagiarized Ander.son but failed to produce any substantial 
reasons why: the type of argument that makes Malthus a plagiarist in this case would, 
if admissible, also make a plagiarist of Marx. The third concerns the theory of gluts: 
Malthus is supposed to have plagiarized Sismondi. Apart from the considerable differ¬ 
ences between the theories of the two, there is no reason why Malthus could not have 
arrived at the position he took in the Principles from ideas that were present in his 
mind at least as far back as 1814 (see Keynes, op. cit. p. 141). 

* A passage in the essay referred to above actually reads as if I.ord Keynes attributed 
to Malthus the 'beginning of systematic economic thinking' (j). 125). 

^ T’he outstanding instance of this is his Letter to Samuel Whitbread (see last foot¬ 
note but one). In this piece he argued against a housing program of Whitbread’s (cot¬ 
tages to be built by the parish authorities) on the ground that this would encourage 
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For the public and also for a majority of the profession, MaJtlius was and is 
primarily the Malthus of the Essay on Population, His second title to fame, 
his contribution to monetary analysis, has almost escaped the attention of his¬ 
torians. His third title, the one that has brought his name to the fore in our own 
time, is his theory of saving and investment or his thcor\^ of ‘general gluts.' ® 
For the moment, we are concerned with a fourth title to fame only, namely, 
as the author of a system of economic theory that recoined the theory of the 
Wealth of Nations in a manner that was the alternative to Ricardo’s rccoin- 
age. Deferring consideration of his theory of rent and of other points of com¬ 
parative detail, we must now make sure of this point. 

We ha\c seen that Ricardo’s work, so far as general theory is concerned, 
started from the Wealth of Nations and recoined the latter’s theoretical con¬ 
tents by a method that centered in the concept of value. Exactly the same 
thing is c\identl\‘ true of the work of Malthus as presented in his Principles, 
Except for his theory of sa\’iiig and investment, \\hich on the face of it seems 
to be Malthus’ own,*’ all the elements that enter into the anah tic apparatus 
of that work, and e\en its terminological arrangements, point to the Eirst 
Book of the Wealth of Nations. Only, whereas Ricardo recoined the doctrine 
of the Wealth by means of the labor-quantih' theory of xalne, Malthus re¬ 
coined it by means of the theory of value that A. Smith actually used, namely, 
the theor\' of supply and demand,^ also following A. Smith's example in choos¬ 
ing labor as a unit of value (numeraire). Therefore, Malthus adopted the line 
that w'on out ultimately and pointed much more dirceth to the Marshallian 
system than did Ricardo’s, notwithstanding the fact that it was with the 
latter and not with the former that Marshall eiidca\orcd to keep in contact.^ 

improvident marriages. Even Keynes had iKjfhing to say for tins. Me treated this just as 
an incident and condoned it good hnmoredly. I'liis means, however, that he failed lo 
see its implications concerning the recommendations that emanate even from front rank 
economists. Is the public really to be blamed for not taking them seriously? 

^ For the di.scussion of these three phases of Malthus, see above, ch. 1 and below, 
chs. 6 and 7. 

^ Unless we choose to hunt for forerunners far back in the eighteenth ceiitim*, the 
only author that might qualify as a forerunner in this respect is Lauderdale. Sismondi 
is not a forerunner but a competitor though, so far as his teaching coincides with 
Malthus’, he holds priority as to publication, [f. A. S. had i)cnciled a note—‘Quesnay?’] 

7 W’c shall see later that the labor quantity and the supply and-demand theories 
should not, in logic, be put into opjio.sition. But both Ricardo and Malthus took them 
mistakenly for alternatives. I adopt this view for the moment, because they do serve 
nevertheless to characterize the two different apparatus of analysis. 

* lliis tendency of Ntarshall's, whicli runs tliroughout his Principles, has done much 
to obscure the actual situation. Here I shall only state by anticipation that, in spite of 
all that Marshall said, it is the supply and demand apparatus which dominates the 
analysis of his Fifth Book. There is, however, another confusion to whicli I want to 
draw attention at once. Analy.sis that w'orks by means of supply and demand has no 
difficulty in covering short-run phenomena as well as long run phenomena. It has been 
repeated over and over again that Malthus, unlike Ricardo, was primarily interested in 
short-run phenomena. To some extent this is true. But it has been assumed too readily 
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This also holds with respect to another difference between the two. We have 
seen that Ricardo s analytic apparatus is geared to the problem of distribu¬ 
tion to the cx])lanation of relative shares. Malthus, again returning to A. 
Smith and again anticipating A. Marshall, geared his apparatus to the analysis 
of the whole economic process. Hence he treated total output (Marshairs ‘na¬ 
tional di\idend'), not, like Ricardo, as a datum, but as the chief variable to 
be explained.'*' 'J'herefore, Malthus should indeed, though for a reason that 
does not coincide witli that which induced Lord Keynes to arrive at a similar 
result,'*' stand in the history of analysis not only as the author of a valid 
alternative to Ricardo’s theory but as the sponsor (or rather as one of the 
sponsors) of the victorious one. This is much. At the same time, it is all. It is 
perfectly compatible with recognition of these facts that much less ingenuit>' 
went into Malthus’ than into Ricardo’s analytic schema, and that the former 
was throughout in the most unenviable position an economist can be in, 
namely, in the position of having to defend plain sense against another man’s 
futile but clever pirouettes. 

(b) Archbishop Whately and Professor Senior, Next, we look at Senior and 
the man who had been his tutor, Whately. ’Hie latter’s “ importance for us is 
as great as it is elusive, lie w'as not profound or very learned, lie was not orig- 

tliat it was because of this interest in short run phenomena that he selected supply and 
dcniaiid as the pivot of price analysis. This is not true. As should be clear from the text, 
his difference with Ricardo on the subject of value was niiich more fundainental than 
that—which Ricardo failed to realize. [It is possible that J. A. S. intended to eliminate 
this footnote. I here was a faint line through it.] 

Incidentally, this different point of view involved a different conceptualization and 
naturally led him to find fault with Ricardo's. 'This he made particularly clear in his 
Definitions. Once more he exiucssed himself inadequately. He reproached Ricardo with 
a use of terms that was both unusual and inconsistent, as if this were all. But, just as 
before, there was .something more fundamental at stake than terminology. What he 
should have objec ted to this time was Ricardo's analytic intention of which the 
terininol(;gy was but the con.sec|uence. This intention was open to objection on the 
ground that it neglected the really relevant problems for the sake of propositions that 
were partly less relevant to the purposes of economic analysis and partly sterile. 

I'or Keynes, the decisive point was Malthus* attitude toward saving. For us, it is 
his sponsorshii? of the Smith Marshall output analysis, which, as these two names 
suffice to show, is not nece.ssarily bound up with that attitude. 

1' Richard Whately, D.n. (1787-186*5), was an Oxford don who became (Anglican) 
Archbishop of Dublin, where he founded the chair of political economy and rendered 
innumerable services of the same type. But they do not sum him up or characterize him. 
Primarily, he was a theologian and a leader of Anglican Church policy and opinion. 
Blit this docs not snin him up either. Nor does, finally, his e.vtensivc activity in the 
Sozialpolitik of his age and country. His Introductory Lectures on Political Economy 
(1831; enlarged cd., only one known to me, 1855) and his Easy lessons on Money 
Matters (1853) would not suffice to place him liigh as an economist. More interesting 
is an appendix to his Logic, ‘On certain Terms which are peculiarly liable to be used 
ambiguou.sly in Political Economy* (republished in the Library of Economics Reprint of 
Senior’s Outline), 'Phere is an instructive life by Mi.ss E. J. Whately (1866) that pictures 
not only a man but also an environment and an epoch. 
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inal or even brilliant. But his clear and strong intellect grasped calmly and 
firmly whatever it did grasp within an unusually wide range of interests. And 
in his age, country’, and world, he was a leader of the fonnati\’e type, an ideal 
illustration of what is meant by a kew man. lie led quietly, without seeming to 
do so, by the weight of his personality and of his ad\ ice which was ne\er 
more valuable than when it wds obvious. For in ecclesiastical politics, as in 
economies, the ob\ioiis is sometimes precisely what people are most reluctant 
to sec. His most important service to economics was, howexer, that he formed 
Senior, whose whole approach betrays ^Mlatel^’s influence. 

Senior has been treated with comparative neglect by many economists 
and with uncallcd-for scorn by some. In reaction to this, (Others have made a 
‘genius’ of him, which he assuredly was not, if I imderstand what this word 
means. In our picture he will enter a triumvirate with Malthus and Ricardo: 
he was one of the three Faiglishmcn whose works arc the main stepping st(mes 
between A. Smith and J. S. Mill. But J. S. Mill liad, logician though he was, 
no eye for Senior’s great performance, 'lb the latter's eternal honor—which he 
may have to share with \\1iatcly—it must be recorded, in the first place, that 
he attempted to iiiiifx and present economic theory according to the require¬ 
ments of the postiilational method, that is, as a series of deductions from four 
induced or empirical postulates, which wc shall discuss in Chapter 6. 'This, c\cn 
if the result fell considerably short of perfection, makes him indeed the first 
‘pure’ theorist of that period—always e.vcepting Cournot and 'riiiiiien, per¬ 
haps also Longficld—and suffices by itself to condemn those who refuse to 
pay their respects to him. In the second place, he adumbrated a much im¬ 
proved theory of value and a much improved theory of capital and interest. 
In the third place stand various smaller merits, some of which will be men¬ 
tioned in their proper connection (population, decreasing returns, rent). In the 
fourth place, his brilliant contributions to the theory of moncx', to be men¬ 
tioned in the last chapter of this Part, are, considered as purely intellectual 
performances, not inferior to Ricardo’s. I should put his subjective originalitx 
quite as high as Ricardo’s. Objectively, he had been anticipated, like Ricardo, 

Nassau William Senior (1790-1864) was a highly educated Oxford man of whose 
uneventful life, financed mainly by modest independent means, two facts only need 
be recorded here: he held the Drummond Professorship at Oxford txvicc (1825 30 and 
1847-52); and he worked on several important royal commissions, llis work with these 
commissions amounicd to a respectable quantity of factual research and should also 
clear him from any sus])icion of hax-ing been a doctrinaire laisscz fairc man. Besides his 
lectures on money, noxv available in the London School Reprints (19:41), only his 
Outline of the Science of Political Economy (1836; Library of Economies Re])riiit, 
1938) is essential for 11s. Wc oxve to Dr. Marian Bowlcy an excellent interpretation of 
Senior’s xvork and of its place in the history of economics {Nassau Senior and Classical 
EconomieSy 1937), to xvhich I wish to call my readers’ attention and which enables me 
to cut short this note. Differences between her interpretation and mine are few and not 
important. Her tendency to distance Senior from the *cla.s.sie’ economists—to vx'liom he 
belongs according to the terminology adopted in this book—creates, however, some 
differences that arc more apparent than real. 
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on most of the individual points he made. \Vliy, then, will so few economists 
agree with an estimate that puts Senior on a par with Ricardo, and why has 
his influence been restricted, substantially, to what J. S. Mill took over from 
him? 

There arc three excellent reasons for this that illustrate the difficulty of 
even as much comparative appraisal of economists as is inevitable, if we arc 
to get a picture of a scientific situation at all. iMrst, even if we are firmly re¬ 
solved to estimate analytic merit only, w'c are apt to forget that Ricardo 
speaks to us from a pedestal, the pedestal of a reputation made in public dis¬ 
cussion of political issues. T'here is no such pedestal under the figure of Senior. 
He counts as an analytic economist only. His work on problems of policy is 
buried in bluebooks that hardly anyone reads. His public utterances made no 
mark and he was a nobody, or almost so, to the general public. Second—and 
this was entirely the fault of his mental make-ui)—was, what is the w^ord? 
La/.y? By this I do not mean to suggest that he did not do a lot of w'ork, but 
rather that he lacked the kind of energy that will run purposefully to definite 
conclusions. Ricardo was the horse that will t-ake hold of the bit, put out its 
nose, and gallop for what it is worth. Senior was the horse that drops the bit, 
puts its nose down, and refuses to stretch. His Oiitlme, still worse in arrange¬ 
ment than Ricardo’s Principlefi, discusses, criticizes, hesitates, sw'crves. It fails 
to impress, as the latter docs, by ardor. Worse still. Senior’s reader gets the 
impression, nay, he is told in so many words, that all economic analysis 
amounts to is the search for, and consistent use of, a convenient terminology. 
Wiia this Whateh’s fault? In any ease, nothing could be further from the 
truth and nothing could have been more uninspiring. Other economists—in 
fact most of them throughout the nineteenth century—used and defended the 
hunt for the meaning of words as a method of research. But nobody w'cnt as 
far as Senior, who seemed inclined to solve all problems of his 'science of po¬ 
litical economy’ by laying dowai definitions. We shall have no difficulty in 
understanding how such a Tncthod' must have impressed hostile critics. And, 
third. Senior had a curious talent for ‘putting his foot in it.’ Rven good Homer 
dozes off occasionally, as an old slogan avers. But Senior dozed off, that is, 
uttered ineptitudes, rather too frequently. He w'as careless. And though able 
he was not clever. Thus, to quote only the most famous instance, he actually 
WTote (Letters on the Factory Act . . . 1837) a statement to the effect that 

J. S. Mill’s opinion of Senior was even higher than we might infer from his refer- 
ences to him: Mill had his copy of the Outline interleaved with sheets on which to 
note his own comments. 'These coninieiits, published by Trofessor von Hayek in 
Econoniicdy vol. xii, August 1945. are of the utmost interest. 

With his usual common sense, Whately pointed out (in his Elements of Logic) 
that many of tlic issues economists quarreled about were purely verbal and that loose 
use of terms, both a cause and a coii.scquencc of loo.se thinking, was a fertile source of 
misunderstandings. But he ovcr.shot the mark, when he seemed to consider the posses¬ 
sion of ‘a vocabulary of general terms as precisely defined as the mathematical,’ not only 
as an important desideratum but practically as the only thing needful. 
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the profits of cotton mills, assumed to be 10 per cent, would be completely 
wiped out by a reduction of the working day by onc-elcvcnth because the 
whole of those profits was produced in the last hour. This could not have 
happened with‘Ricardo, though we might put Senior above him in other re¬ 
spects.'"' 

(c) Some of Those Who Also Ran, For the reason explained at the begin¬ 
ning of this section, I shall now add a few more names. Other writers would 
no doubt mention other names, in part at least, but my selection is this: 
Bailey, Chalmers, Lauderdale, Ramsay, Read, Scrope, and lorrcns.'** Their 
performances differ widely in nature and arc difficult to co-ordinate, though 
they do round off our picture. Ilow'evcr much I wish to avoid cataloguing, I 
nevertheless present them in alphabetical order. 

Bailey,'" as already mentioned, attacked the Ricardo-Mill'McCiilloch analysis 
on a broad front and with complete success. His Dissertation, which said, as 
far as fundamentals are concerned, practically all that can be said, must rank 
among the masterpieces of criticism in our field, and it should suffice to secure 
to its author a place in or near front rank in the liistt)ry of scientific economics. 
Nor did his work pass unnoticed. Several writers. Read among them, ackiiowl- 

15 7 ’hat Senior arrived at this absurd result after a careful examination of fac ts, 
only makes matters worse, as far as his competence in ap]diccl theory is cionccrncd. On 
tlic other hand, Marx‘s .scathing attack upon Senior’s argument in the first volume of 
Das Kapiial does not enhance our idea of Marx’s competence either. In all the pages 
of vituperation that he bestowed upon it, he failed to adduce the decisive criticism, 
which he does not seem to have perceived. He overlooked also another thing, namely, 
that Senior’s argument would have been correct (at least in principle), if Marx’s own 
thcor\' had been. The reasoning of both Senior and Marx may, however, give pause 
to tliosc who refuse to recognize the advance in analytic technique that has occurred 
since. And the case also ser\'es to illustrate another point that cannot be impressed 
upon the reader’s mind too often. T he essential thing is that both Senior and Marx 
committed mistakes, revelatory of inadequate techni(|iic. 'I’hc.se mistakes were mistakes 
quite irrespective of the cau.se for which tliey argued. To note that Senior was Tor’ and 
that Marx was ‘against' the mill owners is entirely irrelevant. And to blame the one 
and to praise the other, according to the side we take ourselves, is childish. 

It was Professor Seliginan's paper ‘On Some Neglected British Mconoinists' (men 
tinned above), which drew my attention to Read; Dr. R. Opic’s paper (in the Quarterly 
Journal of Economics, November 1929) wdiicli drew my attention to Scrope, who until 
then had impressed me only by his contributions to monetary theory and policy; and 
Marx's Theorien iiber den Mehrwert w'hich drew my attention to Ramsay. Two impor¬ 
tant names, tho.se of Jenkin and of Jennings, are being transferred to Part iv. Of course, 
West was quite typically one of those who ‘also ran.' But it seemed better to couple 
him with Ricardo. 

'^Samuel Bailey (1791-1870). 'Phe only publication of his that need be mentioned 
is A Critical Dissertation on the Nature, Measures and Causes of Value; chiefly in 
Reference to the Writings of Mr. Ricardo and His Followers (1825; London School 
Reprint, 1931)- Perhaps I should add his reply to a gros.sly unfair criticism in the 
Westminster Review, T^ettcr to a Political Economist,* 1826. Both in unfairness and 
lack of understanding of Bailey's points, the Westminster reviewer was however outdone 
by Marx {Theorien iiber den Mehrwert), 
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edged indebtedness to him and followed his lead, and it is safe to assume that 
his influence extended beyond the range of explicit recognition. Nevertheless, 
historians who to this day fail to give Bailey his due are only accepting the facts 
of the case as it presented itself at the time. Writing in 1845, McCulloch did 
not risk provoking laughter when he wrote in his Literature of Political Econ¬ 
omy that Bailey had not i^ropcrly appreciated the Ricardian theory and had 
not 'succeeded in any degree in shaking its foundations,' in the face of the 
fact that a poll of writers on value from 1826 to 1845 would produce a con¬ 
siderable majority for Bailey, These aie the explanations I have to offer. First, 
in science as in art and especially in politics, there is such a thing as coming 
too soon; and failure, much more complete than was Bailey's, is the usual 
result of premature action. Second, Bailey's criticism was indeed constructive 
and did suggest by implication how the system he attacked could have been 
replaced by a more satisfactory' one; but he did not try to do so, and those 
who followed in his wake and tried were no match for tlic shadow of Ricardo. 
'I'hey no doubt undermined his system and thus helped toward J. S. Mill's 
transformation of it, but they did so by a slow process of attrition rather than 
by spectacular victory. 

In Ibis ])rocess of attrition, Chalmers’ influence counted for a good deal, 
at least in Scotland. As a theorist, he was thoroughly un-Ricardian and fol- 
low-ed the line of what we have called Malthus' rccoinagc of the Wealth of 
Nations. He also follow'cd Malthus in matters of general gluts and oversupply 
of cairital. If it were possible to speak of a Malthusian school in general theory 
(which I doubt), Chalmers would have to figure as its McCulloch—which is, 
after all, not so left handed a compliment as it may seem to the reader. 

liOrd Lauderdale stands somewhat out of line and holds only a secondary 
position in the history of economics, but one that is fully deserved and iiide- 
jKndcnt of the additional recognition that should now be extended to him on 
account of his argument against debt redemption (Three Letters to the Duke 

Rev. 'I’liomas Chalmers (1780-1847), whose activities included teaching of 
moral philosojiliy and political economy (at St. Andrews) and divinity (at Edinbiirgli), 
was a man of many merits. We cannot claim more than a fraction of him for analytic 
economics. Only two of his w'orks need be mentioned; his Enquiry into the Extent and 
Stability of National Resources (1808), partly incorporated in his Oji Political Economy 
(1832). The latter is a book of considerable importance, but not easy to appraise. It 
lirescnts a curious mixture of sound insights and technical shortcomings. And these 
sliortconiings sometimes account for patently untenable results such as the proposition 
that a loss of foreign markets is almost a matter of indifference to a country—which 
overlooks the whole of the division of-labor argument—though it may be interpreted 
as an overstatement of the true proposition that (after adaptation) the loss of foreign 
markets need not affect employment. We shall have to mention the book again. 
Chalmers seems to ha\e coined the phrase, though of course not the concept, ‘margin 
of cultivation,’ and is the author of the argument, much appreciated by J. S. Mill, 
that explains w'hy ravages of wars are in general quickly repaired. 

James Maitland, eighth Earl of Lauderdale (1759 i839)» Inquiry into the Nature 
and Origin of Public Wealth . . . (1804). This is the only publication of his that 
counts as an analytic performance. 
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of Wellington . . . 1829), which was based upon an argument against excess 
sin ing and for excess expenditure.-® The topics of value, capital, and interest 
owe sonicthiiig to him, as we shall see, but more important than are these 
contributions in thcinsehes is the iinigorating impulse he ga\c: he was a man 
\\ho thought for himself and was not prepared to aceept fundamentals as 
handed to him by the Smithian tradition. Though a dilettante and, from the 
standpoint of the nascent profession, something of an outsider, he was a writer 
of force and, in most cases, of sense 

The only author who ever did justice to Ramsay is Marx, who dealt fully 
with him in the Theorien iiber den Mehrwertr^ Even Professor Scligman, who 
revived his memory (op. cit.) emphasized his dependence upon hVcnch writers 
more than I think justified. It is true that, especially in his theory of enterprise 
and profits, he had been anticipated by Say. It is also true that he was not the 
first to introduce those ideas to English economics, and that he might c\en 
have 'borrowed' at second hand. But he synthesized better than did others and, 
more important, many suggestive details were his own. It is easy enough to sec 
that he made no mark. But it should be added that he came near to doing so 
and that his lack of success has perhaps more to do with his unpopular oppo¬ 
sition to the repeal of protection to agriculture than with his most serious 
shortcomings. There is thus no reason to think little of him.“'* 

Read ** impaired his chances of success by certain oddities, especially by his 
doubtful s])eciilations about the 'Right to Wealth.’ His attacks upon the 
Ricardian socialists are of little interest to us. Nc\crthclcss his work is of some 
imj)ortancc for us, first, because it bears witness to the influence of Bailey, 
whom Read followed in his Ricardo criticism, and to the anti-Rieardian cur¬ 
rent tliat was running strong around 1830; second, it has some merit and in 
turn exerted some influence of its own, particularly in the anahsis of profit 

On this, see F. A. I ’ettcr, ‘l,aiiclcrdale*s Oversaving 'I’hcoiy/ American Kcouomic 
Review, June 1945. 

Of late, an attempt has been made to ‘explain’ both his analysis and his recom 
mendations in terms of his interests as a landlord. We know what to think of the 
exjdanatory value of this. 

-- Marx’s recognition of Ramsay must, of course, be appraised with reference to his 
liabits of criticism. If these are taken into account, this recognition means a lot. Also 
it speaks highly of Marx’s scholarship, for when he wrote Ramsay was practically for¬ 
gotten. Sir George Ramsay’s (1800-1871) only relevant work is his Essay on the Distri¬ 
bution of Wealth (1836). 

23 Ramsay’s case is food for thought, particularly in one respect: when a writer has 
failed to make the right contact with his contemporaries—excepting those rare eases in 
whicli a valiant champion arises to laud him to the skies postluimously—^liistorians 
assume a strange attitude of hostility tow^ard him and set up standards that would dwarf 
A. Smith, whereas, in more fortunate cases, they quite coiiinioiily sponsor absurd claims 
to originality or other merits that are never revised. 

2* Samuel Read (no personal data that I know of): the only work that needs to be 
mentioned here is his Political Economy, An Inquiry into the Natural Grounds of Rif^ht 
to Vendible Property or Wealth (1829). E. R. A. Seligman (op. cit. sec. 4) has noticed 
all the points about it that matter to us. 
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and interest. Among the writers it influenced directly, the most eminent one 
is Scrope,2'i the monetary reformer of index-number fame, who was not only 
the author of numerous pamphlets on money and banking, poor laws, agricul¬ 
tural labor, and other topics but also an economic theorist of some importance. 
IIis Principles of Political Economy (1S33) was, however, written for popular 
consumption and did not dc\elop his anal\sis at all satisfactorily. It is easy to 
notice his original ideas on population and the ‘tabular standard.' But these 
are not what 1 mean just now. Much more important for us is the insight into 
the nature of economic equilibrium: he saw how the mechanism of demand 
and supply, turning on everybody's tendency to inaximi/e returns, solves both 
the problem of allocation of resources (production) and the problem of in¬ 
come formation (distribution), thus disposing, incidentally, of the whole West- 
Ricardian construction. In the analysis of interest and profits, too, he made 
hcadw'ay: it is there that he .seems to have owed something to Read. 

All the performances so far mentioned in this section—and our list is very 
incomplete—were un-Ricardian or anti-Ricardian; and it would be quite im¬ 
possible to draw' up a parallel list of Ricardian writings. Moreover, the antag¬ 
onism to the W^cst-Ricardian schema that all of them display was primarily 
scientific and not political: Read's hostility to the Ricardian socialists may 
lune set him against the Ricardian theory of value, but for the rest I cannot 
find motivating political antagonisms between these writers and the Ricar- 
dians.-*’' ‘Ihc theory that resolves all differences bctw'cen economists into dif¬ 
ferences of their politics and always looks to Svhat a man stands for' fails in 
this case as it docs in the case of the victory of the marginal utility theory in 
the next period. Finalh’, the w'ritings of which wc have noticed examples put 
later developments in a new light: a continuity of effort reveals itself to any¬ 
one who pays attention to these writings that is completely lost in the usual 
story of a prc\alent Ricardianism— J. S. Mill figures as a Ricardian in this story 
—s])cctacularly shattered by ‘revolution' around 1870. 

'riie last author I am going to mention, Torrens,'-'^ cannot be described as 

-•'•George Poiiktt ScTopc (1797-1876) w'as one of those delightful Englishmen of 
laborious leisure to whom our science, like others, owes so nuicli. Among other things, 
he was an authority on volcanoes and a M.P. His reputation as an economist rests mainly 
on his work on central bank policy and on stabilization of the price level. Rut there is 
also analytic merit—and striking independence and originality—in some of his pamphlets 
on other practical questions. 'Phoiigh accepting the fundamental slogans or iirinciples 
about the ‘system of natural liberty’ current in his time, he bravely swam against the 
stream in such matters as his unemployment-insurance scheme and his advocacy of 
public works. When dates are considered, the insight—I repeat: the analytic insight— 
implied in this places him high above the common run of the economists of his time. 

Ramsay’s qualified support of the com laws, c.g., can be defended also on a 
Ricardian basis. I’his is why 1 italicized the word motivating. 

Another strong, interesting, and sympathetic type! Colonel Robert Torrens (1780- 
1S64), a professional soldier who had seen service, finding him.self on half-pay after the 
Napoleonic Wars, proceeded forthwith to make for himself a fresh career in politics 
and finance and a name as an economist as well. He is chiefly known for his advocacy 
of Peel's Act: excepting Lord Overstone, he was the only economist of standing who 
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anti'Ricardiaii. But neither can he be described as a Ricardian. Professor Sclig- 
man has argued the case for 'Forrens' independent discovery of the ‘Ricardian' 
theory of rent, with priorit>’ over Malthus and West, and of the principle of 
comparati\e cost, with priority over Ricardo. On tlic one hand, this is enough 
to secure him a place in the history of anahsis; on the other hand, this seems 
to include him in the Ricardian group. His exploits in general theory, how¬ 
ever, are distinctly un-, if not anti-, Ricardian. But they are difficult to ap¬ 
praise because ’I'orrens was careless in formulation and not a good technician 
and offers his wheat much mixed with chaff. lie did not accept the central 
Ricardian doctrine that issues in the proposition that i^rofits depend exclusively 
on wages. But his argument against it strongly suggests that he failed to grasp 
the sense in wliich Ricardo held it. What he put into its i)lace may have been 
substantially valid as he meant it. But as it stands, it is not particularly en¬ 
lightening. lie needs an interpreter to do for him what tlie Ricardo admirers 
of around 1S90 did for Ricardo. Until such an interpreter ai)pears and suc¬ 
ceeds it is premature, to sa> the least, to rank him, as has been done in one 
instance—presumably in reaction to the contemptuous treatment he received 
on other occasions—with Ricardo and Malthus as one of the ‘founders of the 
classic school.' 

4. France 

If French economics of that period is to be seen in its true proportions, 
two facts must be borne in mind. First, as we know, the Parisian scene was 
colored until 1S48 b\ the activities, literar\ and other, of socialist groups to 
an extent for which there is no contemporaneous parallel an\ where else. Not 
so spectacular but equally important in the long run were the activities, also 
literary and other, of Catholic critics of economic and political liberalism (‘the 
principle of 1789’), which went, however, be\ond criticism toward the goals 
of Catholic social reform.^ Laicist bourgeois of ultraliberal persuasion formed 
a third group. All this makes fascinating material for the sociology of political 
and social ideas. But it makes poor material for the history of scientific cco- 

identified himself with it. Like Scrope, he wrote a great many pamphlets and ‘letters' 
on topics of the day. TTie mar\el is that he also ascended into the rarified air of jHire 
theor>'. The writings that are important in this respect are: An Essay on the External 
Com Trade (1815); An Essay on the Production of Wealth (iS:i); On Wages and 
Combinations (1S34). See Seligman and Hollander, ‘Ricardo and 'I’orrens,' Economic 
Joumaly September 1911. 

11 am going to use this opportunity to mention Alban de Villcnenve Bargemont (1784- 
1830; especially: flconomie politique chretienne, 1834), ^ central figure in a broad move¬ 
ment. It is extremely difficult to do justice to his work. Those—laicist liberals in par¬ 
ticular—who look at his social philosophy and his politics, decide whether they like it 
or not, and appraise him accordingly have indeed an easy task. Hut ours is not .so easy. 
We have to realize, first, the depth and social significance of his convictions; the wisdom 
of many of his practical recommendations; the scientific value of much of his sociology; 
and, at the same time, the defects of his technical economics, which was in fact rudi¬ 
mentary. These defects should not decrease in the least our respect for the man or his 
thought; only, they happen to be relevant from the standpoint of this book. 
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nomics. Second, excellent factual work was done during the period, the great 
pcrforinancc of Lc Play topping a highly creditable record. I'or the rest, how¬ 
ever, there are only two first-rank men to mention (besides Cournot of course), 
namely, J. B. Say and Sismondi. 

Jean-Baptistc Say (1767-1832) was one of those men who illustrate 
two iinporiant though slightly paradoxical truths: first, that, in order to 
appraise a man i^roperly and to put him into the right place, it is some¬ 
times necessary fo defend him not only against his enciriies but also 
against his friends and even against himself; second that there is a funda¬ 
mental difference between superficiality' of exposition and superficiality 
of thought.- Superficiality is in fact what strikes Say’s reader first. His 
argument flows along with such easy limpidity that the reader hardly 
ever stops to tliink and hardly ever experiences a suspicion that there 
might be deeper things below this smooth surface. 7 ’liis brought him 
sweeping success with the many; it cost him the good will of the few. 
lie sometimes did sec important and deep-seated truths; but when he 
had seen them, he pointed them out in sentences that read like trivial¬ 
ities. lie never bent—as even Ricardo did—to the task of hammering 
them out so that they might be recognized b>’ c\er\onc for what they 
were and stand criticism and wear and tear. Also he invariably misman¬ 
aged his case in eontro\er.s\’ by replying to criticism in a desultory man¬ 
ner, without bestowing tlic requisite amount of work on it. Hence, the 
liistorian must restate his argument for him and, in doing so, must often 
neglect infelicitous wording or even discard downright silly bits of reason¬ 
ing that only carelessness will account for. E\cryone realizes that this 
must also be done for Ricardo and Marx because, in their cases, the 
roughness of the surface invites digging. But the economists were few 
indeed who were able and willing to rcndei this service to Say. 

lluis he never got his due. The huge textbook success of his Traite — 
nowhere greater than in the United States—only confirmed contempo¬ 
raneous and later critics in their diagnosis that he was just a popularizcr 
of A. Smith. In fact, the book got so popular preciseh because it 
seemed to save liasty or ill-prepared readers the trouble of wading 
through the Wealth of Nations. ITiis was substantially the opinion of 
the Rieardians, who treated him with some respect because of the Law 
of Markets, which they accepted from him,® but for the rest put him 
down as a writer—see McCulloch’s comments upon him in the Litera¬ 
ture of Political Economy —who had been just able to rise to Smithian, 
but had failed to rise to Ricardian, wisdom. For Marx 1 h^ is simply the 
‘insipid’ Say {der fade Say). For later critics he was merely one of the 

2 lx:t me illustrate this: nobody will call Hegel’s exposition superficial, but some (mis¬ 
guided) individuals may think that his elaborate show of profundity covers many shal¬ 
lows. }. B. Say, as will be argued in the text, presents an in.stance of the opposite kind. 

•'» Even as regards this law, they displayed some inclination to assert claims of their 
own (on behalf of James Mill), although Say's priority is be>'ond the possibility of doubt. 



492 III: FROM 1790 TO 1870 

exponents of economic liberalism to be disregarded on this count alone. 
W^icrc he did live on, in the theory of c>*clcs, his law was \'oted either 
wrong or else a valueless tautology. In our own time he experienced a 
curious kind of renaissance. His Law of Markets was declared—mis¬ 
takenly as we shall sec—to be the basis of the whole structure of classic 
economics in the Keynesian sense of this term (see above, ch. 1, sec. i). 
lliis gave him sinister importance—but at least it gave him importance. 

But e\'en his friends were taken in by that decej^tive scniblaiice of 
superficialit>'. E\cn for those Freneh historians who were ready enough 
to protect his mcmor\', he was primarily the exponent—one of them said 
‘vulgarizcV—of A. Smith’s teaching. To this merit, it is true, they added 
various others, of which we may take notice by anticipation: Sa\’ cast 
the subject matter of economics into the schema—production, distribu¬ 
tion, and consumption; its methodology owes something to him; he 
pointed toward a utility theoiy of value; he helped to establish the triad 
of factors—land, labor, and capital; he emphasized the figure of the eniie- 
prcncur, using the term (uhich occurs in Cantillon); and, of course, he 
was Say of Say's Law of Markets. All of this, as usiudly ])ut, makes only 
a modest case since some of these merits arc per sc of minor impoil.mce 
or even of doubtful \alue. W'e shall comment on all of them in due 
course. At present, wc are concerned with the fundamental error that 
vitiates appraisal of Sa\ ’s position in the histor\ of economics, namely, 
with the usual interpretation of his relation to A. Smith. 

Say’s work grew from purely French sources, if we consider Cantillon 
a French economist. It is the Cantillon-Tiirgot tradition, which he car¬ 
ried on and from which he could have dc\elopcd—whatever it was he 
actually did—all the main features of his anahsis including, by the wa>', 
his systematic schema and his entrepreneur.^ 'Fhc most important of these 
features, and his really great contribution to analytic economics, is liis 
conception of economic equilibrium, hazy and imperfectly formulated 
though it was: Say’s w’ork is the most important of the links in the 
chain that leads from Cantillon and Turgot to Walras. 

Only two facts about his life are relevant to our purpose. Barring some unimportant 
cases during the French Revolution, he was the first I'rcnch academic teacher of 
economics, first at the Conservatoire National dcs Arts et Metiers (1819), later at the 
College de France (1830). .And, for a considerable part of liis life, he was a practical 
businessman and thus enjoyed the advantage of having first hand knowledge of what 
lie was writing about. Intellectuals who know business only fr(nn newspapers arc in 
the habit of congratulating themselves on their detachment. But olnionsly there is 

Although I am pleading for justice to him, I must emphasize that, to some extent, 
this reduces liis claims to originality. Hie Cantillon tradition had never died out in 
France. 

^ In part, the imperfections alluded to are due to the fact that the task is an cssen 
tially mathematical one, which he was not equipped to handle. 'I his adds to the diffi 
culties of doing justice to him also in other respects; his Law of Markets is expressed 
in loose words that may be made to carry different exact meanings. 
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also another side to the matter. The principal items in his list of publications for ns 
are his Traite dcconomie politique (1B03; Prinsep's trans., 1S21, is from the 4th edi¬ 
tion which, however, it is dangerous to use W'ithoiit also referring to the 1st, for Say 
liad a way of forgetting what he really iiieantl and his letters. The Corns complet 
d'econouiie politique pTUtique (1B28-9) does not add a great deal. His works (Oeuvres) 
form vols. ixxii of the Guillauniin Collection des principaux economistes (1840 4S). 
The Traite needs no reader’s guide. But I wish to reiterate the warning that profitable 
perusal is much nnne of a job than it looks. 

J. C. L. Simonde, who called himself ‘de Sisiiioiidi’ (1773-1842), was something of 
a practical farmer and an amateur politician—excellent twercises in realism—but pri¬ 
marily a laicist intellectual, who enjoyed living on the fringe end of le monde, and a 
historian. Mis main achievement is, I think, his llistoirc des repuhliques italiennes du 
moyeii dge (1S07 iS). Of these 16 volumes, I have a skijjping knowledge, which is, 
howexer, more than 1 can say with refcicnce to the 31 volumes of his Ilistoire des 
I'ratu^ais (1821-44). Of the rest of his historical work, which also covers literary' his 
tory, 1 know only his Ilistoire de la chute de Vempire romain . . . (183:51, the .schol¬ 
arly sh(»itconiings of which are [lartly coniiiensatcd for, to an ecoiujinisl. by interesting 
sociological vi.stas and aiialy.scs. His economics are much more 1 ‘jiglish than French. 
His Riciwsse commciciale (1S03), is indeed not quite the Smithian brew it has been 
made out to be, even if we disregard the uii Smithian recommendations in the sec¬ 
ond volume. The real Sisnumdi, the Sisinondi of later years, shows occasionally. On 
the whole, however, the traditional opinion is sufficiently near the truth. Sismondi’s 
rei-miation as an economist rests on his Kouveaux Vrincipes d'economie politique . . . 
which ap])eared in 1819.'' But we know that the essentials of this work had actually 
been written by 1815 for an article that Sisinondi contributed to Bicwstcr's Edirtlmri^li 
llncyclopacdia, tlioiigh tliis article was not published until after the Souxeaux Prirh 
vipes. By tlicii—at the latest—he wa.s in posse.s.sion of all the elements of doctrine 
that are as.sociated with his name. His later works, sueh as his Etudes sur Veconomie 
politique (1S37S). emirlia.sized and developed the main points—and his claims—but 
do not add aiiytliing c.sscntially new," 

Sism()iicli*s work received critical notice immediately, e.spccially from 
tlic Ricardians. As the tide went against the latter, Sismondi's fame in¬ 
creased steadily until, with social reformers and opponents of laissez-faire 
in general, he was eventually raised to one of those positions to which it 
becomes etiquette to pay respect. In part, this was owing to attitudes 
that have little to do with analytic achievement; he preached the gospel 
that the true object of economics is man and not wealth. He attacked 
Ricardianism as mere ‘chrcmatistics’ and as unrealistic clirematistics to 
boot."* He adxocatcd once more the intervention of the state in eco- 

^'Hic 2ik1 edition of the Nouveuux* Vrincipes came out in 1S27 with not insignificant 
changes. 

7 Selections of Sisinoiuli's works have been published in German w'ith an introduction 
and comment.s by Profc.ssor .\monn (i945‘9). Sec also A. Aftalion, J'Oeuvre econoiniqttc 
de Simonde de Sismondi (1899); and H. Grossman, Simonde de Sismondi et ses theories 
economiques (1924). 

” Sismondi never lost an opportunity to extol A. Smith at the expense of the ‘new' 
schooP (the Ricardians). In matters of method, he diagno.sed A. Smith's as truly scien¬ 
tific and 'expcrinicntar (meaning empirical), whereas he condemned Ricardo's as abstract 
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nomic affairs. And he was thoroughly pro-labor. Whoever did any or all 
of these things was as sure of applause from some quarters as he \^as of 
ad\’ersc eriticisrn from others. But it must be added that he was in fact 
one of the most important forerunners of later Sozialpolitik and that 
some of his recommendations—^for example, the recommendation that 
employers should be made to guarantee their workmen sccurih against 
unemployment, sickness, and destitution in old age—are among his most 
genuinely original contributions.® As regards analytic economics, his rejni- 
tation rests primarily upon his argument against Say’s law and his nndei- 
consumption theor\' of crises (if indeed his thcor\' should be thus labeled; 
see below, ch. 7, sec. 6). But e\en if the uncritical recognition that was 
extended to him on this score—mainly by economists whose strength 
was not in economic theory—were more justified than it is, these points 
would not express his true importance in the history of analysis. 

The distinctive feature of Sismondi’s anah sis is that it is geared to an 
explicit dynamic model in the modern sense of this phrase. I’hc terms. 
Static and Dynamic, wc have met ahead). shall use this opp(jrtunit\' 
to take a first step toward a closer acquaintance with their meaning, tor 
this purpose, let us start with a famous statement of Ricardo’s, made in 
a letter to Malthus: ‘You always have in mind the immediate and tem¬ 
porary effects . . . fl] fix my w-holc attention on the permanent state of 
things which will result from them.* This is not ciuite true, but if it were, 
it would mean this: suppose wc have before us an economic process that 
is perfectly balanced and ideally adapted to its data; then let us impose 
arbitrarily some change in some element or elements of it, sny. in some 
prices or quantities; this disturbance will produce immediate adaptations, 
some of which will in turn produc*e further disturbances; Init in the end, 
when CNcrything has had time to straighten itself out, a new perfectly 
balanced state of the economic organism w'ill result that is again ideally 
adapted to its data.*^ Ricardo was evidently of the opinif)n that the im¬ 
portant thing is to investigate the properties of this new' ‘normaI’ state 
in comparison with the properties of that ‘normar state from which we 
started: the new ‘permanent' incomes, prices, and quantities arc com¬ 
pared with the old incomes, prices, and quantities. Vox this procedure, 
the term Comparative Statics came into use later on (sec below', Part 

speculation that had lost contact with reality. It should be observed, however, that his 
arguments, so far as they are valid against Ricardo, arc just as valid against Smith. 

® The more limited modern idea of the ‘guaranteed wage’ may with justice t)e said 
to have been visualized by him. 'I’hc originality of his suggestions stands out in one 
point especially: his idea was to turn the .social costs of labor saving improvements into 
business costs of employers. 

Professor Hollander quoted this letter in his Introduction to Ricardo's Notes on 
Malthus* Principles (ed. 1928, p. Ixxxviii). 

'Phis is by no means always so and, even if it is, requires proof that raises a 
number of delicate questions. Just now we neglect this, just as Ricardo himself neglected 
it. 
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IV, ch. 7, see. 3). It implies, of course, both that the sequence of inter¬ 
mediate or ‘transitionar states through which the system has to pass on 
its way to the new ‘normal* state docs not affect the latter—that is to 
say, that the new ‘normar state deix;nds only on the old ‘normar state 
and on the nature of the disturbance but not on that sequence of transi¬ 
tional states—and also that the transitional states are relatively unimpor¬ 
tant, at least in the sense that they do not present any very iiitciesting 
problems to the analj st. 

Sismondi admitted, just as uncritically as had A. Smith and Ricardo, 
that such a new equilibrium state—he used the term equilibrium—will 
eventually emerge. But he urged that the road toward it may be so long 
and lead through such severe upheavals—he said: ‘terrible sufferings’— 
as to make it practically impossible for the analyst to deal cavalierly with 
the incidental phenomena. So far, so good. Malthus did (independently) 
the same thing. But Sismondi took a further step, credit for which he 
does not lia\e to share with Malthus or anyone else except, possildy, 

with Quesna\'. He realized that the most important of the reasons why 

transitional phenomena arc of the essence of the economic process—and 
hence not only relevant to its practical problems but also to its funda¬ 
mental theory—is that the economic process is chained to certain se¬ 
quences that will exclude certain forms of adaptation and enforce others. 

An examj^le will help. If the money income generated by a gi\'cn process 
of production were always to be spent on the outjDut of this same process 

of production, we should have a reason to belic\e that the public’s 

‘purchasing power’ and the output of goods and services would, barring 
individual errors, alwa>s correspond to one another so that, at least as a 
possibility, the latter could always be sold at cost-covering prices. But 
supijose that the economic process is chopped up into periods in the fol¬ 
lowing wa>: the money income of any period t is generated by prcjcesscs 
of production, the output of which becomes axailablc in period / -f 1; 
and this same income is spent in period t on the output of the period 
f -- 1. In this case, we lose one of the reasons we have for believing that 
income and output will correspond to each other in the sense mentioned 
above: the money income of period t is the result of decisions taken in 
period i, whereas the output offered in period t is the result of decisions 
taken in period f — 1, hence taken in possibly different circumstances—a 
fact that evidently may be a source of difficulties in adaptation and of 
new phenomena incident thereto. The example is oversimplified and 
otherwise unrealistic. But it suffices to show that the economic process is 
a system of periodicities and lags and, by virtue of this alone, harbors a 
world of problems that simply do not exist for Ricardian economics or 
any other economics of the same type. Analysis that takes account of 
this fact and attempts to deal with these problems is called dynamic 

^-This condition would not be sufficient. However, in order to make my point as 
simple as possible, I neglect this fact here. 
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analysis. We shall have to attend to it later on (Part iv, ch. 7 and Part 
v). Now we shall break off an argument that has, for the moment, no 
other purpose but to define the distinctive feature of Sismoiidi’s anah sis. 

Nobody can e\er have been unaware of the facts at which wc have just 
glance 4 . A long list of pieces of analysis could be compiled, from mer¬ 
cantilist times on, that contain, unsystematically and nidimcntarily, some 
dynamic elements. E^cn Ricardo would be represented in this list. But 
Sismondi’s great merit is that he used, systematically and explicitly, a 
schema of periods, that is, that he was the first to practice the particular 
method of dynamics that is called period analysis. Moreover, he saw 
clearly the difference this makes and in particular the disturbances, dis¬ 
crepancies, and hitches that result from the fact that economic life is 
bound to sequences of which every unit is determined by the past and 
in turn determines the future. At the same time, this great analytic merit 
is his onh' one. He handled his own tool—like other ideas of his—so 
clumsily as seriously to impair its usefulness. And all the other argu¬ 
ments he adduced against the Ricardian system, and for the propositions 
that he tried to put in place of it, were technicalh- so faulty as to make it 
easy for the Ricardians to dispose of them and c\en to take him not 
quite seriously. Thus, we have before us, once more, one of those situa¬ 
tions where a man was rightly defeated and, on another level of dis¬ 
course, was nevertheless right. The Ricardian judgment about him pre¬ 
vailed also with the non-Ricardians of the second half of the nineteenth 
century. And the applause of those who appreciated his fervent social 
sympathies or the mere fact that he found hitches in the capitalist proc¬ 
ess was, so far as scientific economics is concerned, no comjDcnsation for 
this—for the competent theorist this applause was rather in the nature of 
a verification of his own adverse opinion.^® 

In the chair at the College de France,^* Say was succeeded by the Italian 
Rossi, Rossi by Chevalier,^® whose tenure extended to 1879, and Chevalier, in 

13 As an illustration of Sismondi’s technical incompetence, 1 refer the reader to his 
numerical argument on pp. 374-84 of the first volume of the .Vouvcdux Principes. Sis 
mondi correctly perceived that his period analysis greatly weakened the ‘classic’ argu¬ 
ment about free competition. But then he tried to show by a numerical example how 
the competitive struggle leads to deadlock; and what his figures actually show is exactly 
the contrary—they display the mechanism by which the hitch will in general be 
avoided. 

^*The College de France is neither a college nor a graduate school in the American 
sense, though somewhat more like the latter than like the former. Appointment to a 
chair is an honor that spells recognition of the appointee’s leading position rather than 
an opportunity for inspiring and directing research. Lectures arc addressed to a wide 
public and sometimes are (or were) frequented by le monde. 

Michel Chevalier (1806-79) w'as undoubtedly one of the most eminent economists 
of that period—known to fame as the Chc\’a 1 icr of the Cobden-Chevalier commercial 
treaty between England and France (i860), which was followed by quasi free trade 
treaties between France and a number of other countries. His various activities, often 
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turn, by his son-in-law, Paul Leroy-Bcaulieu, whose career covers practically 
the whole of the next period. 'Phis academic succession should be noticed be¬ 
cause it was also a succession in spirit and doctrine. In the high heavens, Say’s 
true successor was indeed the great Walras. But on a less exalted level and 
as to ‘applied’ economics, attitudes in economic policy, systematic arrange¬ 
ment, and also as to the lower ranges of economic theory, these men (Rossi 
less than the other two) may be considered as followers of Say and as the core 
of a school which, if wc date it from iSo^, the year of the publication of 
Say’s Traits, boasts of a history of about a century. We shall consider it in the 
next Part. For the present, besides noting that interesting fact itself, we con¬ 
fine oursehes to the following comments. First, so far as nonsocialist ceo- 
iioinics is concerned, this group was not to meet significant opposition until 
the next period. During the period under discussion and a little beyond, it 
ruled supreme, controlling in particular the professional journals and institu¬ 
tions, and also the Societ<^‘ d’ftconomie Politique which was founded, like the 
Jounuil (les economistes\ in i8,j2. Second, the school and all its members were 
—partly, as has been mentioned before, owing to the presence until 184S of a 
strong socialist menace to bourgeois society—strongly liberal in the laissez- 
faire sense and This naturally accounts for the hostilit\' of 

modern critics that also reflects upon Say himself, but it .should be unnecessary 
to point out that their derogatory judgments arc unhistorical. ITiird, the school 
had many members of admirable character, strong intelligence, and great ex- 
perience in practical affairs. But, fourth, owing partly to the practical turn 
of their minds and their too exclusive concentration upon economic policy, 
they lacked interest in purely scientific questions and were in consequence al¬ 
most wholly sterile as regards analytic achie\cnicnt. Their very existence as a 

in the .service* of, but never in siibscr\’icncc to, the French government produced a 
rc.spectablc quantity of valuable work of a factual nature and, occasionally, singularly 
infelicitous predictions .such as that gold would fall in value (in 1859!) and that universal 
free trade would be realized before the centur>' was out. That factual work may be 
illustrated by his Lettres sur rAinerique du Nord (1836) and his Interets materiels en 
France (1836), models of their type. It is, however, to be expected that, for sheer lack 
of time, such a man cannot have contributed to the efficiency of the apparatus of 
analytic economics, and that a history of analytic economics has to mention him mainb 
for the purpose of explaining why that apparatus showed so little improxement for 
decades together. It was not that economists were incapable. Chevalier, e.g.. was beyond 
doubt a very intelligent man whose work of factual analysis, were compari.son admissible, 
many of ns would idacc above that of the mere analyst. But all the energies of many 
of the able men who took to eeononiics were absorbed by the immediately practical— 
invested in a process of production that may be likened to primitive hunting. Chevalier’s 
systematic work (Cours d'economie politique, 1st ed.. 1842 4; a volume La Monnaie 
was added in 1850), the harvest of his lectures at the CollOige de France that kept 
•trictly on the surface of things, bears saddening witness to this—^tliough, for the kind 
of performance it was, it merits admiration rather than contempt. 

10 Some of its members, Chevalier included, experienced however a Saint Siinonist 
spell in their youth. 
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group will appear to the modern radical as a bar to ‘progress/ From a quite 
different standpoint and in a different sense, it likewise appears so to us. 

But a few more names must be mentioned in further illustration. First, I 
shall mention two who stand out from the rest and illustrate the virtues of 
the school at its best, though they also illustrate its weaknesses, Dunoycr 
(17.S6-1S6;;) and Conrcellc'Seneuil.^’ Next we notice J. A. Blanqui and Joseph 
Gamier, meritorious workers who met with success in their own day as well 

Adinirablc men both of them, who always stood uncompromisingly for what they 
considered the right course for their nation to take! Rut in spite of all the genuine 
brilliance—coupled with strong sense—that we find in Charles Diinoyer's De la Liberie 
dll travail (184:;). we cannot rank it as a scientific ])crforinance. Socialists will agree with 
us on the ground that his every sentence was ideologically conditioned and served some 
‘apologetic* piir]V)se. Rut it is not this which motivates our own judgment. If it were, 
we should have to exclude i^ractically all socialist ^^ritings that are not less ideologically 
conditioned. The book adds nothing either to our knowedge or to our control over 
facts. The ease of J. G. Courccllc-Scncuil (1813-92) is different. Ilis Traitc theorique el 
pratique d'economic politique (1S3S); Traite . . . dcs entrepriKcs indualricllcft^ commer¬ 
cialese ct agricolcs (1853); Traite . . . des operations de hanqiie (1S53), to mention 
only a few of the literars' fruits of a busy life, were models of their kind and have served 
as such. Even if one docs not attach much importance either to his rudimentary graphs 
or to certain unsuccessful terminological innovations of his (theory—i:)hitolog\'; applied 
economics—ergonomy), there is in his works that clear grasp of economic affairs that 
comes from firsthand experience and that one misses so much in the modern literature. 
.'\t the same time, I do not think that it is pos.sible to say more for him than this. 
Ilis work illustrates our old truth that it is one thing to be a good economi.st and 
quite another to be a theorist. 

’s J. A. Blanqui (1798-1S54). the brother of the rcvolutioni.st of the ‘putschi.sE type, 
L. A. Blancpii, was also an academic successor of Say, viz. at the Conservatoire National 
des Arts ct Metiers. Me is chiefly known for his Histoirc de Vcconomie politique en 
Europe (1S3'-), an interesting compilation that enjoyed intcrnatirmal success because 
of its indubitable usefulness. Much more important was his Resume de I'histoire dti 
commerce et de Vindustrie (1826), a judicious abstract that seems to me to be ver\' well 
done (considering its date and the resources on which such an undertaking could then 
draw) and his researches into labor economics. Joseph Gamier, 1813 81 (not the Comte 
Germain Gamier, who is chiefly known as the tran.slator of the Wealth of Nations, 
1802, and as a late physiocrat and need not detain us further), was a pupil and close 
associate of Blanqui and an indefatigable teacher, scholastic administrator, and writer. 
His highly successful Elements de Veconomic politique (1845; entitled Traite from 
i860 on; we may add his Elements des finances, 1858, which also grew into a Traite) 
is chiefly interesting as a sample of French pre Millian economics. Mis Elements de 
statistique commands the same kind of interest. Mis annotated French edition of 
Malthus’ Essay on Population (1845) is more significant. Me had to be mentioned 
because it has been said—and, to judge by quotations, not w'ithout reason—that he 
enjoyed international reputation. It may be proper to add here the name of Charles 
Gaiiilh {175S 1836), who also continued to be quoted in that ts-pe of theoretical litera¬ 
ture whose authors thought it nccc.ssary to preface whatever it was they had to .say by 
a complete survey of the older writers wbo had pronounced upon their subject. Mis 
Syst^mes d'economic politique (1809), an early history of economic thought, deserves 
to be noticed on account of its date as well as because it did not fall in, uncritically, 
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as later: both, but especially Gamier, kept on being ciuoted. Third, Dcstutt dc 
1 racy, also, lias been too often quoted, though mainly in the literature of his 
own time, to be jiassed by completely.*** A few others will be inentioned as 
occasions arise. But no occasion will arise to mention Canard and Bastiat. So 
their names may as well stand here. 

Canard’s performance (N. F. Canard, Principes (Teconomie politique, 
iSoi, a curious revival of Cantillon’s Train rentes) is sometimes listed 
among early contributions to mathematical economics (on the strength 
of a Few algeliraic fornnilac that mean nothing) but would otherwise 
partake of the blessings of deserved oblivion, had not a misfortune be¬ 
fallen it. "J’his misfortune consisted in its being ‘crowned' by the same 
French Academy that later on failed to extend any recognition to 
Cournot and ^^'alras. And those Ohmpians who felt their neglect the 
more bitterly on account of the honor done to Canard visited him with 
a scathing contempt that bestowed upon him an unenviable immortality; 
in the history of scientific bodies. Canard is foreser sure of a place. Tlie 
book is, however, far from being the worst that was ever written. It had 
some influence on Sismondi. 

with the prevnilint; eiirreiit of Smith Say free trade. His Theorie de Veconomic poll 
tique . . . (iSisi is redeemed from complete insignificance by its ‘realistic’ or ‘factuar 
quality. 

L. C. Dcstutt, Comte dc Trac>' (17541836) W'as a figure of some importance 
in the intclleetuiil scenery of the Napoleonic F.mpirc (and a little before and a little 
after)—a thinker by the grace of nature, though the latter had failed to add the gift 
of originality. ! Ic had, luoreover, been formed in the eighteenth century world; and 
while such attention as his thought received is an inleiesting .syinptoni of tlie survival 
of cightcenth-eentim^ attitudes, his thought itself is a not less iiiterc.sting example of 
partially successful adaptation. Philosophically, he belongs in the Condillac tradition, 
politically—in spite of a number of critical reservations—among the many heirs to 
Montesquieu. His broadly conceived Clemens d'ideologic (the best translation I can 
think of is one into Scottish: System of Moral Philosophy) began to appear in iSoi, a 
Traife de la volonte being one of the installments. Another installment of what was to 
remain a torso, was a treatise on economics, republished under this title {Traite d’econo- 
mie politique) in 1S23. With due resixict for the spacious wliole of which this treatise— 
which belongs to the Say groiqi—was a coinpoiient part, 1 have to confess that I cannot 
find in it anything to distinguish it except one feature: Dc.stutt dc Tracy was not a 
philosoplier for nothing. He liad an eye for logical rigor. Hence he insisted on neat 
eonccptnali/atioii. One of his definitions—that production means change of form or 
place; Ramsay added time—wa.s taken up by some English economists. But. by stressing 
what may be termed the physical aspect of production, it ob.scurcs the economic one. 
He also insisted that value must be measured in a value unit, it being the essence of 
measurcmeiit to eomiiaie tlie thing to be measured with a given quantity of the same 
thing chosen as a unit (as, c.g., length is measured in meters). Ricardo quoted this state¬ 
ment approvingly, but it is misleading. Other examples could be quoted in order to 
show tliat his preoccupation with logical foundations, which might have produced 
useful results, remained sterile. 
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F’reddric Bastiat's (1801-50) case has been given undue prominence 
by remorseless critics. But it is simply the case of the bather who en¬ 
joys himself in the shallows and then goes be>ond his depth and 
drowns. A strong free trader and laissez-faire enthusiast, he rose into 
prominence b\ a brilliantly written article, ‘De rinflucncc des tarifs 
frangais et anglais siir ravenir dcs deux penples’ {Journal dot chonomistes, 
1S44), which was grist to the mill of the small group of Paris free traders 
who then tried to parallel Cobden’s agitation in England. A series of 
Sophismes economicjiies followed, whose pleasant wit—petition of candle- 
makers and associated industries for protection against the unfair com¬ 
petition of the sun and that sort of thing—that played incrrih* on the 
surface of the free-trade argument has ever since been the delight of 
many. Bastiat ran the French free-trade association, displaying a prodi¬ 
gious activit), and presently turned his light artillery against his socialist 
compatriots. So far, so good—or at any rate, no concern of ours. Admired 
by sympathizers, reviled by opponents, his name might have gone down 
to ijostcrih' as the most brilliant economic journalist who ever lived. 
But in the last two years of his life (his hectic career only covers the 
years 1S44-501 he embarked upon work of a different kind, a first vol¬ 
ume of which, the Harmonies economiques. was published in 1S50. 'I’hc 
reader will please understand that Bastiat's confidence in unconditional 
laissez faire (his famous ‘optimism’)—or any other asjKCt of his social 
phijosophy—^lias nothing whatever to do with the ad\ eTsc appraisal that 
seems to me to impose itself, although it motivated most of the criticism 
he got. Personally, I even think that Bastiat’s exclusive emphasis on the 
harmony of cla.ss interests is, if anything, rather less silly than is exclusive 
emphasis on the antagonism of class interests. Nor should it be averred 
that there are no good ideas at all in the book. Ne\erthclc.ss, its defi¬ 
ciency in reasoning power or, at all events, in jjower to handle the ana¬ 
lytic apparatus of economics, puts it out of court here. I do not hold that 
Bastiat was a bad theorist. I hold that he was no theorist. 1’his fact 
was bound to tell in what was essentially a venture in theory, but docs 
not affect any other merits of his. I have said nothing of the charge that 
he plagiarized Carey that was urged by Carey himself, and then by 
Ferrara and DiihriTig. Since I cannot see scientific merit in the liar- 
monies in any case, this question is of no importance for this book. But 
readers who do take interest in it are referred to Professor IL 'J'cilhac’s 
balanced and scholarly treatment of it in Pioneers of American Economic 
Thought (English trans. by Professor E. A. J. Johnson, 19^6). Ilis argu¬ 
ment establishes, with eonsidcrable success, that much that seems at 
first sight unreliesed plagiarism is accounted for by the h^rcnch sources 
that Bastiat and Carey had in common. Bastiat’s Oeuvres complies 
with a biography were published in a second edition (1862-4). 
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For the rest, wc must be content to notice what I believe to be one of the 
best textbooks of ‘classic' economics, Chcrbulicz' Precis.'-^ 

5. Germany 

In the German section of our picture we sec first of all the old ‘cameralist' 
tradition—the tradition of the German Consultant Administrators—in a proc- 
ess of partial transformation under the influence of A. Smith, 'riiougli trans¬ 
lated for the first time immediately after publication (1776-8). the Wealth 
of Nations took time to become eflcctive. 'I'lic profession of the StaatsMissen- 
schaft did not at first like it much, and, as has been mentioned before, some 
were inclined to put Steuart’s Principles above it. But they experienced a very 
thorough change of heart around 1800, when first a few and before long a 
majority turned enthusiastically Smithian. 'I'his was in fact more natural for 
them than had been the initial resistance because, as has also been men¬ 
tioned, their own ideas had been moving on similar lines for many years be¬ 
fore that. 

Tlie works of Hiifeland, von Jakob, Kraus, and von Soden suffice to exemplify this 
Smithian crnncralisni: Gottlieb Hiifcland (1760 1 Si7), Neue Grundlegung der Stoats- 
wirthsvhaftskinist . . . (1S07-13; the second vohiiiie. on money, is rather interesting!; 
L. n. von Jakob (1759-1827), Grundsdfze der National ohmomie (1805, enlarged and 
improved later 0111; C. J. Kraus (1753-1807), Staatswirihschaft (1808-11); Count F. J. 
H. von Soden 11754-1 S31), Die Nationaldkonomie (1S05 24). Jakob and Kraus were 
also ])}iilosophcrs (Kantians). All four were Sinithians in the sense tliat almost all their 
thought and vork in economics fed and turned ujion the Wealth of Nations. Kraus, 
an influential teacher, >\ho instilled his opinion into many future public servants,' 
einhraecd it with iiueritical enthusiasm: he spoke of it as the only ‘true, great, noble, 
and beneficent system’ and was one of those who compared it to the New Testament 
ill importaiKC. Ilufeland and Jakob, though Smithian enough, did not go quite so 
far as this; von Soden was still more independent. His criticisms of A. Smith were 
not well taken but he occasionally followed lines of his own. In particular, he adum¬ 
brated the idea, later on developed by Li.st. that the true aim of foreign trade or any 
other policy was not so much immediate gain in welfare but rather the development 
of the nation's productive resources, a ‘mercantilist’ point of view, which is of im¬ 
portance not only for recommendation but also for analysis. All four were men of 

2*»A. E. Cherbuliez (1797-1S69), a Swiss lawyer by training and for part of his life 
by vocation, later a politician and professor of economics, was at first a political scien¬ 
tist rather than an economist. I le w'as jjast forty when he seriously turned to economics, 
and he never produced anything original. But he excelled at exposition and his Precis 
dc la science economique . . . (1862), dcscrv'cs notice as one of the high points of the 
textbook literature of that period. Its success was considerable, but rather below its merit. 

'Some of those public servants co-oixjratcd in the Stein 1 lardenberg legislation. 
I’herc is thus a not uninteresting relation bctw'cen the Wealth of Nations and that 
Prussian reformer, von Jakob, who taught at the University of Kharkov as w'ell as at 
the University of Halle, acted as a consultant to official commissions in St. Petersburg, 
and did much toward spreading Smithian doctrine in Russia. 
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some eminence, and I am picparcd to defend my choice. But the reader should under¬ 
stand that several other names might have served equally well. 

'I'wo men should he added wlio are not usually listed as German economists. 'J’he 
one. Count C. F. Buquoy Longueval (17S1-1S51) was a very interesting man: a great 
Austrian nobleman. \ery wealthy, very radical (as an old man he took part in the 
revolution of 1S4S). a gifted dilettante in many fields, more than a dilettante in at least 
two (theoretical mechanics and economics). He wrote, among older things, a I'hearie 
dcr Nationalwirtlischaft . . . (iSis: supplements 1S16 ig) and a tract on money and 
monetary policy, , . . Ein auf echten 'Nationalcredit fundiertes Geld . . , (i8iq), 
both of which are Smithian in their bases but contain several interesting and original 
siigcestions, that of a managed paper currency among others. Man and writings are 
forgotten unjustly, so I think. 

Tlic other man to be added fared better and, having been discussed in 
his day in F.ngland and France, has kept a place in the history of our 
subject: H. F. von Storch (1766-1835), who, though a German by race 
and training, is usually treated as Russian bccau.se of his earecr in the 
Russian service. His historical and stati.stical studies on Russia should be 
mentioned first (especially: Historisch-statistisches CcindhJe [picture] des 
Russischen Reiches am Ende des achtzehnten JahrhundertSy 1797-1S03). I 
ha\c ^skipped’ through the 9 volumes but am not competent to judge 
how far Storch succeeded in exhausting the possibilities offered by his 
materials. As regards his si'stcniatic work iCotirs d'economic politique 
. . . 1S15) and his venture in income analysis [Consideratioris sur la na¬ 
ture dll re\enu national, 1S24) it should be pointed out that tin? factual 
bent of the former and the ethical commonplaces contained in it do not 
justify the habit of historians of doctrine of placing him—as a member or 
as a forerunner—with the later historico-cthical school. He was not more 
'factnaF than A. Smith, and to separate him methodologically from his 
Knglish contemporaries only serves to blur contour lines: Senior's factual 
work is in the reports of royal commissions instead of in his Political 
Economy but this is no reason for speaking of irreconcilable methodolog¬ 
ical differences between the two. If Storch doubted the possibility of 
formulating universal law's about economic phenomena, he did so in a 
sense that Senior and J. S. Mill would have heartily approved, that is, 
in the sense that the concrete economic phenomena, as historically given, 
do not obey simple and universally valid rules. For the re.st, his analysis 
may be best described by the term ‘critical Smithianism*: his bases and 
conceptual apparatus are substantially Smithian but Storch disagreed 
with both Smith and Say on a number of important points. Particularly 
as regards income analysis. Storch has some claim to being listed, along 
with Lauderdale, Mai thus, and Sismondi, as a forerunner of Keynesian¬ 
ism and of similar tendencies that asserted themselves, on and off, later 
on. Howc\cr, if I understand his argument in the Considerations, there 
is not much in it: like all the authors in that line, he neglected, as much 
as other people overstress, the equilibrating mechanisms in the capitalist 
process. But we .shall return to this. For the present, I want to make sure 
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that the reader does not forget this man: though he does not rank high 
as a theorist, he is a significant figure. 

Sinithianisin, increasingly leavened with a little (often misunderstood) Ri¬ 
cardo and relieved of some of the older stuff about eighteenth-century admin¬ 
istrative policy—this is the formula that characterizes the coiiiinon run of 
German economics until and even a little beyond the end of the period under 
survey. I’his material took the textbook shape that proved satisfactory for 
decades in tlie work of Ran.* But from this level and far abo\c it rose the per¬ 
formances of two men of remarkable talent and force, Hermann and Mangoldt. 
In deference to a curious habit of the German historians of economies, 1 add 
Bernhardi. 

Considering that 'rhiinen and Marx followx‘d paths of their owm that 
were not within sight of that common run, we might feel inclined to 
discount tlie reputation of F. B. W. von Hermann (1795-1868) on the 
ground that he stands out for lack of competition. "Jlicre is something 
in this. Nevertheless, his Staatswirthschaftliche Untersuchimgen (1852; 
enlarged ed. 1870; rejirint 1924), though it has not made scientifie his- 
tf)ry, largely merits the many compliments that have been paid to it, 
even by A. Marshall. Hermann’s good sense saved him all the energies 
that others spent on their doubts about ^abstract methods' and that sort 
of thing, and his acute and balanced mind played unimpeded about the 
fundamentals of economic theory. His method was as simple as it was 
meritorious, considering the date of his book: he started from 'supply 
and demand’ and proceeded to investigate the factors behind it. His neat 
coneeptualization did tlie rest and the success w'as considerable: it is 
not generally realized that his work spelled a long stride beyond Ricardo. 
This suffices to characterize his merits as a theorist in a general w^ay. But 
it does not do justice to his factual work (statistical and other), and it 
docs not do justice to the man, who as politician, ci\'il servant, and 
teacher has left his mark upon the formative years of Germany. 

Hans von Mangoldt (1824-68) is much less well known. Nevertheless, 
this ci\il ser\ant and professor (at Gottingen and FVeiburg) was among 
the eentiir>’s most significant figures in our field. Apart from his his¬ 
torical work on the industry of Saxony, there are two important con- 

2 K. II. Ran (1792 1S70), professor first in Erlangen and then in Heidelberg, cer¬ 
tainly had sound common sense, learning, and mediocrity. But if any other qualities 
arc needed for the production of a successful tc.\tbook. he must have had them also. 
The many editions of liis Lehrhuch dcT politischen Okonomie (1826 57: 1st vol., theory 
[the laws']; 2nd vol., applied economics or economic policy, or Polizciwissenschaft; 3rd 
vol.—the best—public finance) arc le.ss indicative of its .sweeping success than is the fact 
that Adolf Wagner thought it w'orthy of being remodeled instead of being replaced by 
an entirely new one. As a teacher. Ran must stand high in the history of economics, 
although little can be said in favor of the book except that it marshalled a rich supply 
of facts very neatly—and that it was just what the future lawyer or civil ser\'ant was 
able and willing to absorb. 
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tributions which we ha\’e to notice: his Die Lehre vom Unternehmerge- 
winn (iS;;: substantially a rent-of-abilih' theory of entrepreneurial gain) 
and his Grundriss dcr Volkswirtschaftslehre (1S65; the 2nd ed., published 
posthumously in 1S71, leaves out the most original element in it, namely, 
the geometrical apparatus that Mangoldt devised for the theory of inter¬ 
national values; but Edgeworth brought it to light again). 

ITicodor von Bcrnhardi (1802-S7) owes his reputation to Roschcr's 
history of German economics. I have called the habit of listing his name 
indefinitely a curious one because there is really no reason for it that 
will stand examination. The title of the work in question I had better 
give in translation: Critical Essay on the Arguments that are being ad¬ 
duced for Large and Small Properties in l.Mnd liSqg). Bcrnhardi, an ex¬ 
tremely intelligent layman of wide culture and experience, discussed those 
arguments no doubt very sensibly. But it was not this \^•llich aroused 
Roscher’s enthusiasm. Bcrnhardi put his topic into a spacious—and 
specious—framework of general considerations about the social and eco¬ 
nomic backgrounds from which English ‘classic’ dt)Ctriiies arose, showing 
their historical and sociological rclativih and their limited \alidit\—quite 
successfully of course—^l)ut also showing inabilit)' to realize the diflerence 
between views or recommendations on practical questions and theorems. 

Since Thiincn and Marx (if the latter should indeed be called a German 
economist at all) arc noticed elsewhere, we are. for the rest, left with last 
and Rodbertus, on the one hand—it is slightly disconcerting to observe that 
Thiinen, Marx, List, and Rodbertus were all of them iionprofessorial econo¬ 
mists—and with Roschcr, Hildebrand, and Knies. the members of what has 
been termed the Older Historical School, on the other. 

Friedrich List (1789-1846) holds a great place both in the opinion and 
in the affections of his countrymen. This is owing to his successful cham¬ 
pionship of the customs union of the German States (Zollverein), the 
embryo of German national unit>'. What this association means to Ger¬ 
mans cannot be understood by members of those fortunate nations for 
which the right to national existence and national ambitions is a matter 
of course. It means that List, like all those whose names are associated 
with that long and painful struggle, is a national hero. I'ar be it for me 
to criticize this attitude or to withhold admiration from List in any other 
respect except the one that unfortunately happens to be the only one 
that counts in this book. Even as a scientific economist, howeser, List 
had one of the elements of greatness, namely, the grand vision of a na¬ 
tional situation, which, though not in itself a scientific achievement, is 
a prerequisite for a certain type of scientific achievement—that type of 
which, in our own day, Keynes is an outstanding example. Nor was List 
deficient in the specifically scientific requisites that must come in to im¬ 
plement vision if it is to bear scientific fruits: his analytic apparatus was 
in fact ideally adequate for his practical purpose. But the individual pieces 
of this analytic apparatus were not particularly novel. 
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List saw a nation that struggled in the fetters imposed by a miserable 
immediate past, but he also saw all its economic potentialities. Tlie na¬ 
tional future, therefore, was the real object of his thought, the present 
was nothing l)ut a state of transition. lie realized that, in an essentially 
transitional state of this kind, policies lose their meaning when they are 
geared to the task of administering an existing set of conditions that is 
visualized as substantially permanent, lliis he expressed by his doctrine 
of ‘stages’—a felicitous device, so far as his educational purpose was 
concerned, but in itself not more than an old eighteenth-century idea, 
hurthermore, he realized (like Soden) that emphasis upon the national 
future modifies welfare considerations ex visu of the present. I’his he ex¬ 
pressed b\' his doctrine of ‘productive forces' (Produktionskrdfte) that in 
his system hold place of honor as compared with the consumers' goods 
that can be made a\ailable at a given level of the productive forces—not 
unfelicitous, this, as an educational device but not much more than a 
label for an unsolved jjroblem. Finally, as regards his best-known contribu¬ 
tion to the irducation of German public opinion on economic policy, the 
infant-industry argument, this is clearly Hamiltonian and part of the eco¬ 
nomic wisdom that List imbibed during his stay in the United States. 

So fully Americanized had List become then that he actualh' advocated 
financing railroad construction by the issue of banknotes, for which prac¬ 
tice there were onh —Aud hardly wholly creditable—American jjrccedents. 

It should be remarked, in passing, that List’s argument about protection 
issues into the free-trade argument: if this is not obvious, we can convince 
ourselves of it by noticing the fact that J. S. Mill accepted the infant- 
industry theory, evidently realizing that it ran within the free-trade logic.-* 
'I'his, I think, does justice to, and at the same time reduces to its proper 
proportions. List’s analytic gifts and performance. 'Fhosc who insist on 
making tlieir hero the possessor of merits of all conceivable types have 
put his thought into spurious relations of the kind that create spurious 
history. He was an heir to eighteenth-century thought. He was an off¬ 
shoot of romanticism. He was a forerunner of the historical school of 
economics. There is not more in all this than that everyone is heir to 
everything that went before him and a forerunner of everything that 
comes after him. He was a great jiatriot, a brilliant journalist with def¬ 
inite purpose, and an able economist who co-ordinated well W'hatever 
seemed useful for implementing his vision. Is this not enough? Of all 
his writings the Outlines of American Political Economy (1827) is the 
most interesting for us because it displays his system in its earliest stage 
of development. His mature work that grew' out of this. Das nationale 
System dcr politischen Okonomie (1841; English trans. 1885), remains 
a classic in the eulogistic sense of the word, all the comments above 
notwithstanding. A new and comprehensive edition of his works {Schrif- 

* Incidentally, it may be remarked that to call List's plans ‘nationalist' or ‘imperialist' 
is to play upon double meanings in both cases. 
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ten. Reden, Briefe) has been published (1927-32) by the German List 
Societ\* (List-Gesellsehaft), which also publishes List-Stiidien. 

Johann Karl Rodbertus’ (1805-75) name also owes something to cir¬ 
cumstances: on the one hand, he did not meet cither the competition 
or the criticism he would have met in England; on the other hand, 
though he spurned class struggle and revolution and was fundamentally 
a conser\'ati\c monarchist, he was also a votar\' of a certain t>'i)e of state 
socialism that was acceptable to a large sector of the public. For the rest, 
his social and political philosophies, including the manual workers* nat¬ 
ural right to the whole product of industry (on the time-honored ground 
that all commodities are products of, or cost, manual labor only), are 
no concern of ours. But certain recommendations must be mentioned 
because they .shed light on the analysis from which the\' proceed. 'I'lie 
proposition that it is the institutional pattern alone that dej^rives labor 
of part of ‘its* product was reflected in his recommendation to change 
this institutional pattern by state action such as taxation (one of the first 
proposals, in the liberalist world of that age, to use taxation for puriM)ses 
other than rc\'cnuc) and to fix not only prices and wages but also prop- 
crt>- incomes. His theory of rent of land was reflected in, but is not es¬ 
sential to. an extremely sensible proposal that has had some jiractical 
effect in Germany, namely the proposal to substitute for the mortgage 
that embodies a capital claim a mortgage that embodies only the right 
to an annual pa\ ment, Ilis theory of poverh and of cy cles was reflected 
in the proposal, which sounds so modern, to eliminate both by a redis¬ 
tribution of incomes. 

Rodbertus’ analytic schema can be most briefl\' and at the same time 
most tellingly described in this way. Fundamentally, and in the same 
.sense as Marx, he was a Ricardian. His anal\ tic effort was an effort to 
develop Ricardian doctrine in a certain direction and was in essentials 
parallel to, though different from, Marx*s effort. According to dates of 
publication, Marx could have derived inspiration from Rodbertns, par¬ 
ticularly as regards the unitary conception of all non-wage incomes— 
Marx’s surplus \aluc and Rodbertns’ ‘rent’—which is a feature of both 
schemata. In the main, however, Rodbertns’ example can at best ha\c 
taught Marx how not to go about his task and how to a\'oid the grossest 
errors. Therefore, and also because Marx’s theoretical de\clopincnts .seem 
to me to follow naturally from Ricardo’s formulations—given the direc¬ 
tion in which those developments were to aim—I do not think that 
there is any cogent reason for challenging Engels’ repudiation of the 
idea that Marx had ‘borrowed’ from Rodbertns. 

To call Rodbertns a Ricardian is, of course, to limit the range of his originality. 
In addition, there is W. Thomp.son’s priority—such as it i.s—for any sort of cxploita 
tion theory, and Owen's for Rodbertns’ labor notes (currency).^ But neither amounts to 

♦ With both Owen and Rodbertns, and in essentially the same manner, units of labf)r 
are not merely what units of gold are in a gold currency, but the incchaiiisin of this 
labor money also serves to ‘correct’ values. 
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much. For his own convenience, the reader should keep in mind the following three 
points that I mention here by anticipation as specifically characteristic of the caliber 
of Rodbertus’ theorizing (all of w'hich have found admirers, however): (i) his tlior- 
oughly untenable theory of rent; (11) his factually and theoretically ecpially inde¬ 
fensible theory that the relative share of labor in the national dividend tends to fall 
in the coiirse of capitalist development; and (iii) his underconsumption thcor>' of 
crises that is based upon the proixisition that overproduction must periodically result 
from labor’s inability to buy back a suflficient amount of its product owing to (ii)—a 
type of uiulerconsunii)tion tlieory that should be, but unfortunately is not, beneath 
discussion. Sisinondi, who has some passages that seem to point in the same dircc 
tion, actually did much better than that. Rodbertus’ most important works are: /ur 
Erkenritniss hustct staaiswirtlischaftlichcn 7Atstimdc (1S42); Sociale Briefe an yon Kirch- 
rnann (i8!>o-5i; I'.nglish trans. as Overproduction and Crises, 189S; 2nd ed., 1908;; 
Zur F.rkldrun^ und AXbhiilfe der heuti^en Creditnoth des GrundbesUzes (186S 9). 
Otliei writings that are of interest to us, including letters that contain some important 
clarification, have bf?en posthumously published from time to time. 'I hcre is a con¬ 
siderable Rodbertus literature, mostly German. I mention only H. Dictzel’s Karl Rod- 
bertus (1SS6.S), which makes up by analytic competence what, owing to its date, it 
lacks in information. It was A. Wagner’s championship that brought Rodbertus to 
the fore in the last two decades of the nineteenth ceiituiy'. 

Reasons will be offered, as \vc go along, for believing that it is in the 
interest of a realistic iricturc of developments in our field to confine the 
concept. Historical School of Ecoiioniics, to the age and to the group of 
Gustav von Schinollcr (sec below. Part iv, ch. 4). This implies that it is not 
good jrracticc to speak of an Older Historical School, a term that has been 
introduced, chiefly for use in the ])olcmic against Schmoller’s ‘historism/ to 
denote a grouj) of writers who, while appreciating the importance of historical 
research, displa\cd no hostility toward ‘theory/ I maintain that such a posi¬ 
tion does not constitute a distinctive characteristic and that the economists 
who arc usualh' mentioned in this connection do not, in any useful sense, 
form a group, let alone a school. But we must notice these economists them¬ 
selves: Hildebrand. Knies, and Roscher. llie first/* a man of restless activih' 

•* Meaning now rent of land in the usual sense and not in Rodbertus’ sense, in which 
rent means jHofits ])ln.s interest plus rent of land. 

® Bnino Hildebrand’s (1812-78) chief work. Die 'SationaVokonomic der Gegenwart 
und Zukunft (184S; new cd. by Gehrig, 1922), displays hostility to the concept of 
natural law (in the sense that makes economic laws epistemologically analogous to 
physical laws); it places emphasis upon the moral-science character of economics (his 
term was Kuliiirwissenschaft as opposed to physics, Natunvissenschaft) and on other 
features that recur in the programmatic pronouncements of the Schmoller school and 
also in W’indclband’s and Rickert’s methodologies of the social .sciences. In addition, he 
did historical research. But his own programmatic ])ronounccnicnt at the head of the 
first number of the Jahrbiichcr fiir Sationalokonornic und Statistik, which he founded 
in 1862, was rcmaikablc for catholicity and obviously not intended to start or to espouse 
a distinct methodological party. In any case, if w'e do wish to label him a historical 
economist, he should be called a forerunner of the Schmoller school rather than a 
member of that triumvirate that does not form any real unit at all. 
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and considerable influence, comes nearest to ha^•ing been a historical econ¬ 
omist in the later and genuine acceptance of the term. Knies, one of the most 
significant figures of German economics, will be mentioned in our survey of 
the next period, to which his main work belongs. This work was in the field 
of economic theory, howcNcr, and his only title to a place in the older his¬ 
torical school rests upon a methodological professio fidei, which is \er\’ in¬ 
teresting as such but, considering his own practice, docs not mean very much. 
It belongs in the period under discussion and will be noticed below (ch. 5, 
sec. 2b). Rosclicr," ^^'ho taught at the Dniversih' of Licip/ig for forh-six >ears, 
added to the influence which this implies the influence of many works that 
never fell below a highly respectable level: honest scholarship and sound 
common sense is written all o\cr them, and the sympathetic understanding 
that his gentle and higliK cultivated mind extended to all types of scientific 
effort helped to make them perhaps more useful to many generations of stu¬ 
dents than would have been more original productions. Marx poked insipid 
fun at him. There were those to whom he looked like an obstacle to ad\ance. 
On the whole, howc\cr, there is hardly another economist of that period who 
enjoyed so nearly uni\crsal respect inside and outside of Germany. W’ith 
complimentary intention, writers who found it difficult to credit him with 
original results have tried to find something original in his method or ap 
proach. This is how he got into the position of being considered cither one 
of the ‘founders’ of a historical school in general or a leader of the so-called 
‘older' historical school. He invited this by siKaking frcciucnth of his his¬ 
torical method or standpoint. But we shall see later that there is not much in 
this and that he should be classified, so far as his analvtic apparatus is con¬ 
cerned, as a very meritorious follower of the h’aiglish ‘classics,’ though a fol¬ 
lower who happened to have a particularly strong taste for historical illustration. 

I think the discussion above blocks out all the salient features of the 
scener\’ that it is necessary to keep in mind for our ])urposc. Incomplete¬ 
ness is essential in a venture of this kind and should need no excuse. 
But all the same it seems desirable to atone for the absence of three 
names that some readers may miss. I have already mentioned Ix)rcnz von 
Stein, in connection with the economic interpretation of history, and 

^ W. G. F. Rosclier's (1817-94) indefatigable industiy turned out a large number of 
publications, of which wc have already mentioned Zur Gescluchle der eni>lisclten Volks- 
w irthschaftslehre im sechzehnten und siehzehnten Jahrhiinderl (1851 2) and Gcschichtc 
der Nationalokonomik in Deutschland (1874), monuments of scholaishi]). Neglecting 
all other items of an impressive list, among them tw'o additional contributions of his 
to the history of economics and several studies in ccoiioniic history, I shall iiieiition 
only his extremely successful System der Volkswirthschaft piihlislicd in five volumes: 
Grundla^en der Nationalokonomie (1854: a 26th ed. appeared as late as 1922; linglish 
trails. 1878); Sationalokonomik des Ackerbaues . . . (1859; J4th ed., 1912;; Xational- 
okonomik des Handels und Gewerhfleisses (j88i; 8th ed., 1913 17); Systetn der I'inanz- 
•wissemchaft (1886; 5th ed., 1901); and System der Armenpflege und Armenpolitik 
(1894; 3rd ed., 1906). 
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should perhaps have included him in this sketch because his most im¬ 
portant works were all first published within the period. 1 have trans¬ 
ferred him to the next, howe\'cr, since his influence was to increase con- 
sidcrabh in the 1870’s and i88o’s. A similar reason motivated my trans¬ 
ferring Alliert Sehiiffle. But I am going to use this opportunih' to com¬ 
ment briefly on Diiliring who does not fit in anywhere else. 

J'Aigen K. Diihring abandon a lawyer’s career owing 

to failure of e\csight ciuickly followed by complete blindness, and there¬ 
upon emlxirked, on the one hand, upon an academic career and, on the 
other hand, upon an intellectual effort that resulted in the conquest of 
a vast domain cxlending from mathematics, mechanics, and theoretical 
phxsics in general, to ethnology, economics, and philosophy. I’he truly 
admirable—in fact almost unbelievable—feat was, however, that in sev¬ 
eral stretches of that vast domain he attained the mastery requisite for 
original achiexement. In particular, he published a brilliant history of 
mechanics [Kritische Geschichte der allgcmeinen Principien der Me- 
chaiiik, 187;)? which, when awarded an academic prize, drew from the 
judges the curious comment that the level of the work was far above 
what would have been neccssar>’ to win the prize; and, more important, 
it was ai)preciati\ely noticed by Ernst Mach (see preface to first edition of 
the latter’s Mechanics). In the history of the anti-mctaphysical and 
positi\ist currents of thought, moreover, he cannot fail to retain a promi¬ 
nent place. In another sphere of thought—that philosophy of life 
which corresponds to the earliest meaning of the term philosophy—he 
de\eloix‘d an attitude or s\stcm which we may like or not, but which 
is both interesting and original (he called it ‘personalism’). And there is 
his soc ial philosophy—or system of .social reform—that is entitled to the 
same comment (he called it ‘societary’; it has some affinih' with that of 
Rodbertus). '1 he reasons why this significant thinker should have met 
with litlle except rebuffs are to be found mainly in a temperament that 
was at the same time generous and aggressive and that, by ferocious at¬ 
tacks, made enemies of practically all the individuals and groups he no¬ 
ticed at all. lie experienced a revival, however, in the 1920’s. All this 
had to be said to make it quite clear that any disrespectful attitude 
toward him is entirely out of place, and also to protect what folIow'S from 
misunderstanding. 

In the field of economic sociolog>' he has indeed a considerable performance to his 
credit, n.'iindy, the anti-Marxist theory—which is partly tenable—that many of the 
property relations of the capitalist era have resulted not from the economic logic of 
caiatalisin. but from an extra economic sequence of political causation. But in no other 
respect, since we exclude ]iolitieaI thought and policy recommendations, is there, for 
us, jiositivc contribution to report. He was—^strange to say, considering his achievc- 
iiient in mechanics—a bad technician. He had no awareness of the analytic W'eaknesses 
of siicli an arenment as that caiiitalist property (for institutional reasons) keeps the 
working class at a level of minimum of existence and deprives it of the fruits of tech¬ 
nological iinprovement (wherefore the state must step in to assure labor of its appro- 
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priatc share—again an affinity with Rodbertus). He had an unbounded enthusiasm for 
Carey and went into paroxysms of rage about Bastiat’s plagiarism: but he displayed 
no grasp of either tlie strong or the weak points in Carey’s system. And since this is 
what matters to us, we .shall have no occasion to inentioii him again. Of niihring’s 
works tlie following are in our field: Carey's Utnwiilzutiii der Yolkswirtschaftslehrc 
und Socialwisscnschaft (1S65); Capilal tind Arbeit . . . Kritischc Grtmdlc^ 

i/ng der Volkswirtschaftslehrc (1S66); Kritischc Gcscliiclitc der Xationalokimamie imd 
des Socialismus (iS-ii: Cursiis . . . (1873). See K. Laskinc, ‘I.es Doctrines econoni- 
itjiies et sociales d’Fugeiie Diihring.* Revue d'histoire des doctrines economiques et 
sociales (1912) and G. Albrecht, Eugen Dtihring . . . (1927)- 

6 . Italy 

The political and administrative structure of every nation reflects itself in 
the organization of its scientifie work. Thus, like everything else, scientific 
work was higlily centralized in France. In Fngland, quite different conditions 
produced a similar result: wc find in every field, including economies, a rela 
ti\ely small and closely knit group within which severe .selection operated to 
reduce to a few the name.s of real significance. Such structures arc ens> 
to describe. German economics, being much more decentralized, presented 
greater difficulties. Italian economics was still more decentralized. And I 
confess my inability to draw, in the available space, any satisfactory picture 
at all. All that can be said in general about the economic research, which 
was done during this period in the various centers of national life, is that 
it was not on the same level with the achievements of either the earlier times 
of Beccaria and Verri or the later times of Pantaleoni and Pareto. 'Mn's shows 
in many ways, particularly in the dominating strength of foreign influence. 
I’hc leads given by A. Smith, Malthus, Ricardo, and Say, whether accepted 
or subject to adverse criticism, were the starting points and material for work 
that was often able but primarily derivative. Hence also the characteristic in¬ 
terest both in Italian works of the past (the fifh* volumes of Custodi’s collec¬ 
tion of the Scrittori classici italiani di economia politica appeared i So^-i6) ' 
and in the translation of foreign works (the 1st and 2nd scries of the Bib- 
lioteca delVEconomisia appeared, 1850-68). Tliis is all the more remarkable 
because examination of available facts reveals plenty of ability in the per- 
.sonncl of Italian economics. By way of illustration, I mention two men of 
conspicuous brilliance, Rossi and Scialoja, whose careers also point to the 
cause—we know it already and it is always the same story—of the relative 
weakness of the scientific performances of strong men.^ Two examples of 

^ In Spain we find the same phenomenon; Juan Sempere y Ciiarinos* Biblioteca 
espanola economico-politica was published 1801-21. 

-1 wish I could draw' a picture of Pellegrino Rossi (1787-1S48), whose failures in his 
many political activities reveal more ability than do the successes of other people. This 
Italian, who became a Swiss constitutional reformer and professor of Roman history, 
then a professor of economics and constitutional law in Paris and a Peer of France, 
then French ambassador to Rome, and then again Papal prime minister, produced 
among other things a Cours d'economie politique (1840-54; the 3rd and 4th vols. 
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rcl<iti\c ^\cakllcss of performance in economics that were simply due to width 
of ran^e are N'^alcriani and Romagnosi.'* 

More concentrated effort produced significant performance in the cases of 
Cjioja and l iioco in the earlier and of Messedaglia in the later part of the 
period. Choja’s ^ work may be described best as an attempt to rewrite the 
Wealth of Naliom from the standpoint of the united Italy lie visualized. 
Pearls arc hidden in an unprofitable liea]) of rubbish—that is partly redeemed, 
however, by the statistical work it contains. It is easier to do justice to Fiioco.-* 
lie was a theorist of note who docs not merit oblivion. In some pieces, for 
example the one on the use of the concept of limits in economics, he dis¬ 
played considerable originality. Ilis conception of economic equilibrium in 
some rcsi)ects marked progress bc>ond Sa\’s. lie is regularly mentioned in 
Italian historie.s—mainly, liowcver, in connection with his preoccupation with 
the theory of rent—but seems to ha\e exerted no influence at all. 'Jhis was 
different with Messedaglia.*’ I have chosen him for mention because of the 

verc i>iiblishccl postluiiiiously) that merited its success but does not merit any further 
ineiition in a history of analysis. All tlic vast cultural hoii/oiis, all the practical insialits 
that sliow throiidiout, do not alter the fact that, analytically, it was diluted Kicardianisin 
plus a little Say. Antonio Scialoja (1817-77) wrote a nondescript J princifni della eco- 
nomia sociale (184c.;)—that was, however, very well written and correspondingly suc¬ 
cessful—and not much else. Rut he was 23 when this text came out! W hat could a 
man have done who was able tii accomplish such a feat in the absence of polities, 
public .service, and so on. all interspersed with imprisonment, exile, cabinet office. 

L. M. \'aleriani (1738-1S2.S) was something of a polyhistor and much admired in 
his time and country. The little steam he reserved for economic.s was put to good use, 
however, in his tlrcory of prices {Del prezzo dcUe cose tuiie mercantili, iSobi, which 
ct)uld have taught Senior and Mill how to handle supply and demand functions. 
Italian historiography credits him (and Scialoja) with having used mathematics. But 
his (and Scialoja'.s) merit in this respect hardly goes much besond the perception of a 
great possibility Other Italians perceived this po.ssibility, c.g. Fuoco. O. D. Romagno.si’s 
(i-bi 1835) name survives in the histors* of law and criminology. He was also a 
philosopher and something of a mathematician and physicist. Rut his economic 
philo.sophies, which were of an nnti-etatiste but equalitarian nature, are not worth our 
while—they may be de.scribcd as the foothills of Italian utilitarianism. 

^ AVIelchiorre Choja (1767-1829). Opere principali (all 1 know) were posthumously 
edited, 183840. 

Francesco Fuoco (177"-!841), Sasigi economici (1823-7) Jmd lutroduzione . . . 
deU'economia industriale (1820). .\nothcr interesting piece of work that holds a position 
in the long coiitrovcr.sy on the jirodiictivity of credit, Magia del crediio sTclata, was 
published in 1824, in pursuance of a curious business transaction by W'elz, who posed 
as the author. 

Angelo Mc.s.scdaglia (1820-1901) was professor of law and later on of economics and 
statistics in Fadua and Rome. Ilis quiet profe.ssorial life, which suffered interruption by 
])olitical activity for a brief period only, had its share in liis achievement as had his 
bent for patient research. Rut the divine spark was not lacking. He affords an excellent 
example for the study of the particular combination of gifts, tastes, and circumstances 
that make for solid scientific success and arc adequate for reaching any ranks but the 
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strategic position he holds in the history of Italian economics and statistics. 
MafFeo Pantaleoni expressed, I believe, the opinion of a large majorit)' of 
the Italian profession when he wrote that Messedaglia was one of the three 
men—the other two being Cossa and Ferrara—whose tcacliing formed ‘all’ (?) 
Italian economists of the subsequent period in which Italian economics was 
again to shine so brightly. 'I his solid achievement rests on no one of his in- 
di\idual performauccs taken by itself, though most of them are of a high 
order of scholarship, for example, his monographs on public loans, population 
—tmly those two belong to the period—statistical theory, and inone\'. More 
than by their indi\idual contributions to their subjects, the\’ iiifliieuccd as 
messages of the spirit of scholarship and as examples of research that refuses 
to serve the day. Wc add Nazzani for the same reason that justifies inclusion 
of Cairncs with the English economists of the period—he was j^erhajjs the 
most eminent Italian exponent of ‘classic’ thcor\- and his chief contributions 
belong here in spite of their dates." 

Besides being woefully incomplete,** this sketch suffers also from the iin- 
possibility' of giving due weight to the factual work done by Italian econo¬ 
mists, particularly on agricultural problems including problems of ownersliip 
and tenancy, which would aflEcct our impression considerably. But little can 
be done about this. Of texts, I shall mention, besides Scialoja’s, also Boc- 
cardo’s and the one I personally like best, dc Cesare’s.’^ The most conspicuous 
figure of Italian economics of that period and perhaps for twenty years bcNoiid 
it, Ferrara, I left to the last. He was a great leader. He formed a school of 
his ow'n. But affection and admiration for him has cr\stallizcd so as to lend 
to his figure enlarged dimensions. 

Franecsco Ferrara ii8io-]c;oo) was primarily a scholar and teacher. 
But he was also a politician who played his role in the formation of a 
united Italy and in the task of organizing the new national state. 1 men¬ 
tion those activities and also his passionate interest in the issues of eco¬ 
nomic policy for two reasons. First, they cx])lain wh\-, like Ricardo, he 
speaks to ns from a pedestal that did not consist of .scientific achievement 

highest. Any work of reference will supply the reader with a list of his publications, 
a few of which will be mentioned later on, 

"Emilio Nazzani h832-1904^ Sulla rendita fondiaria (1872), republished with three 
other essays Swages, profit, English ‘classics’) in one volume, i SSi. 

^ One of the many lacunae may be filled by mentioning the history' of Italian eco 
nomics, Storia della economia pubblica in Italia (1829), by Conte Pecchio, whom 
McCulloch—of all men—reproached for national bias! 

*G. Boccardo (1829 1904). Trattato teorico-pratico di economia politica (1853), the 
answer to the student’s prayer before exams. Another Millian treatise. Carlo de Cesare’s 
(182482) \ 1 anuale di economia pubblica (1862), though also ‘classic’ fuiKlaincntally. 
w'as something more than that, much broader and deeper than Hoccardo’s. It was the 
work of an eminent man w'hose bibliography includes many an excellent report on 
many a thorny question—of one of those men w'ho are invaluable servants to their 
nations, indeed so entirely given to this service that knowledge would never advance 
by a yard if there w'cre not other mental types. 



REVIEW OF THE TROOPS 


513 

alone: Italians may well revere the great economist as one of the found- 
ing falheis of their state. Second, those activities and his attitudes in dis¬ 
cussion of practical issues are very revelatory of his character: wc behold 
a man of the most punctilious honor and conscience, impervious to any 
temptation—in environments that offered many—a single-minded lover 
of his nation, uncompromising to a fault; but wc also behold a doc¬ 
trinaire of almost unbelievable inflexibility. I’.conomically and politically 
he was an ultra-liberal in the sense defined in the second chapter of this 
Part. And the slightest deviation from this ultra-liberalism was anathema 
to him. In this respect, like many liberals, he was tyrannically intolerant 
—a godsend for the opponent who knows how to make use of this trait, 
lie ne\'er seems to ha\e so much as tried to understand any standpoint 
but his own. Sozialpolitik simply roused his wrath. 'Phis is relevant for 
us because as he was in politics, so he was in science. He entertained an 
uncritical confidence in the powers of economic theory: hence the his¬ 
torical school, also, simply roused his wrath. Such leadership e\ideiith' 
has its dangers. But wc must not forget its merits. Strength of conviction 
com inecs. And it can hardly avoid onc-sidedness and narrowness, h’errara 
carried the flag of economic theory over an arid stretch of ground, keep¬ 
ing it ali\e, inculcating interest in it as only ardor can, stimulating his 
audiences, prejjaring the ground for better things to ctmic. This was his 
aehie\ement and it was great indeed. But his own exploits in the realm 
of theoretical analysis were, all the compliments of later writers and all 
efforts at favorable interpretation notwithstanding, distinctly unsuccessful. 

He saw clearly enough that economic phenomena and problems form a 
coherent set and that it is the theory of value which unifies them. But 
as the jrrinciplc of this theory of value he adopted Cost of Reproduc¬ 
tion in terms of labor, a principle that can be made general only by the 
most desperate twists of logic and, in any case, tells us little more than 
the old cost-of-prodiiction jjrinciple docs if properly stated. There would 
be no point in singling out for criticism examples of impossible pieces of 
reasoning. Let us rather admire the strategist who won \ ictorics with such 
defective equipment and add that both his learned discussions of older 
authors and his pieces on banks, government fiat money, and other sub¬ 
jects contain many valuable things. His most important work, the Ksame 
storico-critico di economisti e dotirine economicbe del secolo X\TII e 
firinia meld del XIX (1889*90) has been mentioned above. I or a much 
more fa\()ral)lc appraisal, see Professor G. H. Bousquet’s brilliant sketch. 
Tin grand ^conomiste Italicn, Francesco Ferrara,’ Revue dhistoire eco- 
nomique et sociale^ vol. xiv, 1926, and also the introduction and notes 
to I'crrara’s Oeuvres eeonomiques choisies (cd. by G. H. Bousquet and 
J. Crisafulli, 1938), 
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7. United States 

For the preceding period, we found that the small economic literature of 
the United States did not quite deserve the low opinion that a majority of 
American economists seem to entertain about it. For the jjcriod under sur\ey, 
however, the opinion that Dunbar expressed in 1876, namely, that American 
literature had contributed ‘nothing towards dc\eloping the theory of iM)litical 
economy' ’ has not been invalidated by the information made available by 
more recent research. It is indeed not true if we take account of problems 
rai.sed, suggestions made, and factual work done, but it is true if we em¬ 
phasize the word theory. Since this is the opinion prevailing in the profession, 
our account can be brief. Before presenting it, I wish to ask the question ^^hy 
that should have been so. 

Minds that are unfamiliar with the sociology of scientific effort take it for 
granted that analysis follows the practical problem or, to put it differently, 
that it is induced by the needs of life. But in this ease there were plenty of 
practical problems and they were eagerly discussed, sometimes with a degree 
of passion that was quite out of proportion to their importance. Nevertheless, 
we find hardly more than traces of an impulse to develop anah tic tools for 
dealing with them. Moreover, there was plenh' of demand for economic teach 
ing—the quantih' demanded was much greater than was the supply of com 
petent teachers—\\hich called forth courses and textbooks in rcsi^oiisc. One 
would think that giving a course or >^Titing a textbook would induce a man 
to do at least a little thinking for him.self, and that it would be difficult for 
a man to do either without asking himself when reviewing his dcii\ati\c ma¬ 
terial: ‘Could I not do better than this?' But evidently this is not so: the 
demand for courses and textbooks produced courses and textbooks and not 
much else. Docs this not show that there is something to one of the theses 
of this book, namely, that need is not tlic ncccssar\' and sufficient condition 

1C. F. Dunbar (1850-1900), ‘Economic Science in America. 1776-1876,’ Snrth 
American Review, 1S76, reprinted in his Economic Essays (1904I. For more information 
that I am going to present, the reader is referred to E. R. A. Seligman, ‘Economics in 
the United States,’ two articles that are combined into a chapter of liis Essays in 
Economics (1925): F. A. Fetter, ‘Tlie Early History of Political Economy in tlie 
United States,’ Proceedings of the American Philosophical Society, 1945. Among other 
American publications on the subject, I wish to mention particularly J. R. 7 ‘urncr, llie 
Ricardian Rent Theory in Early American Economics (1921); and the useful bibliogra¬ 
phies in M. J. L. O’Connor, Origins of Academic Economics in the United States 
(1944). The most important non American contribution seems to me to be I'’, ’reilliac. 
Pioneers of American Economic Thought in the Nineteenth Century (trims, from the 
French by E. A. J. Johnson, 1936), a scholarly book that I feel all tlie more bound to 
recommend because its approach so completely differs from mine. [Mad J. A. S. com¬ 
pleted his llistors', he w'ould have added Joseph H. Dorfman’s Economic Mind in 
American Civilization, of which the first two vols. (1946; cover the period 1606 1S65, 
and the third vol. (1949) the period 1865-1918.] 
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of analytic advance and that demand for teaching produces teaching and not 
necessarily scientific achievement? The solution of the riddle seems simple, 
however. We have it as soon as we obscT\c that absence of creative research 
^^'as not peculiar to American economics of that period. We find the same 
state of things elsewhere, for example, in the fields of mathematics and theo¬ 
retical physics where there is nothing to record until we reach the lonely 
peak that was W illard Gibbs—although there was no lack of technological 
problems, some of w'hich, moreover, were solved wath striking success. Tliis 
suggests a common cause, and I do not sec how we can avoid finding it in 
the conditions of the country and the aptitudes of her men: the task of ex¬ 
ploiting the possibilities of the natural environment—which, given the social 
structure, presented itself in the form of unparalleled opportunities for business 
enteri)Tise—both absorbed the creative talent of the countr\’ and drew to it 
talent of this t\pe. Circles that did cultivate intellect and scholarship W'cre 
quantitatively unimportant and sterile in scientific initiative. 'Iliis, I believe, 
agrees wilh what Dunbar meant to convey, although he expressed himself in 
a manner that invites objection.^ 

But I ha\c emphasized the word thcoiy*, and what I meant by it was analytic 
ap])aratus. No such emphasis is needed in the cases of any of the textbooks 
1 know, for they were eommon])lacc, and worse, in any and c\ery respect, 
'reaching fed mainly on McCulloch and Say, and where homc-growm texts 
were used, it was McCulloch and Say again, except for some contributions of 
the Carey school.^ But as regards the most significant figure in that period’s 

2 Professor F. A. letter (op. cit., preceding footnote) has in fact objected to an 
explanation by ‘environment’ (rightly, of course, because the word itself explains nothing) 
and replaced ‘eiiviionnicnt’ by two other factors: ‘false authority’ (of the English 
‘classics’) and interested partisanship ‘which blocks the path to disinterested .scientific 
effort.’ Blit the first of these factors needs to be explained in turn: for the hold of 
authority, false or not, is not a matter of euuTse; the creative mind does not submit to 
authority; and, following this line, we are led back to the environment that either does 
not contain scientific talent or else absorbs it into other pursuits. As regards the partisan 
spirit, it was surely not absent in England, where economic analysis did flourish all the 
same. Nor docs it in itself interfere with scientific effort. Einally, w’ith great respect for 
Professor Fetter’s high anthority. I beg leave to remark that professors arc not e.xcmpt 
from bias and that 1 sense some in the attitude of many excellent men to the nationalist 
school: surely, another interpretation may be put on the protectionist views of 
American economists of that and later times than subservience to either pecuniary 
interests or prejudice. 

Oil Say’s success in the United States and also on his influence upon Carey, see 
Teilhac, op. cit.; the Prinsep translation of Say’s Trade was first piibli.shed in 1S21. 
An American edition of McCulloch was published by J. McA’ickar, the first incumbent 
of the chair of political economy at Columbia. Destiitt de Tracy w'as introduced to 
the Amciican public, by no less a personage than Jefferson, in 1S17. Of the home¬ 
grown products, the Rev. Francis ^\’aylalld^s Elements of Political Economy (1837) 
was, I believe, the most succc.ssfiil. Having heard and read a number of scathing com* 
mciits about it, 1 experienced something like agreeable surprise when I read it. 
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American economics, Carey,* that restrictive emphasis upon theory is very 
much needed. For he lacked creati\'cness only in that respect. And his case 
points an interesting moral about what technical deficiency may do to a man's 
reputation in the long run: ^ Carey's name has no doubt suffered much more 
from political animosity than from that deficiency; but nobody could have 
treated him with contempt had he stated his case with tolerable competence. 

Carey's idea of the fundamental unity of all science—a sort of generalized 
Comtism—was not the idea of a man whose intellectual life is enclosed by 
tariff walls. The man who propounded once more the fundamental sameness 
of scientific law in all departments of kiunAledge was no doubt wrong; but 
there was an element of greatness in his errors. And the man who could con¬ 
ceive of the United States as a world unto itself, with all this implies eco¬ 
nomically, morally, culturally, had no doubt the gift of grand vision in the 
same sense as had List. In the light of this vision, his protectionism and his 
‘harmony’ of agricultural, manufacturing, and commercial interests—his con 
ception of a ‘balanced’ economy—acquire a new significance and one that is 
completely ONcrlooked by all those who saw nothing in him but a mouthpiece 
of the business class. \\'e need not like that protc:ctionism and vve need not 
like Carey's whole vision. In particular, we may feel that the United States 
would be a happier place and would have attained a higher cultural le\el b\‘ 
now if a larger part of the country’s energies had gone into other than busi¬ 
ness pursuits and if, in consequence, her industrial dcxclopment had been 
slower. 'Ihis, howc\er, is a matter of personal exaluation and docs not excuse 
us from recognizing that Carey’s was a great \ision and tliat, in most respects, 
this vision expressed adequately both the situation and the spirit of the coun¬ 
try. Moreover, we cannot excuse ourselves from recognizing that this vision 

* For a list of his more important followers, see F. A. Fetter, op. cit. p. 5611. 'riicy— 
and presumably others—formed a school in our sense and also had personal contact 
with the Master, which was how they referred to him. The school was called and also 
called itself ‘nationalist,’ but it should be obsened that this term entirely lacked the 
connotation of aggressiveness it has today. 

® Henry C. Carey’s (1793-1879! economic opinions were in part conditioned by those 
of his father, Mathew, who already felt himself to be the leader of a ‘nationalist 
school.’ Of the son's works, those that arc most imyiortant for ns arc; Essay on the 
Rate of Wages . . . (1835; this first economic piece of his already displays his charac¬ 
teristic w'eakness on the side of analysis); Princifjlcs of Political Economy (1837 40); 
The Pasty the Present, and the Future ^1848); The Harmony of Interests, Agricultural, 
Manufacturingy and Commercial (1851;; Principles of Social Science (18389); and 
Unity of Law (1872). This list neglects his writings on money and credit and several 
other things. The next to the last item is the one read and suffices for those who do 
not wish to make a thorough going study of Carey. We need not go into the Carey lit 
eraturc Ixryond mentioning again his German admirer, Diihring. J. S. Mill described his 
Principles of Social Science as the ‘worst book on political economy I ever toiled 
through’ (G. O’Brien, ‘J. S. Mill and J. F.. Caimes,’ Economica, November 1943, p. 
274) and said that he never met with ‘such an apparatus of facts and reasonings in 
which the facts were so untrustworthy and the interpretations of facts so pen-ersc and 
absurd' (ibid. p. 280). 
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was independent of its deplorable analytic implementation and capable of 
being implemented more satisfactorily. This, however, is precisely what Carey’s 
crities refused to recognize. Most of them were more or less well-trained econ¬ 
omists. I'licy had no difficulty in showing that Carey’s theory v^as no good at 
all. And, on the strength of this, they condemned his message w'ithout making 
it clear—and presumably without being aware of the fact—that the essentials 
of this ines.sage were beyond the range of theoretical analysis. 

A comparison of Carey with the English free traders, on the one hand, 
and with List, on the other, will bring this out still more clearly. Tlie English 
free traders and List also argued from a comprehensive social and political 
vision that we nia\' or may not accept; both, moreo\'cr, argued from their re¬ 
spective national standpoints; both, finally, advocated policies that suited some 
group interests better than others. In all these respects there is no difference 
whatever between the eases of Carey and of either the English free traders 
or last excei>t. of course, so far as our own preferences are concerned. But the 
English free traders implemented their visions and their politics analytically 
and with success—the theorem of comparative costs was a major contribution 
to our analytic apparatus. This is the reason why they may claim a place in 
the historv' of scientific analysi.s—not because of the advocacy of free trade 
per se. List made no original contribution to the analytic apparatus of eco¬ 
nomies. Hut he u.sed pieces of the existing analytic apparatus judiciously and 
eorrcctiv . And this, too, spells scientific merit. Carey’s case differs from both 
in that he made negative contributions to analysis. And my point is that this 
was entireh unnecessarv cither for the analytic implementation of the manner 
in which he saw American realih and problems or for the formulation of his 
policies, including protection, balanced economy, and all. If he lacked the 
gifts of the creative analyst, he could have used existing analytic tools as did 
List and. taking up his stand on United States data, could have argued that 
English views on many economic problems did not apply to American con¬ 
ditions and had to be modified by introducing other factual assumptions. Had 
he done sf) with a modicum of competence, his detractors would still have 
retained all the animunition in the arsenal of politics, but he would have been 
all riglit on the scientific front. 

lie was, however, unable to distinguish the theoretical from the factual 
element in English free trade teaching and distinguished neither from the 
clement of political volition. He saw only the practical recommendations and 
naively thought that thev- followed from theoretical premisses which it W'as 
therefore incumbent upon him to demolish, root and branch.® Instead of say¬ 
ing simplv that ‘pressure of population’ was, for the calculable future, evidently 
of no importance in the United States, he entered upon an infelicitous attempt 
to refute the Malthusian theory. Instead of saying simply that the most im¬ 
portant j>ractical—social and political—implications of the ‘Ricardian’ theory 
of rent did not apply in a new country, he argued ineptly (in the Principles 

® It will be seen that he thus committed the same mistake that was committed by his 
free-trade critics. 
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of Social Science, 1858-9, not before) that this theory w^as totally invalid be¬ 
cause cultiiation did not topically proceed from richer to poorer soils, but 
from poorer to richer.* Instead of simply emphasizing the fact that under 
conditions of rapid development, rising cost curves are incessantly shifting 
downward so that the Ricardian theorem that equates prices to the cost of 
the ‘least favored’ producer loses much of its practical importance, he dis¬ 
cussed decreasing and increasing costs as if they embodied conflicting proposi¬ 
tions about the same phenomenon. And in his highest flight, his theory of 
value, he blundered so catastrophically as to crush its one good point, 'lliis 
theory is a labor-quantity thcor\' that contains the improNcnicnt that it is 
not the labor quantit>- actually invested in a commodity but the labor quantity 
necessary for reproducing it that determines its \alue.** He observed that this 
quantit}' falls rapidly in the course of technological progress. And from this 
he inferred that labor’s relative share must increase in the course of tech¬ 
nological progress—which, besides being actually false, does not follow from 
the logic of his argument. In this case, it is particularly clear tliat what he 
strove to e.xpress was by no means wholly wrong: a competent theorist could 
have worked it up into a valuable contribution; but he made it read wholly 
wrong because he was unable to find for it the correct expression, 'rhcrc is no 
need to go on. But one interesting question remains. Plcnh- of people admired 
Carey’s diagnosis of American reality and shared his views on economic jjolicx 
and his enthusiasms. A prize, in terms of success and reputation, awaited the 
man who could ha\c weeded the errors from his volumes and put his s>stein 
into a defensible shape. Moreover, this prize was not hidden—and there were 
followers for whom it would have been the most natural thing in the world 
to pick it up. Why did nobody tr>? Well, opportuniri' is only a necessar\ 
and not a sufficient condition for a great performance. It does not of itself 
produce the man capable of using it. And the brains that could have done 
the job were producing boots. 

However, though nobody undertook the task in all its wide dimensions and 
though nobody undertook it effectively even in any of its parts, a nimibcr of 
WTiters did attempt it within a narrow^er compa.ss and with inadeciuate force. 
TTiesc writers were not all of them forerunners or followers of Carey. Nor 
did they form any school in our sense of the term. But, reasoning as they did 
on the same data and problems and, to some extent, in the .same spirit, they 
produced publications that have some affinit}' with Carey’s as well as a certain 
family likeness between one another. Some of them described their economics 
as American Political Economy, and this phrase may be fittingly applied to 
all of them. They were all more or less protectionist. But the family likeness 

^ The reader will realize, of course, that it is not his assertion about historical fact 
that condemns Carey as a thinker—for it is possible to put up a case for liis theory 
that, historically, poorer soils arc cultivated before richer ones: this may occur for more 
reasons than one—^but his belief that this assertion, true or false, is relevant to the 
Ricardian theory. 

®This theory, which Carey elaborated in his Principles of Political Economy (1837* 
40), differs essentially from Ferrara’s theory of cost of reproduction. 
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extends beyond tliis feature to others that are more relevant to us, namely, 
to the features of their modest analytic apparatus that was for the most part 
dcri\ed, by either acceptance or criticism, from A. Smith. There was, however, 
no first-rate man among them, and they made next to nothing of the great 
opportunity before them. Nor did they attain any dominant position. Accord¬ 
ingly, the> do not dominate the following list, which offers, I believe, a fairly 
representative samjde of that period's United States economists: Raymond, 
Rxerett, 'f ucker, Bowen, and Amasa Walker.® If we like, we can include in 
American performances also List's early book, which was a typical product of 
the American enviromnent, and possibly also John Rac's great work, which 
was discussed in the first section of this chapter. Of course, this excludes 
writings on money and banking and the still more important factual work 
that was done by United States economists. 

8. Factual Work 

In the course of the review above, we have repeatedly had occasion to 
coijiniend the admirable factual work done by men who are usualh' classed 
as ‘general economists’ or even as theorists only but who are not fully under- 
stocjcl unless the proportion of their time and energy that went into the hunt 
for. and the presentation of, facts is taken into account. Let us glance once 
more at a selection of relevant names, great and small: Blanqui, Chalmers, 
Chevalier. Gamier, Cioja, Malthus, Messedaglia, McCulloch, Mangoldt, James 
Mill (llistorv of India), Roschcr, Senior, Storch, and Thiinen. 'Hiis list, which 
could easily be lengthened, suffices to show that the economics of the period 
under survey, taken as a whole, was anything but the speculative thing it is 
sometimes made out to be and that the opinion—the source of much pointless 
controversv—that the economics profession then neglected factual research is 
utterly unfounded. 'I'hc opposite opinion would in fact be nearer to the truth: 

® For a more favorable appraisal than is implied in my way of mentioning Daniel 
Raymoncl (17S61S40), who wrote Thoughts on Political Economy (1S20; 2nd ed., 
entitled Elements of Political Economy, 1823) see Tcilliac. op. cit. 'Ihe difference is 
largely aceonnted for by I’rofcssor 'leilhac's emphasis upon the cconoiiiic-thoiight aspect 
of Raymond's work, which is indeed more interesting than is his analysis. The presence 
of analytic effort imist, however, be recognized. He produced a theory of capital (in the 
ill!erinediate goods sense) that, considering its date, is not without merit. On A. H. 
Fverett’s chief perfonnanee, see below, ch. 6. George Tucker (1775-1861) W'lote, 
among other things, Laws of Wages, Profits, and Rent Investigated (1837); for other 
contributions of this not insignificant economist, see l>elovv. see. Sb and ch. 7, sec. 3. 
Francis Bowen’s American Political Economy {1S70; first puhl. as Principles of Political 
Economy applied to the Condition, the Resources, and the Institutions of the American 
People, 1S56) stands here only because of its title. Amasa W alker’s (1799-1875; father 
of Irancis A. W'alker) Science of Wealth (1S66) must he mentioned as a representative 
pcTformanec of the ‘non-American’ line of United States economics. Perusal of the 
hook w'ill give the reader a good idea of what this economics then had to offer. For the 
rest, the reader finds all he needs for further study in Selignian, op. cit. 
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many of the shortcomings of the 'classic’ analytic apparatus find their most 
natural explanation on the h\pothcsis that the amount of work bestowed upon 
it was inadequate, whereas it is not possible for us to level the analogous 
criticism at the period's factual work, especially if we include, as we must, 
the work of economic historians and of the students of legal institutions that 
we have sampled already in the preceding chapter. I’his section will present 
additional examples of important t>’pes of factual work and thus help to round 
off our picture and to establish our thesis that the 'classic’ period fully main¬ 
tained the tradition of factual research that, as we know, harks back to the 
sixteenth century. 

[(a) Tookes History of Prices.] Of particular interest to us is the hpe of 
analxsis that combines presentation and explanation of facts in such a way 
that the two cease to be distinct tasks and mutually condition one another 
at CNcry step: the type of analysis that arrives at its results by means of dis¬ 
cussing individual situations, ^^'^c must be content to notice the peak achieve¬ 
ment of this genus, the History of Prices and of the State of the Circulation 
from 1792 to 1S56 by Tookc and Ncwmarch.' A better title would liave been: 
Analysis of England’s Economic Processes from 1792 to 1S56, with Special 
Reference to the Condition of the Currency and of Credit, jevons called it 
‘unique,’ and so it is. Never before or after has that method been used on an 
equally large scale, or, so far as influence upon purely theoretical research is 
concerned, with similar effect, ^^^lcthcr the authors handled it as well as they 
might have done is another question. I am not alluding to the fact that, of 
course, they argued for one policy and, still more obviously, against another: 
this docs not impair the value of either their facts or their reasoning, both 
of which may be appreciated by any opponent of their \icws concerning de¬ 
sirabilities. Nor am I alluding to the discursiveness and repetitiveness of their 
work: in ‘realistic’ theory of this hpe neither is without its function—the 

1 Thomas Tookc (i-"4-iS58) was the author of all six volumes, if the term ^author’ 
is taken in the sense of the Latin auctor. But only the first four volumes list and 2nd. 
1838; 3rd, 1840; 4lh, 1S48'! were substantially his work, the collaborators playing the 
role of research assistants. I’he last two volumes (1857) were mainly the work of W'illiam 
Newmarch (1820-82), who, though greatly influenced by Tooke, holds his place in his 
own right. Newmarch, besides being one of the more important critics of PeeVs Act 
and the doctrines of the ‘currencT school,’ was a leading member of the Royal Statistical 
Society, and the originator of the Economist index number and the same journars 
‘Annual Commercial History'.’ As regards index numbers (wliich, by the way. were not 
used in the History of Prices^ a striking example of economists’ resistance to new 
methods), he was not particularly original, but the ‘Commercial History' is an inter¬ 
esting model for an interesting type of work. Economists are even today not fully alive 
to its .scientific imjjortancc and to the methodological questions it raises, and have 
hardly succeeded in bringing modem theory to bear upon it or in otherwise improving 
upon Newmarch’s performance. The History of Prices has been republi.shcd {1928), ed. 
by Sir T. E. Gregory with an introduction that fully discusses its nature and origin, and 
should be carefully perused by the reader. This reference is to replace a survey of the 
various writings of 'l ooke's that paved the way toward the History. 
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method is csscntically one of ‘thrashing out’ tilings, and this cannot be done 
with Ricardian brevity. I am alluding to more fiindamental defects of which 
no trained reader of these volumes etin fail to become aware \cr\ quickly. Both 
authors were no doubt deficient in command of economic theory. "lookc was 
in addition a somewhat ‘woolly’ thinker—who often impaired his ease by miss¬ 
ing the opponent’s point. And this told. Not only did his arguments sometimes 
call forth derogatory coirimcnt. that was quite justified as far as it went; but 
also, his authority, great as it was in his day and as it remained for the rest 
of the century, was never what it might ha\e been had there been more 
theoretical edge to his thought. 'J’he work is ne\erthelcss a classic and an ex¬ 
ample to follow. But it seems to cry out for rewriting by a better-trained or 
else a more adroit hand. 

[ib) Collection and Interpretation of Statistical Materials.] Though any¬ 
thing Init a novelt>', work of the kind of which 'I’ookc’s and Newrnarch’s is 
an outstanding instance W'as in that period powerfully proi)elled by the open¬ 
ing up of new sources of statistical figures. 'I’hosc were the times when go\- 
erninents began to establish statistical bureaus and commissions; when the 
first attcini)ts were made at international co-operation (the first international 
statistical congress met in 18^^); when statistical societies emerged almost 
c^■erywhere—in Tngland, for instance, several were founded in the 1850’s, of 
which the Statistical Society of London (1S54) presenth chartered as 
the Royal Statistical Socich To a great extent tlic compilation, from the raw 
material provided b\- the official bureaus, of presentable statistical records re¬ 
mained the task of individual investigators, as it had been in the preceding 
jXTiod, especially but not exclusively of the men who by virtue of their official 
position were able to command the requisite assistance. But these investigators 
were no mere diggers. They did not confine thcmschcs to marshalling data 
and to developing estimates: many of them also offered interpretations. And 
so we find, flowing from this source, another stream of work that differed 
indeed from Tooke’s and Newmarch’s in that it started from the statistical 
material instead of from the economic problem and, in consequence, em¬ 
phasized the statistical information per sc more than had 'I’ooke and New- 
inarch. But, though sometimes only as a by-product, they turned out analytic 
work as well. 

Attention has been called, in our sun'cy of prc-Sinithian times, to what may 
be described as anahscs of the economic state of a coiintr\. In the period 
under discussion, this line of research produced a number of performances for 
which Colqiihoun’s, Porter’s, and Tucker’s will serve as examples.'* 'Plicy— 

2 1 'lic American Statistical Association was organized in 1838. 

•’Of Patrick Colqiihoiin’s (1745-1820) many waitings, only two need be mentioned, 
his Treatise on the Population, Wealth, Power, and Resources of the British Empire 
. . . (1814), uninlclligciitly sneered at by McCulloch, and the anonymously published 
Considerations on the Means of affordinf* Profitable Employment to the Redundant 
Population of Great Britain and Ireland (1818). 1 ’he first is particularly important, not 
so much because of its estimates of national wealth, but because of the economic reason¬ 
ing, however primitive, which is offered in explanation of the facts presented, and of the 
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and others of the same type—no doubt suffer from the fact that their authors 
did not know how to use economic theory as a tool of factual analysis; but 
as far as this goes they are in the same boat with modern publications of this 
kind. Other hpcs of that period’s statistical economics will be rci^rcscntcd by 
the names of McCulloch. Baxter, Dictcrici, Villcrme, I.e Play, and W’clls. 

McCiillocirs (see sec. 2 above) most significant statistical work, his Dictionary, 
Practical, Theoretical, and Historical of Commerce and Commercial SaviLiation, 18^2 
—a heroic labor—is in spite of its dictionarx* form, a treatise in which facts and anal 
ysis intertwine very effectively. This was the kind of thing at which he was really gootl 
—tlie man should in fact not be judged by his Principles alone. 

Robert D. Baxter was an economist of major importance. His careful 

and competent handling of his figures, and his nmeh quoted estimates lof national 
income and wealth), admirable though the>- are. constitute the least imjioitant of his 
services to economic .inalysis. Of much greater interest for us arc his bold \cntines 
into the statistical tlieory of the benefits that accrue to the public from railroads and 
of the pressure and incidence of taxation (for which purpose he also collected family 
budgets). 'I’hesc studies are not faultless, mainly because he was weak on the pure 
theory .side, but the mere fact that he made a serious attenii)t to answer numerically 
such questions as how the burden of rates divides itself between landlord and tenant 
should secure for him a place in the histoiy of econometrics. 1 want to refer especially 
to: The Budget and the Income Tax I'lSboh Results of Raihvay Extetision (iS66i; 
\ational Income: the United Kingdom (iSfiS); The Taxation of the United Kingdom 
(1869). In Memoriarn by his widow is well worth leading. 

Karl K. Dictcrici (1790-1S59) was a professor of Political I’conomy iStaats 
:vissenschaft} and director of the Prussian Statistical Bureau in Berlin. Statistische 
Vbersicht der wichtigsten Gegenstdnde des Verkehrs iind Verhrauchs ini preiissischen 
Staate und im dcutschcn Zollverbande . . . (iS^S .\lso inijiortant: Der Volks 
wohlstand im prcussischen Staate . . . (1S46) and Vher prciissischc '/.iistande, fiber 

attempt to state and to solve problems—to paraphrase factually, as it were, the more 
popular doctrines of the times. 

On a larger scale, and with greater success, this was also done by C^.eorge R. Porter, 
a civil .servant and for some time chief of the statistical department of the Board of 
Trade. His Progress of the Nation in its Various Social and Economical Relations, from 
the beginning of the Nineteenth Century to the Present Time (iS‘^6 4^i has received 
deserved credit as the standard record of F.nglish economic dcvelo])incnt during the 
first half of the nineteenth century, i.c, as a source book of economic facts and figures. 
As such it has been remodeled—very freely indeed—and continued by Mr. I*'. Hirst 
and his associates (1912). But this is not what matters for us. Tlic relevant point is 
that the work, as originally planned and executed, is really a treatise of general cco 
nomics, dealing successively with population, production, interchange, i)nblic rniancc, 
consumption, acciiiiiiilation, moral progress, and colonics in a inanner not entirely dis 
similar to Mill's Principles, of wliich, in a sense, it ought to he considered as the com 
panion volume: in jiarticiilar neither Mill's free trade nor Porter’s free trade is comidete 
witlioiit the other. 

(korge Tucker lias been mentioned already and will have to be mentioned again. 
The work of his that is relevant here is: Progress of the United Stales in Population and 
Wealth in Fifty Years (1843; 2nd ed., 1855). It is mainly a .study in U.S. demography. 
For us, however, more important is the fact that it is also a study in economic analysis. 
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Arbeit und Kapital (1848). His cldiglitful serenity in matters of 'method* dcscr\'cs to 
be recorded. 11 is lecture De via el ratione oeconomiam politicam docendi (1835), 
tliougli stressing quite reasonably the fundamental importance of the historical aspects 
of the economic process, arrives at the result which might be said to sum up, by 
anticipation, all that ever came of the methodological squabble of a century: et mere 
pliilnsophundo et mere experiendo erratur. And he showed his good sense by extolling 
Ricardo’s attention to facts. 'I'hoiigh he never embarked upon a vcntuie as compre¬ 
hensive as Porter’s, his neat and trustw(»rtliy publications of the results of the statis 
tieal bureau he directed are glorified by his grasp of the needs of scientific economics 
that enabled him to pick out fertile projects. ’Phus, his statistics of consumption con¬ 
tinue to this day to render as.si.stance to analysis.^ 

The work that justifies the inclusion in our sketch of the name of Louis R. Villerni<f: 
(1782-1863), who was not exclusively, or even primarily an economist, is his investiga 
tion. undertaken as a research project (quite as such things are done today) under the 
Aiatkniic dcs Sciences Morales et Politiques, into the conditions of labor in several 
I'lench inaniifacturing industries: Tableau de I'etat physique et moral des ouvriers 
emphtyes dans Ics manufaeiures de coton, de laine, et de sole (18401. 11 is recoinmenda 
tions |])rotcction to children) do not interest us here. 'Phe work is important as an 
(uitstanding instance of a large class, in which method of procedure has hardly made 
any progicss at all since that time. 

P. C;. Picdcric l.e Play (1806 821, mathematician and mining engineer by training 
and inofessor of metallurgy by vocation, figures here and not in the next period al¬ 
though some of the jniblications and activities that made his international fame be¬ 
long to the latter. Phe Socictc Internationale des Ltudes Pratiques d’Lconomie So- 
ciale, which \\;is founded by l.e Play in 1836, started the publication of a fortnightly 
review, Reformc sociale, in 1881. The work that is relevant to our purpose was done 
during the period under discussion: Lcs Ouvriers europcens (1st cd., 18^5; ziid ed., 
1877 0). He was not a technical economist and lieartily despised the misunderstood 
bits of economics he knew. Nevertheless, he deserves a place in the historv' of economic 
analysis because of his method of studying family budgets that may some day help to 
bring into existence a theory of consumption worthy of the name. It consists in an 
immensely painstaking investigation of a limited number of individual cases, each con¬ 
sidered as intensively as possible, in the whole setting of its social, moral, and cultural 
conditions. We cannot go into the program of social betterment that is associated with 
the name of that great man. But he fonned a school that is associated with that pro¬ 
gram and continues work along that line. 

A.s lias been mentioned already, statistical economics flourished in the 
United States, and from the famous Hamilton Report on Manufactures 
(1791) to the end of the period wc observe an ever-broadening stream 
of such publications. Ho\vc\cr, wc shall be content to add another illus¬ 
trative instance, namely, the earlier work of D. A. Wells—his later and 
miieh better-known work belongs to the next period."’ He turned to cco- 

* Among other things, they established the fundamental fact that the consumption 
of the masses may fall in cyclical upswings (that it may fall in prolonged spells of 
inflation is of course common knowledge). 

I'lavid A. Wells (1828 98) was a geologist and chcmi.st who had published a suc¬ 
cessful textbook in each of these subjects before he took to economics and the civil 
service during the Civil War. 'Ihe two publications that should he mentioned here 
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nomics in his early middle age, attracted by his interest in the practical 
questions of his day and country, and our analytic apparatus owes noth¬ 
ing to him. Yet he was a significant economist whose works repay study 
even today. He was a master of the art of making the most of imperfect 
material.*^ MoicTncr, his sound and conscientious mind enabled him to 
represent the elements of a situation in their right perspective without 
precisely knowing wh>': his was that sound practical judgment in which 
many of the best theorists are woefully deficient and which was to show 
up to still greater effect in some of his later publications. 

Of course, all that I have been able to present in this section is a 
scatter of instances that in addition may not have been the best to choose. 
Thus, barring what is implied in mentioning Tooke and Newmarch and 
also Senior, I have entirely neglected all the scientific economics to be 
found in English official reports. It is hoped, however, that even these 
bits of information will help the reader to form a correct idea of the 
scientific situation of that period. But the question must, I sui)pose. 
arise in his mind how, under the circumstances described, it was possible 
for even the most unfair of critics to speak of undue preponderance of 
‘theoretical speculation.’ The only answ-cr 1 have to offer is this. Criticism 
of scientific economics comes to a great extent from ignorant outsiders, 
and these ignorant outsiders include many individuals who call them- 
sebes economists. Ihis fact alone makes it understandable that criticism 
mistook the significance of a feature of that period’s economic work that 
we ha\e noticed before. Economics then gained the status of an estab¬ 
lished field. This meant, among other things, greater specialization not 
only of individuals but also of publications and the emergence of jjurely 
theoretical treatises. It is hardly possible to overlook the factual com¬ 
plement in the Wealth of Nations —though some critics seem to have 
accomplished even this feat—and it is still less possible to oNcrlook the 
factual work in Vauban’s Dixme royale. But if an economist, such as 
Senior, chooses to deal with the analytic apparatus of economics sep¬ 
arately, then it is much easier to overlook his factual work—especially 
if it be hidden in commission reports—and thus, comparing the Outline 
with the Wealth (which is of course absurd), to arri\c at the discovery 
that there is a methodological gulf betw'ccn the two and that Senior was 
indulging in pure speculation whereas A. Smith was keeping his eyes 
upon historical fact. 

[(c) Dexelopment of Statistical Methods,] The groups of workers in any 
department of scientific knowledge should not perhaps be compared to the 
corps of an army. For the latter, at least in principle, move according to some 
plan, whereas the scientific groups are essentially unco-ordinated: one group 

arc: the famous Our Burden and our Strength (1864) and his Reports of the Special 
Commissioner of the Revenue (1866-9). 

® Professor Kuznets has told me that Wells’s estimates of national income arc deserv¬ 
ing of confidence which, considering the data at his disposal, represents an even greater 
feat than Baxter’s, who had at least income-tax data to go on. 
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ruslics on, the others lag behind, and each fails to gi\e support to the others 
or to avail itself of the possible support it could derive from tlicm. The progress 
in statistical method illustrates this. We have already noticed that there was 
considerable advance on the probability' front. We should add to this the 
Gaussian law of error and the method of least squares, achievements that 
meant an important addition to the economist’s box of tools. IIowe\cr, noth¬ 
ing to speak of came of this opportunity' during this period in which, on the 
contrary, the statistician’s pure theory and the economist’s pure theory were 
almost coiiipletely di\orced—to remain dhorced until our own day. I wonder 
if I can create in my reader’s mind the proper feeling of surprise at this. Let 
us for this purpose transfer ourselves into a better world and, from this better 
world, look at the situation of economics. We then behold a field in a large 
part of which reasoning is essentially and inevitably quantitative—surely all 
economists would ha\e acquired a saving knowledge of mathematics. But even 
if they failed to see the necessity of doing this in order to improve their pure 
theory, would they not surely do so in order to impro\c their handling of 
statistical figures, to the iniimrtance of which, as we have just seen, they were 
fully alive? They would be on the lookout for new tools of statistical research 
and, of course, rush to use them if they were proffered, as they were being 
j)roffered, from outside. And wc should expect the author of the period’s 
leading treatise, J. S. Mill, laboring in the sweat of his brow, to acquire and 
to teach command of those tools. Observe that, with a profession intelleetiially 
ali\e and moderately conscious of the scientist’s duties, there would have been 
nothing impossible in all this. But as a matter of fact, if wc let our glance 
shift back to the real world, wc see nothing of all this until about a century 
later, and esen then all wc see is a painful struggle to realize it. What wc 
do sec, for the jKTiod under discussion, is ignorance born of intellectual in¬ 
ertness or else, which comes to much the same thing, preoccupation with the 
practical problems of the day that life itself sobed without needing any assist¬ 
ance. It was not quite so in demography or what is usually understood by so¬ 
cial statistics. This is our only opportunity to mention the name of Qiictelet. 

Adolph Quetdet’s (1796-18-4) importance for our subject is small—I know of no 
economist of that period whose economics show's any traces of his influence, lie was 
a mathematician and astronomer, and entered the Add of social statistics by the door 
of probability. Here, so far as I can sec, his merit is confined to meritorious propa¬ 
ganda; there is nothing original in his Lettres d 5 >. A. R. le due regnant de Saxe- 
CoburgGotha sur la theoric des prnbabilites, appliquee aux sciences morales et poli- 
tiques (1846). Hut he ioined the brilliant band of statistical administrators who during 
that period led and inspired the new' statistical bureaus and, with indefatigable energy, 
did much to improve methods and projects and especially to promote inteniational co¬ 
operation. 

He was much more than that implies, Iiowevcr. His vigorous and original investi¬ 
gations into the distribution of human characteristics mark a step in advance that had 
never to be retraced and, as an example to follow', had eventually also ,some importance 
for economics. Hut he took another step that, after a brief success, had to be retraced: 
he plunged into a philosophy of a sort of statistical determinism by conceiving the 
theory that those investigations were revealing a stable type of average man whose 
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properties linked up with simple general ‘causes/ deviations being of the nature of 
errors of obsei^ation in the Gaussian sense. He thus hoped to reduce, on a statistical 
basis, the methodology of the social to that of the physical sciences. The develop 
ment of thought in this matter went wholly against this theory, and many serious 
workers came to consider it, perhaps more than is justified, as a mere freak. His 
merits concerning anthropometry are of course not affected thereby. See especially his 
Sur riiomrne . . . (1835; English trans., 1842), later expanded into his Physufue 
socicilc . . . (1S60) and, for criticisms. G. F. Knapp, 'Quetelet als Theoretiker/ and 
several other notes. Jahrbiicher fiir 'Nationalbkonomie und Statistik (i 871-2) and Maurice 
Halbwachs. La iheoric de Vhomme moyen (1912). 

Economists even failed to avail themselves of the most primitive cle\ ices for 
presenting figures. All the more necessary is it to notice the fact that at least 
simple charting—line, bar, circle, and pie graphs—had 1)ecn intiodnccd into 
economics right at the beginning of the period by Pla\fair.’ Moreover, there 
is no excuse for the hesitation with which fact-presenting economists took to 
the use of price index numbers or theoretical economists to the task of pro¬ 
viding a thcorv' for them. \Vc have seen that the idea had emerged before 
A. Smith. A great step toward full realization of the importance of the method 
was made in 1798, when Sir George Shiickburgh Evehii presented a paper to 
the Royal Socictv' in which, with apologies for treating a subject so much 
below the dignity of that august body, he used an index number—of a primi¬ 
tive kind no doubt but which was superior to Carli's—for measuring the 
‘depreciation of money.’ ^ Lowe ^ added nothing to the idea of a ‘tabular 
standard’ beyond Evelyn’s, but he improved the technique and recommended 
the use of index numbers for the purpose of ‘lessening the injiirv' from fluctua¬ 
tions and giving a imiforin value [over time] to money income,' that is. of 
creating a .stable unit of deferred payments—the idea that was to become .so 
popular in the next period and still more so in the 1920's and 1930’s. G. 
Poulctt Scrope seems to have been the first to introduce the subject into a 
general treatise (1833). 

* William Playfair, brother of the physicist, John Playfair, to whom he gave credit 
for having .suggested his graphical methods, was a man of varied experience in business 
and economic journalism. He first introduced those metliods in Iiis Coinniercial and 
Political Atlas ('1786). which contained 44 charts and was translated into hreneli. His 
mo.st telling graph, however, was used to illustrate his argument in A Letter on our 
Agricultural Distresses: it displays the course of the price of vvhe.it and of wages over 
250 years. See Fiinkhouscr and Walker, ‘Playfair and his Charts,’ Economic History, 
February' 1935. with illustrations. I owe iny acquaintance with Playfair's work to this 
article, and know only the two publications mentioned. Em others, sec the biblio 
graphical note appended to the article. 

* Philosophical Transactions, 1798, I’art i. Arthur Young (Enquiry into the Progressive 
Value of Money in England, 1812) was the next to follow him and the first to attack 
him. 

** Joseph Lowe, The Present State of England in regard to Agriculture, Trade and 
Finance (1822), a book that seems to have met with some success and contains many 
interesting discussions, e.g. on population. The author is, however, very unfair to 
Evelyn’s pioneering attempt. 
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1. J. S. Miij. AND Ills Principles, E'awcett and Cairnes 

Mill’s Principles was not onl> the most successful treatise of tlic period under 
survey hut also qualifies well for the role of the period's classic work in our 
sense. Having decided to choose it as headquarters from whicli to survey the 
general economics of that period, we had better begin by a preliminary glance 
at the man and the book. 

lohn Stuart Mill (1S06-73) was—John Stuart Mill. Tliat is to say, he was 
one of the chief intellectual figures of the nineteenth eentury and is so fa¬ 
miliar to every educated person that it might seem superfluous to add any- 
tliing to wliat can be read in dozens of books. Morco\cr, most of what econo¬ 
mists need to know about him has been admirably said b\' Sir \\’. J. Ashley in 
the introduction to his edition (1909) of the Principles, which I hope is in the 
hands of every student.' A few points must be touched upon all the same. 
Most of us have heard or read of the severe intellectual training to which 
James Mill, the father, subjected his son from early childhood and which, 

* Attention is called particularly to the api^cndix of this edition, which puts, with 
substantive .succe.s.s, many items of Millian doctrine into their relation to contemporane¬ 
ous, earlier, and even later thought, and should Ik: carefully studied. For the rest, com¬ 
petent analyses of Mill’s economic work arc rarer than are competent appraisals of his 
work in philosophy and logic. But there is one that has been written by a master: 
Edgeworth’s article—‘Mill, John Stuart,' in Palgravc*s Dictionary —on no account to 
be omitted. Moreover, K. Caiman’s Theories of Production and Distribution (3rd cd., 
1917), the most important individual reference for this and the next chapter, discusses 
Mill’s economics very fully. 
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much more cruel and injurious than daily whippings would lunc been, ac¬ 
counts for that impression of stunted growth and lack of \'ital strength that 
comes to us from many passages in the imposing \^ork of his life. Most of us, 
I suppose, also know that it was first a salary and then—after 1S58—a pension 
from the East India Company which financed his needs (fairh- comfortably), 
and that his duties, though not on the average very arduous, liieant furtlier 
injury to his thought: as has been pointed out already, not only interruption 
but also mere anticipation of possible interruption paralyzes crcati\c rescarcli. 
Then, too, his unflagging interest in current issues caused additional interrup¬ 
tion and loss of energy. This interest and the office combined account for the 
incessant hurry that all his writings display, c\en the one that is the most fin¬ 
ished of all in a litcrar\' sense, the essay On Liberty, Finally, being all intellect 
and having been taught to despise any but intellectual interests—and of these 
all that do not come within the pale of utilitarianism, though he outgrew tliis 
part of his father's teaching as he did others—he ne\er knew what life rcalK is. 
He did create an intimate foyer for himself b>' his friendship and, later, mar¬ 
riage witli Mrs. Taylor. But he intellectualized that too, and anyone who has 
an ear for the note of h\ steria in the Preface to the essa> On Liberty will need 
no other indications—to be gleaned, for example, from his Autobiography —in 
order to feel that he lacked many of the requisites, not indeed of the theorist 
but of the philosopher of social life. 

W’e behold the picture of the purebred laicist radical. But, unlike other 
laicist radicals, this one never allowed indoctrination to stifle criticism. W ith 
an honest} and internal freedom that cannot be too much admired, he tfiok 
the critical axe to the foundations of his laicist and utilitaiian religion—for this 
is what it was—and, still more important, he opened the doors of liis mind to 
any message he w'as able to comprehend. He tried to get on terms with the 
ideas of Carlyle and Coleridge; - he studied Saint Siinonism and Comtisin pro¬ 
found!}'; b}- his critique he proved how seriously he took the question raised by 
the Hamiltonian philosophy; and, honestly wrestling with all this and much 
besides, he actually allowed himself to be .drawn away from liis early moor¬ 
ings. He was the opposite of a zealot. Not only the range of his interests but 
also, in a sense, the range of his comprehension was quite abnormally wide. 

2 In two articles contributed to the London and Westminster Review fi8^S and 
1840, reprinted in Dissertations and Discussions, vol. i) J. S. Mill formulated his mature 
opinion on the contribution of Coleridge and his group to sociology and. by impli¬ 
cation, on their influence upon himself. Perusal of these articles must, I think, enhance 
our respect for their author. Mill goes a long W'ay toward accepting their criticism of 
eighteenth-century rationalism—and the ‘interest philosophy of the Bcntham School’— 
and shows himself quite open to their romanticist conception of history: in fact, I do 
not think that the man who wrote these articles—and the passages on James Mill’s 
theory of government in the Logic (sec above, ch. sec. 5c)—can properly be called 
a utilitarian at all. But he understood technical economics too well to throw it over¬ 
board on that account. To critics who did not understand it equally well, this looked 
like hesitation and like endless shifting of standpoints. Actually, how'cvcr, his views w’cre, 
in this respect, perfectly consistent and, in addition, far ahead of his time. 
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But now I have to add a point that is extremely difficult to make and very 
liable to be misunderstood. You can travel far and wide and yet wear blinkers 
wherever you go. Mill’s comprehension never went below^ certain layers—W'c 
have noticed this already when discussing his Logic —and his intellect never 
got o\'er certain barriers. What was below these layers and beyond those bar¬ 
riers he put down as nonsense by means of the well-known trick of our sub¬ 
conscious apparatus of self-defense. 

C-)f his three great works, the Logic (1843), the Examination of Sir William 
llamiltons Philosophy (1865),’* and the Principles of Political Economy with 
Some of their Applications to Social Philosophy (1848), only one is in our 
field, ’riie list of his other writings * strengthens an impression that interests 
other than economics were dominant with him. since the list contains only 
one item tliat deals with questions of technical economics: Essays on Some 
Unsettled Questions of Political Economy, containing his freshest and most 
original contributions to economies. And in fact, if we claim him for our own, 
ncserthcless, we must alw'ays remember in justice to the man that, after his 
late twenties, he ne^cr was a full-time (or even ‘full leisure-time’) economist 
e\ee])t in 184:5-7, when he wTOte the Principles. As regards the influences that 
helped to shai)c his economics, those of his father and of Ricardo himself come 
first, of course. But 1 have said already, and have emphasized by my refusal 
to include J. S. Mill in Ricardo’s school, that the economics of the Principles 
are no longer Ricardian. 'I’liis is obscured by filial respect and also, independ¬ 
ently of this, by J. S. Mill’s own belief that he was only qualifying Ricardian 
doctrine. But this belief was erroneous. Ilis qualifications affect essentials of 
theory and, still more, of course, of social outlook. Ricardianism meant no 
doubt more to him than it did to Marshall. But Mill’s and Marshall’s cases 
are similar in that for reasons of their own, commendable or not, they stressed 
Ricardian influenees unduly at the expense of others. From Marshall’s Prin¬ 
ciples, Ricardianism can be removed without being missed at all. From Mill’s 
Principles, it could be dropped without being missed very greatly. 'Fhc in¬ 
fluence that j. S. Mill failed to stress adequately was Sa\’s. lie did stress it in 
one point only, the Law of Markets. But it is present in Mill's theory of value 

Logic and 1 ldmi 1 ton*s Philosophy have been discussed above in ch. 5. 

* Any work of reference will give this list. For us, the most important items, in addi¬ 
tion to the three above, are: the Autobiography (1S73; two new editions by J. J. Coss, 
1924, and H. Laski, 1924); Some Vnsettled Questions (publ. 1844; w'ritten about 1829 
and 1830); On Liberty (11859); Considerations on Representative Government (i86i); 
Utilitarianism (1863); and Auguste Comte and Positivism (1865). 

® 'I’liis no doubt commendable attitude of the' son also objicurcs the nature of the 
influence of the father in other respects, c.g. in respect to associationist psychology. 
I'his influence may indeed be called dominant if we mean by influence the total effect 
of a man’s teaching upon another man. But it is not dominant at all if we count as 
influence only effects that show in conformity of views. In many if not in most depart 
ments of thought, the son, though still reacting to his father’s opinions, arrived at dif 
ferent, often opposite, standpoints. On one point noticed above, it is an enemy of Janies 
Mill’s teaching that speaks to us from the pages of the son. 
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and cost—which is essentially a compromise between Ricardo's and Say’s, with 
all the emphasis put upon the Ricardian elements—that is to say, in the very 
heart of his theoretieal structure. The other influence to which Mill submitted, 
scmiconsciously and rather reluctantly, was that of Senior, who also ^ccci^es 
explicit recognition in one point only—abstinence. 'Iherc are many others, 
Malthus’ and Rae’s. for example, which Mill accepted consciously and hence 
recognized frankh—h)r he was scrupulously fair to others, always ready to 
give credit to them, and quite indifferent to any claims of his own. Ihis fair 
ness and this indifference are among the strongest and most lovable traits of 
his character and the remarks above on the influence of Say and Senior must 
not be interpreted to imply any aspersion or any doubt on this score. 

Milks declared purpose in writing the Prhicifylcs and the perform¬ 
ance actually embodied in it fit like hand and glove. The original preface 
is worth reading. He might with little change have reprinted the preface 
to the Logic. Once more, the program was to untie knots and Iniild 
bridges. There is no claim to novelty or originality—though several 
would ha\c been justified. Mill simply explained that there had been no 
equally comprehensive treatise, especially none that paid so rniieh at¬ 
tention to practical applications, since the publication of the Wealth of 
Nations. 'I bis, however, was obsolete, both as regards facts and as re¬ 
gards theor\. So he would aim at the ‘sufficiently useful achie\emcnt’ of 
writing *a work similar in its object and general conception to that of 
Adam Smith, but adapted to the more extended knowledge and improxed 
ideas of the present age’ which is ‘the kind of contribution which Politi¬ 
cal Economy at present requires’—^and exactly the kind of I)ook he 
wrote. For a man of Milks pow'ers and standing, modest}- could not 
liavc gone further. l\vo comments .should be added. 

First, there is a side to this admirable modesty that may perhaps be 
held rcs]5onsiblc for a less admirable consequence. Had Mill conceived a 
less modest idea of his task, he might have produced an even better 
book. As it w'as, he took his ta.sk altogether too lightly: not Hercules 
himself could write a Wealth of Nations in eighteen months, which 
seems to ha\e been the actual time invested. But, as we have had occasion 
to remark with respect to the Logic, Mill, how'cvcr modest on his own 
behalf, w'as not at all modest on behalf of his time. ‘This enlightened 
age’ had solved all problems. And if you knew what its ‘best thinkers’ 
thought, you were in a position to answer all questions. I do not mean 
to repeat what I have previously said on Milks attitude of speaking from 
the vantage ground of definitively established truth. But I mean to add 
that this attitude, besides being ridiculous, made for sterility and—yes— 
superficiality. ITiere is too little attention to groundw'ork. llicrc is too 
little thinking-things-through and much too much confidence that most 
of the necessary thinking had been done already. The Smith-Mill-Mar- 
shall line is clear enough. But the middle term is not on a par with the 
other two, owing to relative insufficiency of labor applied. What looks 
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like so many tergiversations or what gives the impression, energetically 
voiced by Marx, that Mill never says a thing without also saying its op¬ 
posite is in part due to this cause. But to a greater part it is due to Mill’s 
judicial habit of mind that forced him to consider all aspects of each 
question. Also, it is due to something that is still more creditable. He was 
a man of strong preferences. But he also was incorruptibly honest. He 
would not twist cither facts or arguments if he could help it. WHicn the 
preferences—his social sympathies—did assert themselves all the same, 
he was not slow to apply the pruning knife. Hence many an inconclusive 
result, or even many a contradiction. 

Second, Mill emphasized repeatedly, though not in his preface, that 
his Prmciples differed from other treatises in something he ascribed to 
liis wife’s influence, namely, in moral tone or atmosphere. 'Fherc is, in 
fact, plenty of warin-hcarted humanitarianism about the book and plenty 
of solicitude for the welfare of the laboring class. More important, how- 
c\cr, is a cognate aspect: he restricted the domain of inexorable law to 
the pinsical necessities to which production is subject and emphasized 
for all the rest, all institutions in particular, that they are man-made, 
changeable, malleable, and ‘progressive.’ Tlicrc was for him no iiuaiiablc 
natural order of things social, and economic necessity meant to him 
largely necessity in regard to a given state of the changing institutional 
frame. However nmeh he glorified his age in other respects, the actual 
state of soeietx he beheld he did not consider as either ideal or perma¬ 
nent. Book IV, Chapter 7 of the Principles and man\’ other passages, 
even some of those that criticize the utopian socialism of his time, arc 
conchisixe on this point and also as regards the direction that he ex¬ 
pected .social de\clopment to take. Though repeatedly changing his po¬ 
sition in details, he was, from about his middle twenties on, an evolu¬ 
tionary socialist of associationist complexion, h’or a histoiy* of analysis, 
this fact is important onl>' in as much as it refutes the absurd indict¬ 
ment that ‘classic’ economists believed in the capitalist order as the 
last and highest wi.sdoin that was bound to persist in secula seculorum. 

If it be replied that Mill was a solitary' exception, the answer is that this 
is not true, but that, even if it \wrc true, this exception was responsible 
for the most successful and most influential treatise of that age. For the 
sociologist of capitalism, this fact is still more interesting: nothing can 
be more re\ealing of the character of bourgeois civilization—more indica¬ 
tive, that is, of its genuine freedom and also of its political weakness— 
than that the book to which the bourgeoisie accorded such a reception 
carried a .socialist mc.s.sagc and was w'ritten b>' a man palpably out of 
.sympathy with the scheme of values of the industrial bourgeoisie. 

J. S. Mill was exactly what is meant by an evolutionary' socialist. His 
attitude toward socialism went through a steady development, the traces 
of which are but imperfectly discernible in the successive editions of the 
Principles. Moreover, the three articles on socialism which Miss Helen 
Taylor published in the Fortnightly Review (1879) after Mill’s death are 
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perhaps more misleading than helpful: they were written in or about 
1869 as exploratory sketehes for a book on soeialism which Mill then 
intended to write, and contain little more than critical appraisals of the 
French and English socialist literature prior to 1S69 and of current so¬ 
cialist slogans; the book presumably would ha\e contained a positive 
complement that might have reversed the impression the reader of these 
sketehes is likely to get. However, neglecting all minor points, we may 
with some confidence describe Mill’s attitude to socialism as follows. 
Emotionally, socialism always appealed to him. He had little taste for the 
socieb’ he li\cd in and plenb of sympathy with the laboring masses. As 
soon as he had gained intellectual independence, he readily opened his 
mind to the socialist—mainly French—ideas of his time. But, being a 
trained economist and thoroughly practical-minded, he could hardly fail 
to perceive the weaknesses of what a little later was labeled Utopian 
Socialism by Marx. Reluctantly and with a partial cxcc])tion in favor of 
Saint'Simonism, he therefore arrived at the conclusion that those plans 
were but beautiful dreams. ITiis was the first stage. On the face of it, a 
completely negative attitude to sociali.sm—coupled with thoroughgi)ing 
radicalism in some respects, for example, with respect to propeib- in land 
—might be considered compatible with what he wrote in the first edi¬ 
tion of his Principles. But there is no reason to doubt his statement in 
the preface to the third edition (1852) which was to the effect that he 
never intended to ‘condemn* socialism ‘regarded as an ultimate icsult of 
human progress,’ and that his objections merely rested on ‘the unjjrc- 
pared state of mankind.’ The alterations and emendations in the text 
went, however, further than this suggests (see in particular the new sec¬ 
ond paragraph of eh. 7 of Book iv) and rcalh' amount to explicit recog¬ 
nition of socialism as the Ultimate Goal. I’his marks a second stage. And 
there was a third: on the one hand, he came to belie\c that ‘progress' 
w^as accelerating wonderfully and that this ‘ultimate end’ was coming 
rapidly within view; on the other hand, he came to believe that capital¬ 
ism was near to having done its work so that purely economic objections 
were losing part of their force. At the same time he always stoutly denied 
the presence of any tendency in the capitalist system to deteriorate the 
condition of the working class or to reduce its relative or absolute share 
in the social product; and not le.ss stoutly he refused to entertain the 
idea of transition by revolution, basing his argument against it mainly 
on what seemed to him the insuperable difficulties of management that 
would arise in this case. But such views define Evolutionary* Socialism, 
lliey do not substantially differ from those which the leader of German 
Revisionism, E. Bernstein (see below. Part iv, eh. 5, see. 8b), was to de¬ 
fend thirty* years later. Naturally, they were gall and wormwood not 
only to Marxists but to all socialists who base their argument on the 
thesis of inevitably increasing misery and for whom the revolution is an 
essential article of faith. And Mill's teaching on the subject, precisely be¬ 
cause it was so perfectly honest and because it expounded unpalatable 
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truth in evident sympathy with the Ultimate End, grew much more dis¬ 
tasteful to them than would have been straight hostility'. All this is very 
important for understanding MilFs Weltanschauung —^particularly for 
those of us who hold that a man’s class interest or philosophy will de¬ 
termine his economic theory and his views on economic policy, and who 
have been taught to look upon the Principles as a verbalization of bour¬ 
geois ideology. 

The success of J. S. Mill’s Principles was sweeping and much more general, 
also much more c\'enly distributed over all countries in which economics re¬ 
ceived attention, than was that of Ricardo’s. Ihis was primarily due to a 
happy combination of scientific level and accessibility: Mill did present anal¬ 
ysis that satisfied competent judges, yet, barring very few points that proved 
stumbling blocks, e\er\- economist could understand him. Ilic book’s many 
editions measure only its direct influence. To this must be added, so far as 
teaching is concerned, the litter of other textbooks it produced. Both students 
and general readers seem to have experienced a need for a still simpler pres¬ 
entation, even in hbigland. And this demand was provided for by Fawcett.® 
On a higher level, even people who accepted Mill’s claim of finality in sub¬ 
stance could not fail to discover that many individual stones in his structure 
vvxrc loose, 'i’hc most eminent of the English economists of this period who 
undertook to mend the structure—^with debatable success—v^-as Cairnes.^ He 

Henry I'awcrtt’s (iS;i3-S4) Manual of Political Economy (1863) ran through six 
editions in his lifetime. 'Flic heroic energy of this eminent man, who lost his eyesight 
at twenty five and nevertheless taught, wrote, practiced sports, was an active and inde¬ 
pendent Member of Parliament, and even a successful cabinet minister (Postmaster- 
General). cannot be sufficiently admired: he rightfully commanded the highest respect 
of his fellow uonomisls. lie was Marshall’s predecessor in the Cambridge chair. In a 
history of economic analysis, however, he must rank bclov\- many far lesser men and no 
attempt can be made to do justice to him. 

^ John K. Cainies s (1S23-75) career—if career is indeed the word to be used—as a 
research worker, writer, academic teacher, and, though behind the scenes, politician 
was marred by ill health, the obvious reason why he failed to fill to the full the measure 
of his great ability. Even so he attained front rank: everyone would have mentioned 
him when asked, after Mill’s death in 1S73 {fevons not being as yet appreciated accord¬ 
ing to merit), who was I’.ngland’s first scientific economist. The work of his that is for 
us the most important. Some Leading Principles of Political Economy Newly Expounded, 
appeared in 1S74. Nevertheless, we allocate its author (unlike jevons, whose Theory 
was published earlier, i.e. 1871) to the period under survey, because he expounded the 
old analytic economics and explicitly distanced himself from the new, which had just 
emerged into the light of day—showing, in doing so, that he entirely failed to appreciate 
its significance and possibilities. W'e range him, therefore, v\'ith the ^classics’ (in quotes) 
but not with the Kicardiaii .school. He belongs in Mill’s group and there is the same 
reason as in the case of Mill for not calling him Ricardian. Of course, we might have 
deferred notice of him until the next period and made him, v^'ith Sidgwick, Nicholson, 
and others, a member of the group of ‘survivals.’ The other work of his that matters 
to us is his Character and Logical Method of Political Economy (1857), a landmark in 
the history of methodology. 
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may be called Mill’s pupil, for he allows reasoned with reference to the lat¬ 
ter s teaching—even w 4 ierc he did not mention the fact explicitly—^and he en¬ 
tertained toward Mill, as his correspondence shows, feelings that can be ren¬ 
dered only by the term ‘reverence/ ® Nevertheless, he sometimes criticized 
Mill sharply and, by virtue of this criticism, constructed something that, 
though entirely within the Millian groundwork, was in some measure his own. 
lie was a born, but not a \ery original, theorist. 'Tliough most of his contribu¬ 
tions have been sterile, his work, both analytical and methodological, marks an 
important stage. In calling him a born theorist, we must not forget however—as 
has been forgotten by some critics, particularly of the German historical school 
—that the bulk of his working hours went into practical problems and that 
it was his ‘factnal’ contribution (in particular his Slave Power, 1862), which 
accounts for his reputation with the English public of his time. 

2. Scope and Method: Wiiat Economists Thought They W’^ere Doing 

The preceding chapter has gi%'en us some idea of what the economists of 
that period actually did. Wc shall see presently how far their work reflected 
itself in J. S. Mill’s Principles. But it is one of the characteristic features of 
the period that economists began to interpret themselves, that is to say. to 
theorize on (or to ‘rationalize’) their own aims and procedures. In re.scarch as 
elsewhere we first act and then think. It is onl\- when a field has grown into 
an established science that its votaries will develop an interest, not nntinged 
with anxieh’, in problems of scope and method and in logical fundaments 
generally. This is perfecth* natural, although excessive activih- of this type may 
be a pathological symptom—there is such a thing as methodological hypo¬ 
chondria. 'Die emergence of that interest—almost, though not quite, absent 
before—is indicative of the relative maturity that economics then gained. The 
results that this interest produced are, in themselves, of no great importance 
for us. W'e arc all of us bad interpreters of ourselves and untrustworthy wit¬ 
nesses to the meaning of our practice. But precisely because of tliis, we can¬ 
not afford to neglect the period’s methodology entirely. For critics have taken 
it literally, and hence it has become a source of misunderstandings concerning 
the scope and meaning of ‘classic’ economics. 

(a) Definitions of the Science. We know that economists had experienced 
a need for defining their field even before A. Smith. During the period under 
discussion, their sense of responsibility for a distinct field having grown much 
stronger, practically all the writers of treatises tried their hands at defining it. 
Here are a few samples. J. B. Say defined Political Economy, by way of sub¬ 
title, as exposition de la maniere dont se forment, se distribuent et se con- 
somment les richesses. McCulloch defined Political Economy as the ‘science 

* A few of Mill’s letters to Cairnes have been published by Mr. Hugh S. R. Elliot 
(ed. Letters of John Stuart \hlU 2 vols.. 1910). The correspondence I mean, however, 
has been published by G. O’Brien in ‘). S. Mill and J. E. Cairnes,’ Economica, Novcni- 
ber 1943. It whets one’s appetite for more. 
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of the laws which regulate the production, accumulation, distribution, and 
consumption of those articles or products that are necessary, useful, or agree¬ 
able to man and which at the same time possess exchangeable value' or the 
‘Science of Values' {sic}). According to Storcli, Political Economy is the sci¬ 
ence ‘of the natural laws which determine the prosperity of nations.' Senior's 
Political lixonomy is ‘the Science which treats of the Nature, the Production, 
and the Distribution of Wealth.' J. S. Mill contented himself in the Principles 
with ‘the nature of Wealth, and the laws of its production and distribution, 
including: directly or remotely, the operation of all the causes by which the 
condition of mankind ... is made prosperous or the reverse.' Roscher said: 
‘Our aim is simply to describe man's economic nature and economic wants, 
to in\cstigatc the laws and the character of the institutions which refer to the 
satisfaction of these wants, and the greater or smaller measure of success they 
have had.’ 'Phese examples will suffice to give an idea. If w'C realize that it is 
hopeless and, moreover, pointless to try to frame a definition that will fit all 
the activities of the economics profession, we shall not feel inclined to judge 
harshly any of the obvious inadequacies of these and other definitions. Certain 
features are worth noting, however. 

All the definitions of the i)criod emphasize the autonomy of eccfhomics as 
against the other social or moral sciences—vvhicii is, of course, perfectly com¬ 
patible with the recognition of close relations. Most of them emphasize its 
analytic (scientific) character.^ Both these facts, though they may not be to the 
taste of every critic, should be registered as landmarks on the road of analytic 
economics. A third fact must also be noted, however, because it gave rise to 
one of the most important, as well as irritating, of those misunderstandings to 
which I alluded above. 'Ihc reader will observe that the definitions quoted arc 
none too specific as regards the facts and problems that arc to come within 
the scope of economics: |. S. Mill’s, for c.xample, reads like a comprehensive 
catchall, and even Senior’s, taken by itself, leaves the reader in doubt as to 
wliat it is that Production and Distribution of Wealth imply, since the whole 
of a .society’s institutional pattern is obviously relevant to production and 
distribution. Now', the ‘science’ to be defined was, of course, called Political 
Economy.^ Most continental writers irscd this term in a \cry wide sense. But 

* This .seems to indicate a break with the past, if we go. e.g.. by Sir James Steiiart’s 
definition or by the one A. Smith offered at the beginning of the Fourth Book of the 
"Wealth. But the break is more apparent than real. On the one hand, some authors, 
Sismondi for instance, kept to the old practice of defining economics by a practical aim. 
On the other hand, most of A. Smith’s work is genuinely analytic in nature in spite of 
that definition; and the economists of the period continued to proffer value judgments 
and to recommend policies in spite of their definitions. This will be discussed below in 
subsec. c. 

* With the exception of Staatswirtschaft, which was used by some German writers, 
the terms used on the Continent, even NationaWkonomie, w'cre equivalents of Political 
Economy. I’hc term h'cononiics came into use in the subsequent period and then only 
in England and the United States. The German equivalent of this, Sozidokonomie or 
Sozialokonomik, never caught on. 



536 ni: FROM 1790 TO 1870 

most of the leading Englishmen, and especially James Mill and Senior, eon- 
fined it to what is perhaps more properly called economic theory, and it is to 
this that their methodological pronouncements referred.^ To critics, this looked 
like a tremendous difference in attitude and outlook. 'I’liey felt that the Eing- 
lish 'classics’ had no eye for am thing but ‘wealth,* that their political economy 
was nothing but spcculati\'e *chreniati.stics* (Sismondi) and so on. But we have 
already seen that this nas not so. Their practice pro\es that they did not mean 
to restrict either their activities or their interests. W'hat they did restrict was 
the use of a word. Tims, Senior would indeed ha\c excluded from his political 
economy any factual analysis and any treatment of welfare problems. But what 
did that matter if at the same time he welcomed both to what he called the 
Great Science of Legislation? ^ 

(b) Methodology. From the standpoint thus gained wc have no difficulty in 
absolving, once more, the ‘classics’ of any major errors of proccdine. I'heir pro- 
ccdurcs were crude and often clumsy. Many of their controversies arose from 
nothing but an inability to see the opponent's point and some were purely 
verbal (as are many of ours)."' 'I'hc ridiculous ‘method’ of trying to analyze a 
phenomenon by hunting for the meaning of a word was rampant. But such 
as they were, the procedures actually used were not open to any serious ob¬ 
jection of principle. 'Ihcy were thoroughly sensible and exactly what the na¬ 
ture of each t>pc of problem would suggest to minds that were armed with 
little more than simple common scn.se. The ‘classics’ theorized in order to 
straighten out points that involved some logical complications; they assembled 
facts whenever they thought it useful to do so. The same cannot, however, be 
said about their methodological pronouncements, even a])art from the fact 
that these—at least the English ones —referred to economic theory alone. 

•*’ Realizing the danger that lurked in this terminologs*. Archbishop W'hately made 
the unsuccessful suggestion: to replace the term Political Fcnnoiny in this seme by the 
term Catallactics—from xara/./aiTFiy, to exchange. In this he showed his usual good 
sense. But having failed to make his meaning clear, he hiin«;elf was misunderstood and 
thus really made matters worse. The reader will not have to tax his imagination very 
heavily in order to visualize how this must have struck critics: What!—Political Leon 
omy, the science of the economic fate of humanity, entirely reduced to a miserable 
theory of bargaining! 

* J. S. Mill adopted instead the term Social Philosophy. 

® One of the points at issue between Ricardo and Malthus was. e.g., whether the rent 
of land owed its existence to the ‘bounty* or to the ‘niggardliness* of nature. Nothing 
shows so clearly the primitivity of the analytic apparatus of tlic time as doc.s the fact 
that two able men could actually discuss whether the return to a factor is due to its 
productivity or its scarcity! 

•I'hc* most important methodological treatises of the period are; Senior's Four Intro- 
ductory Lectures on Political Economy (1852); Cairnes’s Logical Method; and f. S. 
MilPs fifth essay in Some Unsettled Questions (this essay was first published in the 
'Westminster Review, 1836) and the relevant passages in his Logic. Several critics have 
held that MilPs position in the latter difiered from that he had taken in the essay. 
This is a misunderstanding. "Tlie essay deals with the methodological aspects of ‘political 
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But in most cases it is possible to put matters right by means of small correc¬ 
tions. 'Iluis, most economists, J. B. Say and J. S. Mill in particular, thought 
altogether too much of the analogy with the physical sciences, which the latter 
declared to be the 'proper models* for economic theory (Autobiography, p. 

—a point for critics to fasten on but actually irrelevant, since no practical 
use was made of it." J. B. Say, while correctly emphasizing that economics is 
an observational science, nevertheless called it 'experimental.' But this can be 
easily corrected into 'empirical.' Furthermore, practically all economists used 
the term Law or even Natural Law, the avoidance of which would ha\c saved 
them much obloquy from philosophy-minded critics. But this habit was quite 
harmless, since what they really meant was nothing but Montesquieu's 'neces¬ 
sary relations' between economic phenomena or Marshall's ‘statements of tend¬ 
encies.’ In view of J. S. Mill’s insistence on 'the very limited and temporary 
value of the old political economy,’ there is no excuse for later critics who 
harped on those words. In fact, all the really valid points in the latter’s meth¬ 
odological credo could have been copied out from Mill. Again, Mill used the 
term a priori in a misleading sense ^ and also placed unnecessary emphasis upon 
‘deduction.' 'liiis was perhaps rcspon.siblc for the absurd argument of later 
times about 'induction vs. deduction,' but, alw-ays remembering that he 
thought of the theoretical apparatus of economics when speaking of methods 
of political economy, we readily sec that it never caused any errors in practice.® 
Finally, as regards the method of ‘isolating’ economic phenomena or motives, 
or of a])stracting from noneconomic ones, not only the practice of the 'classics' 
but c\cn their methodological rationalization of it w'as free from serious error. 
It is difficult to bclic\e that any critic who raises objections on this score can 

economy’ in the sense of economic theory. 'I’he passages in the Logic deal with the 
methodology of a imith wider sector of the social sciences, mainly with what is called 
economic sociology in this hook. "Flic epistemological situations of the two fields differ 
substantially, and there is no contradiction between prescribing 'deductive* methods for 
the one and ‘inductive’ (or ‘inverse deductive*) methods for the other. The chief reason 
for this is that economic theor>', owing to its quantitative character, admits of systematic 
elaboration to u much greater extent than does the analytic apparatus of any other social 
science. 

^ Wc have already obscfivcd that the introduction of the terms Statics and Dynamics 
doe.s not involve any such use, i.c. any borrowing of a method from any physical .science. 
Nor do cconoinists borrow fiom mechanics when they employ the tenii equilibrium any 
more than docs a bookkeeper who ‘balances' an account. 

** This is all the more .surprising, because in his Logic he even made geometry an 
CMiipirical science and because, though not an empiricist to lOO per cent, he certainly 
was more of an empiricist than was Kant. 

* This, to repeat, is the real test. The literal meaning of a methodologicjil profession 
of faith is of little interest e.vcept for the philosopher. Alternatively, our test may be 
formulated by .sa\ing that any objectionable piece of nicthodolog\' is immaterial when¬ 
ever it can be dropped without forcing us to drop any result of the analysis that is 
associated with it. 
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have studied J. S. Of course, this statement must be understood to refer 

to the principles of isolation and abstraction per sc as the ‘classics’ applied 
them for the purpose of carving out the domain of purely economic research. 
Only, so far as this goes, 1 maintain that, in principle as well as in practice, 
their procedure did not differ either from that of A. Smith or from that of 
later economists as fonniilatcd by the later methodologists, Carl Monger and 
John Neville Keynes (see below. Part iv, ch. 4), and as accepted, around 1900, 
by a large majorih' of non-German economists. But I do not maintain that in¬ 
dividual ‘classic’ writers, when reasoning within that domain, always ‘isolated’ 
relevant factors and ‘abstracted’ from others faultlessh'. Ibis would be ab^ 
surd on the face of it, because it would imph that inaetieally all their propo¬ 
sitions were faultless; any criticism that docs not charge cither logical error or 
misstatement of facts can be formulated as an objection to the manner in 
which the criticized author ‘isolates* or ‘abstracts.’ 

The distinction that I ha\c just tried to convey will help us greatly in un¬ 
derstanding the methodological situation of the period, that is to say, the na¬ 
ture and extent of differences about ‘method* that then existed among econo¬ 
mists. At first sight, we have the impression that the scientific controversies of 
the times turned largely upon method. 'I hiis, the tno most famous and most 
prolonged controversies, the one on value and the one on general gluts, speed¬ 
ily led to the familiar situation in which, no progress being made with more 
concrete arguments, the parties fall back upon objections to one another’s 
methods. In itself, this means little beyond admission of inability to convince 

As a matter of fact, men like Roschcr, who had mastered J. S. Mill, did not raise 
any such objection. But then, as will be shown presently, he was really no critic of the 
‘classics' in the .sense in which this implies a methodological creed, incompatible w'ith 
theirs. The majority of later Cerinan critics, however—those of the genuine historical 
school—cannot have had much first hand knowledge of Mill or of the ‘classics' in 
general, for it is hard to believe that if they had they could have misimdeistood Milliaii 
methodologs' as completely as tlicy did: they argued rather against a wrong picture of 
it that had become fixed by the time they wrote. .\nd. considering their absorption in 
a research program of their own, this is after all not so difficult to understand- Hut w'hat 
about Ingram (.sec below. Part iv, ch. 4}? How was it possible for him to j)reach the 
gospel of a ‘new economics’ that took its methodology from Comte? 'Die only answer 
I am able to offer—and which must suggest itself to any professional who makes a 
study of Ingram's History of Political Economy —is that both his knowledge of eeo 
nomics and his interest in it did not go beyond general ‘philosophies’ that were inspired 
by generous enthusiasm for the great slogans of his day but never came to grips wath 
real problems. His other objections to ‘classic' economics point to this conclusion still 
more clearly than does his Comtist objection to an aiitonoinous economics. 

This is so important as to justify repetition; A. .Smith’s work looks less ‘abstract' 
because it includes so much factual information that the specialized later works on 
economic theory' did not include—but left for otlicr specialized w'orks to provide. But 
where he docs move within the orbit of economic theor\\ his reasoning is not less 
abstract than is, say, Ricardo's. With the latter, ‘abstractness’ shows more becaii.se he 
confines him.se1f to topics of an ‘abstract' nature, and does not provide ii1u.strative 
foliage, but this is all. 
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the other man, coupled with a declaration of being unconvinced by him—or, 
in a word, deadlock. l‘or instance, when in the controversy on gluts, Malthus 
(and Sismondi) objected to Ricardo's procedure as too abstract and Ricardo 
himself emphasized the abstract nature of the argument,^® they simply verbal¬ 
ized a sigh of despair. It would !)e quite wrong to infer that Malthus and 
Sismondi really objected to Ricardo's ‘method' in the sense in which this 
w'ord came to be used in the later Battle of Methods (see Part iv, eh. 4). lliat 
this was not the case can be esta])lished by analysis of their own modes of 
reasoning: these were ‘theoretical’ in the same sense as was Ricardo's—just as 
Lord Keynes’s theor\’ is theory in the same (logical) sense as is Marshall's. In 
other words, Malthus and Sismondi theorized in a different way and partly 
with an eye to different sets of facts, but their practice proves that they had no 
objection to theorizing per sc, such as had, for a time, the later Schmoller 
school or the American institutionalists. 

But was not this objection (against thcor}* per sc) raised by other people? 
It was. but only in isolated instances tliat had no significant influence upon 
the work of a large majority of ccf)iioniists.^‘* One such root-and-branch ob¬ 
jector was Comte. But as ue lane seen, he exerted no perceptible influence 
within the period and on economists: J. S. Mill, so far as technical economics 
is concerned, yielded not an inch. Another was Lc Pla\'. He initiated an im¬ 
portant program of research Init, for the rest, he was hardly known among the 
economists of the period. 1 doubt whether R. Jones and B. llildcbrand can 
be called root-and-branch objectors. But even if the}' can, they were no more 
than forerunners. Cliffe Leslie did not declare for a distinctive historical 
method in economics until 1S76. Ingram did not raise the flag of his New 
Kconomics until 1S78. Knies>'‘ it cannot be too often repeated, was primarily 
an economic theorist and, for the rest, an able general economist without any 

For, though ’abstractness’ is usually urged against an argument, it may also serve 
in its defense. -Marxists, in particular, freqiientlv—and in some cases with justice—save 
a perilous situation by yielding the doctrine (in contri)\cTsy i on one level of abstraction 
with the rc.servation that the same doctrine is quite right on a higher level of abstrac¬ 
tion. 

I am not speaking now of extra scientific objectors such as Carlyle. Nor am I 
speaking of those objections that arise from the general public’s di-slike of anything 
that looks like a complicated argument, nor, finally, of those objections that simply 
express cvcr\'one’s natural preference for his own chosen type of work. 

\s already stated. Knies’s chief work and also the better part of his activity as a 
teacher belong to the next period. But the only one of his writings that connects him 
with the hi.storical school appeared during the period under survey: Die politische t)ko- 
nomie vom Standpunktc der f^escbichtlichen Methode (1S53; greatly enlarged, 1883). 
This book prc.sents an interesting problem. It exprcs.st^s not only a sense of the general 
flux of social institutions and of the impo.ssibility of framing universally valid 'policies'— 
and other things that the author could liavc just as well taken from J. S. Mill—but 
actually outlines essential j^arts of the Schmoller program. Rut the modes of procedure 
actually employed in all his subsequent publications arc so many disavowals of these 
principles. As a teacher, too, Knies was very far from inculcating economic historicism. 
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distinctive bent as to method. As for Roschcr, who described Ricardo and 
Malthiis as ‘political economists and disco\'erers of the first rank’ and who 
went out of his vi-ay to express agreement with J. S. Mill’s methodology,^® a 
comparison of his Grundlagen with J. S. Mill’s PrincilJles fails to reveal any 
fundamental difference in procedure—he even speaks of natural laws. It is true, 
nevertheless, that he laid claim to having used a historical or ^physiological’ 
method. But, as is evident from Chapter 3 of the Introduction to that work, 
all he meant by this was to dissociate himself from what he called the ‘ideal¬ 
istic’ method that prescribes norms for an ideal state of society, whereas he 
wished to describe things as they arc ‘after the manner f)f tlie iruestigator of 
nature’^® (op. cit. vol. i, p. 111). We therefore emerge with the result that, 
barring isolated rumbles, the Battle of Methods had not been engaged as yet 
and that—taking the word method in the sense that is relevant here—meth¬ 
odological peace substantially prevailed. '^I'his was also Cairnes’s opinion. 

(c) The Science and the Art. Most of the writers of standing who paid seri¬ 
ous attention to tlie fundamental questions of methodology clearly saw, and 
strongly emphasized, the distinction between arguments about what is and 
arguments about what ought to be: the distinction between tlie ‘seienee’ of 
economics and the ‘art’ of policy.^" But it would be a great mistake to read 
into their statements the meaning which this distinction acquired later, when 
the question of ‘value judgments’ was raised. Senior, who was more explicit 
on the point than was anyone else, said indeed that tlie economist’s conelu 
sions ‘do not authorize him in adding a single syllable of advice.’ But b\ this 
he did not mean that the economist as a scientific worker is debarred from 
presenting practical advice because sucli advice presiiiiposes ultimate \alua 
tions that arc extra-scientific by nature—preferences that are beyond the range 
of scientific proof. This is the point of view' that was taken b\’ Cairncs (who 
did not, howxwer, adhere to it in practice) and later on, more explicitly, b\ 
Sidgwick and by M. Weber. Senior and Mill and their contemporaries did 
not mean this at all. They merely meant that questions of economic policy 
always involve so many noneconomic elements that they .should not be dealt 
w'ith on the basis of purely economic consideration.s—which, by the way, in it¬ 
self suffices to show how little there is in the common indictment that the 

^®W. Roscher, Grundlagen (English trans.. Principles of Political Economy, 1S7S, 
vol. I, p. io6n.). 

This does not apply, w'ithoiit qualification, to L. Wolowski’s Trcliminary Essay' 
that Roscher’s translator. J. J. Lalor, prefixed to the English translation (1878). In 1S7S 
things looked different and, b>* a not unnatural confusion, I.alor spoke of Roschcr as 
the ‘founder* of what was then the Historical School. TTiis gives a completely wrong 
picture. 

Confusions between the tw'o and even denials of the validity of the distinction were 
of course freejuent; but not more so than thc\* liavc been at any later lime, including 
the present. In the large majority of cases the distinction was firmly kept in view. Tor 
France, Charles Coquclin’s article on political economy in the Dictionnaire de V^co- 
nomie politique is typical in this as it is in other respects. Roscher's cm])hasis upon the 
distinction between what is and what ought to be deserves particular notice. 
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English 'classics* never saw anytliiiig but the economic aspects or, still worse, 
the wealth or even the profit aspects of things. But none of them really ques¬ 
tioned the validity of value judgments that were based on 'philosophical* 
grounds and look j)ropcr account of the noneconomic as well as the economic 
elements of a gi\en ease—the value judgments of 'the writer or statesman 
who has considered all the causes which may promote or impede the general 
welfare' as distinguished from ‘tlic theorist who has considered only one, 
though among the most important of those causes’ (Senior, Outline of Political 
Economy, p. ^). ’I’liis, as we have seen, was also J. S. Mill’s opinion and in 
fact practically e\’er>one’s. 'I’liere is, of course, sound sense in it: one could 
only wish that the economists of that (or an>) period had never forgotten 
this piece of wisdom—had never been guilh^ of the Ricardian Vice.’** How»- 
e\er, it still remains true that the real problem of value judgments never oc¬ 
curred to tlicni. 'J o the end of the period, economists considered their recom¬ 
mendations concernim* policy as scientific results which followed from scien¬ 
tific, though not purely economic, analysis. In this sense they were after all, 
as later critics sneciingly remarked, pur\eyors of recipes. Fortunately they also 
were more than that. 

What Mill’s Readers Actually Got 

Mill’s rcadcTs got, in the first place, factual information to the extent of 
about one-sixth of the book. On the face of it, this is a smaller proportion of 
space than either A. Smith or Roschcr allotted to the presentation of facts, 
and what there is of this factual presentation is c.vtremely ill-balanced, facts 
about ‘peasant proprietors,’ for exain])lc, taking a share more commensurate 
with Mill’s own inierest in the subject than with its probable interest for his 
readers. Hut this ma}- be a wrong \iew^ to take. As Mill’s preface emphasized, 
his treatise abounds in practical 'applications.’ .\nd these have reference to 
factual material that Mill often failed to present, perhaps because he assumed 
that his naders could easily supply the deficiency from universally accessible 
sources—such as the work of Babbage.’ If we count as ‘factual’ all discussions 

’ Sec above, ch. 4, .sec. 2. 

^ C^tiarles Babbage, On the Economy of Machinery and Manufactures (1832). This 
work, which was widely used (also by Marx), is a remarkable performance of a remark 
able man. Babbage (1792 who was one of Newton’s successors in the Lucasian 

chair of mathematics (Cambridge), one of the founders of the British Association for 
the .Advancement of Science (1S31) and of the Statistical Society, and a versatile writer 
on many saibjects, was also an economist of note. His chief merit was that he com¬ 
bined a command of simple but sound economic tlieory with a thorough first hand 
knowledge of indnstiial technology and of the business processes relevant thereto. This 
almost unique tomhination of acquirements enabled him to provide not only a large 
quantity of well known facts but also, unlike other writers who did the same thing, 
interpretations. He excelled, among other things, in conceptualization: his definitions 
of a machine and his conception of invention are deservedly famous. It is interesting 
to note that in some jioints he recognized the priority of Ciioja. whose name should in 
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in the book that in this sense presuppose factual information, although the in¬ 
formation is not actually presented, then, if I ha\'c estimated with anything 
like accuracj', the ‘factual’ portion of the book increases to a little more than 
two-thirds of the whole, a little less than one-third being left for exposition 
of the analytic apparatus. In the second place, his readers got a fairly thor¬ 
ough—but none too thorough—grounding in ‘theory.' However, as has been 
pointed out already, no contact whatever is made with any statistical method. 
From another standpoint, wc can illustrate Mill’s range of topics by means 
of the following list of headings that, as the reader can easily satisfy himself, 
could be lengthened both by including further minor items and by dividing 
up some of the major ones; prices, price fixing, competition, custom, mo¬ 
nopoly; wages and cinplo\inent, wage policy, trade unions, poor laws, and 
other items of the Soziulpolitik of that age; socialism, with special attention 
to Saint-Simonisrn and Fourierism; producers’ and consumers’ co-operatives; 
future of the working class; education; ]M)pulation; enterprise and forms of 
enterprise, capital, profit, interest; saving and iiuestmcnt; technological ad¬ 
vance; money and banking, central banking, foreign exchanges, government 
paper money; crises; foreign trade; colonies; pri\ate properh, inheritance; 
partnerships, companies, bankruptcy legislation: rent, ownership of land, primo¬ 
geniture, peasant pro]>rietorship, metayage, cotter tenancy, slavery: ‘progress,' 
‘maturity’ (stationary state); government policy and government control; 
grounds for and limits of laissez-faire; public finance, especially taxation and 
public debts. I do not think that this list is conspicuous for either narrowness 
of range or remoteness from the practical issues of the day. It should be ob- 
scr\'ed particularly that all that interested later generations could have been 
hung on hooks presented by Mill without upsetting his ssstem. For instance, 
later institutionalists could have inserted into Mill’s niches all the additional 
material of a specifically institutional nature that they might have wished to 
insert, without thereby destroying the general character of the treatise: there 
was room for everything within its spacious folds; and everything could have 
come to it as a development of existing points, nothing need have come to 
it as a revolution. 

J. S. Mill arranged his material in five books: ‘Production,' ‘Distribution,' 
'Exchange,' ‘Influence of the Progress of Societs on Production and Distribu¬ 
tion,' and ‘On the Influence of Government.' ITic last also contains things 
other than public finance but nevertheless mainly corresponds to A. Smith's 
Fifth Book. In Book iv, the shortest. Mill concentrated what he had to say 
on the subject of economic evolution—a happy innovation in exposition. ITie 
titles of the first three books suggest the influence of Say’s arrangement or, 
rather, a not very felicitous attempt to improve upon it. Tlie central theory of 
value, which should come first on logical grounds (and does come first with 
Ricardo and Marx), is presented in Bf)ok in as if it had to do only with the 

fact be coupled with his. By way of contrast to his sound well-balanced treatment, 

I mention A. Ure's (Philosophy of Manufacture, 1835), who also presented intere.sting 
facts, but was not Babbage's equal as an analyst. 
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‘circulation’ of goods and as if production and distribution could be under¬ 
stood without it. 'Fhis is worth mentioning because it points to a fundamental 
weakness of the ‘classic’ construction. I do not accuse the ‘classics' of having 
failed to sense the pivotal importance of the analysis of value (choice) which 
is, if I may say so, the specifically economic element about the economic 
process. But there is some truth in Professor Knight’s indictment that the 
‘classics’ had 'no clear or definite conception of the meaning of economy as 
a process of maximizing a value return’ and that ‘the problem of distribution 
. . . was not approached as a problem of valuation at all.' * To this extent, 
we must cjualify our recognition of Ricardo's chief merit. He and all the 
‘classics,' including Mill, did indeed make progress toward the acquisition of 
an anah'tie ajjparatus that would unify all purely economic problems; but, 
partly owing to the shortcomings of their groundwork, they never realized its 
j)Ossibilitics to the full, lliey still divorced production from distribution—J. S. 
Mill even look credit for doing so—as if they were governed by different 
‘laws.' 'I’lie first to point this out was Ferrara.'^ But Say's and Mill's combined 
authorities kej^t this plan of exposition alive for many decades to come. It is 
not worth our while to discuss its variants. Roscher, for example, has: Produc¬ 
tion, Circulation, Distribution, Consumption, Population—including Credit 
with Production. 

The five books are preceded by ‘Preliminary Remarks,' which, among less 
interesting things, contain a short sketch of what we should call the evolution 
of economic society—a uni\ ersal economic history in a nutshell. This, of course, 
is not in itself surprising in a work that aimed at doing again what A. Smith 
had done. But much beyond what tradition leads us to expect from Mill is 
his handling of the factors to which he attributes causal roles in the shaping of 
the fortunes of a socict}- or country. Environment, race {racially differentiated 
quality of human material), class structure, habits or propensities, combine to 
make a colorful and, what is more, a very realistic picture. There are no intel- 
lectualist and in particular no utilitarian errors about it: ‘knowledge' is con¬ 
sidered as a consequence as well as a cause ‘of the state of the production and 
distribution of wealth,' and objective conditions receive more emphasis than 
ideas or i)rincii)les. Such prefatory .sketches of economic history—though of 
course not always of this qualih'—became more and more popular as the cen¬ 
tury wore on: Marshall’s is the peak performance of this type. 

2 F. H. Knight, ‘Ricardian Tlicory . . .' op. cit. p. 6. The second part of that state¬ 
ment goes perhaps too far. But Professor Kniglit supports it by a highly significant 
passage from a letter of Ricardo to McCulloch, where the former avers in so many 
words that the relative distributive shares 'are not essentially connected with the doc¬ 
trine of value.’ riiough this cannot be takem literally—for it could be refuted from 
Ricardo’s cumi argument—it docs show that the full implications of the fact that 
capitalist distribution is a value phenomenon were not clearly seen even by Ricardo. 
They were seen by Marx, 

* In his Prefazione to Say. 
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4. The Institutional Frame of the Economic Process 

(a) The Institutions of Capitalist Society. Economic sociology co\crs, first, 
the facts of economic behavior from which economists forge certain assump¬ 
tions and, second, the institutions that characterize tlic economic organization 
of the societies to be studied. ‘Classic’ practice as regards the former will be 
more conveniently discussed in the next chapter. As regards the latter we must 
distinguish three questions. Many \sTitcrs, primarily the English theorists—such 
as Ricardo, James Mill, and Senior—did not bother to specify the details of 
the institutional frame they visualized, but took them for granted. Is it true, 
as has been a\crred so often, that they believed in the permanence of the 
capitalist order of things or even that laissez-faire capitalism is the only pos¬ 
sible form of civilized societ}? \\'hat were the institutions they took for 
granted? W'hen they did discuss them, what methods did they use? 

The first question must, I think, be answered in the negative. It is true that 
Ricardo, for example, by virtue of the very fact that he failed to s|)ecify his 
institutional assumptions, creates an impression to the effect that the prob¬ 
lems of social change were beyond his range of \ ision. But this does not follow. 
All that follows from his practice is that they were be> ond his chosen field of 
inquiry'. There is no reason to believe that, had he offered a description of 
the institutional frame, this description would have differed significantly (though 
his value judgments might have) from that of J. S. Mill, who, aiming as he did 
at systematic completeness, was more explicit. But as we know already (sec see. 
1, above) there cannot be any doubt whatever about the latter’s awareness of the 
historical relativih' of social institutions and also of some at least of his ‘eco¬ 
nomic laws.’ To this extent, the current belief that this awareness was confined 
to isolated forerunners of later historicisin, such as R. Jones and Sismondi. is 
certainly erroneous. It would be nearer to the truth to say that explicit belief 
in the permanence or in the unsurpassable excellencies, for all times, of capi¬ 
talism occurred only in isolated instances. 

The reader should obscr\e, however, that this does not amount to crediting 
the ‘classic’ theorists with the idea that the capitalist order is only a historical 
phase and bound to develop, by virtue of its own inherent logic, into some¬ 
thing else. This idea belongs to Marx alone. Even J. S. Mill held only that 
men could, should, and would change capitalist institutions through a rational 
perception of what he considered to be their defects. Me did not hold that in¬ 
stitutions would change of themselves or even that they would ha\c to be 
changed because they would become objectively untenable. He saw' that ‘opin¬ 
ions . . . arc not a matter of chance’ ’ but the product of social conditions, 
and we might feel tempted to develop this in the Marxist direction. But this 
would hardly be justified: we must, I think, leave him in the citadel of eight¬ 
eenth-century faith in intellectual progress, from which he occasionally sallied 
forth, no doubt, but to which he ahvays returned. Practically, this matters but 
little. Scientifically, it makes a great deal of difference. 

^ Last but one paragraph of Book n, eh. 1, J 1. 
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Tlic second question is an easy one. Economists, wishing to serve their time 
and countries, took for granted—and reasoned in terms of—the institutions of 
their time and countries. Since conditions differed as between different coun¬ 
tries, this accounts for certain differences in outlook that, at the time and 
later, were erroneously construed as differences of analytic principle. The traits 
of the picture that were selected by the English 'classics’ stand out very clearly. 
Ihey envisaged the legal institutions (if we disregard the historical survivals 
that suggest another type of socich) of a pri\atc-propcrty econonu that left 
so much room for free contracting as almost to justify the practice of econo¬ 
mists to leave limitations out of consideration. I’his only means, of course, 
that no account was taken of limitations explicit!) and consciously. As a matter 
of fact, English economists alwa)S reasoned with reference to the actual extent 
of the sjdicrc that English law and administrative practice left for private deci¬ 
sion and to the actual use that was being made of this freedom within that 
sphere—subject to the prevailing moral liabits. Failure to be specific about 
all this exposed the English ‘classics’ to much mistaken criticism concerning 
their apparent neglect of ethical aspects. 

"I'he unit of that pTivatc-piopeity economy was the firm of medium size. 
Its hpical legal form was the private partnership. Barring the 'sleeping’ part¬ 
ner, it was typieall) managed by the owner or owners, a fact that it is impor¬ 
tant to kcc]) in mind in any effort to understand ‘classic’ economics. The facts 
and problems of large-scale production and, in connection with them, those of 
joint stock conij^anies were recognized by economists after everybody else had 
recognized them. 7 hey received textbook status at the hands of J. S. Mill, 
who duly blamed A. Smith for his narrow views on corporate business—for¬ 
getting onl)' the detail that there was little merit in realizing its importance 
in i8-|S and tliat actual!) he was doing no more than what A. Smith had 
done, namely, describing with sober and somewhat platitudinous common 
sense that which stood before his eyes. 'Fwo further points deserve notice. 

In the normal case, these firms were supposed to work under what the 
‘classics' called I Vec Competition. With them, this competition was an insti¬ 
tutional assumiition rather than the result of certain market conditions. And 
so firmly were the)' com inced that the competitive case was the obvious thing, 
familiar to all, that they did not bother to analyze its logical content. In fact, 
the eoncept was usually not even defined.- It just meant the absence of mo- 

“ It is interesting to note that J. S. Mill in Book n. ch. 4, of his Principles, which 
deals witli 'Competition and Custom.’ while expressing a conviction to the effect ‘that 
only through the iirineiple of competition has political economy any pretension to the 
character of a science’—which prcsinnably means that there is more of determinateness 
about prices and c|u;jntities of commodities in the case of competition than there is in 
other Ciises—he does not think it necessary to state what competition is. The only 
author to handle perfect or pure competition correctly was Cournot, who also indi¬ 
cated, thoiigli he did not formulate in so many words, a correct definition (sec below. 
Part IV, ch. 7, sec. 4). 
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nopoly—which was considered as abnormal and was vigorously condemned,'* 
but was not properly defined cither—^and of public price fixing. J. S. Mill took 
credit, not without justification, for two important steps. First, he emphasized 
the importance of customary prices, mainly for earlier civilizations and for the 
Continent, but in certain cases, such as rent and professional fees, also for 
England. And, second, he emphasized the fact, though custom was the only 
reason he ga\’C for its existence, that competition often ‘falls short of the 
maximunr and that in this case a general correction must be applied, ‘whether 
expressly mentioned or not,' to all conclusions arrived at on the hypothesis 
of perfect competition (Book ii, ch. 4, J 3). Into such a picture co-operative 
price setting could enter only, if at all, as another (lc\ iation from normal prac¬ 
tice like straight monopoh and as a conspirac\ against public welfare exactly 
as it docs now. 'Flicre was, however, an exception to this: in J. S. Mill's scheme 
of things, trade unions were a normal element of the institutional pattern and 
laws against them ‘exhibit the infernal spirit of the slave master' (Book v, 
ch. 10, S 5). 

Tlie other point to remember is this. Main English economists were se¬ 
verely critical of the English land system.^ But when not engaged in criticizing 
it or in discussing alternatives, they also took it for giantccl in the sense that 
they reasoned with reference to it and to the English type of landlords who 
owned but did not operate large estates. In this particular case, however, rea¬ 
soning in terms of existing institutions carried an ad\antagc that may be made 
to stand out by contrast with the reasoning in terms of the ownermanaged 
firm: landlords and farmers being different persons, it was easy for the theorist 
to keep their economic ‘functions’ distinct; owners of firms—‘caj)italists’—be¬ 
ing then mostly the same people who also operated these firms, it proved less 
easy for the theorist to recognize this distinction of ‘functions.' This teaches us 
an interesting lesson: it may happen, though we have no right to see in this 
occurrence more than a stroke of luck, that a particular historical pattern, 
which taken as a whole has nothing permanent about it, reveals facts and rela¬ 
tions that are of general analytic importance. Usually, of course, it is the other 
way round, and we must always look out, on the one hand, for limitations 
that their particular institutional assumptions may impose upon the results of 
the ‘classics' and, on the other hand, for possible justifications of these .same 
results that may be found occasionally in the peculiarities of the social pattern 
they envisaged. 

3 For Rosclicr's unconditional eulogy of competition and his uncritical condemnation 
of monopoly, sec op. cit.. Book ii, ch. 1, J 97. 

* So much so as to be unable to .sec at all its strong points. I am not referring now 
to the political society and the cultural values it produced; a bourgeois radical cannot 
in fairness be e.xpectcd to see these. But many economists also had no eye for the 
advantages of a system that separated the administration of land from the operation 
of it and thus c.g. eliminated the most serious of the problems of agricultural credit. 
Rational socialism could do worse than copy the system, replacing, of course, the land* 
lords by a public agency. 
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Our third question—concerning the method used by the ‘classics’ in discuss¬ 
ing social institutions—will be addressed, for brevity's sake, to J. S. Mill alone.® 
As an example, consider his views on inheritance.® The discussion culminates 
in the recommendations (a) that freedom of bequest be the general rule, ex¬ 
cept for a modest compulsory provision for descendants and for a provision to 
the effect that no person should ‘be permitted to acquire by inheritance more 
than the amount of a moderate independence’; and (b) that ‘in the case of 
intestacy, the whole property escheat to the State,’ also with a proviso in favor 
of ‘just and reasonable’ pro\ision for descendants. In themselves these recom¬ 
mendations and also the particular ideas of ‘justice’ that enter into them arc 
only interesting from standpoints other than ours: to the historian of civiliza¬ 
tion they reveal part of the schema of cultural values that was harbored by a 
leading intellectual who belonged to the middle class and lived in the mid- 
Victorian era." But there is, besides much pure ideology, also something be¬ 
hind those rccominendalions that is analytic in nature and admits of the appli¬ 
cation of a scientific method. Only, this scientific method is not the one we 
might expect. Mill’s problem is not to explain, historically and sociologically, 
the origin and the various forms of the institution of inheritance. 71 ns, as he 
said in so many words in the case of the institution of properly (jj 2 of Book ii, 
eh. 1), is no concern of ‘social philosophy.’ \\ 7 iat does concern the latter is 
the problem of social expediency, though not the expediency of any institution 
as it actually is, but as a coinmimity that is unhampered by any tradition or 
‘prejudice’ might introduce it—under advice, I suppose, of the social philoso¬ 
pher. This is peihaps not the most scientific way of putting the matter but it 

® I'his carries the disadvantage that our answer will be lopsided. Let me therefore 
.state explicitly tliat more historv-minded economists and, a fortion, contemporaneous 
students who specialized in the history of institutions arc not as a rule oblivious to the 
indictment I am going to level at Mill. Ilis case is, Iiowever, important for general 
economics because he set a textbook fa.shion that prevailed far beyond the period under 
sim-ey. The discussion of property and inheritance, e.g., that we find in the deser\^edly 
successful textbook of von Philippovich is exactly on Millian lines as far as its method- 
olog>' is concerned. 

® Principles, Book 11, ch. 2 and Book v, ch. 9. This treatment of the same subject in 
two diffeient parts of the treatise, which is highly inconvenient for the reader and a 
bar to any well rounded exposition, is one of the many .symptoms of the haste wdth 
whic'h the work was produced. 

" h’rom Mill’s e.ssay on Vtilitarianism it is clear that he was not blind to the doubtful 
standing of the concept of ‘justice.’ Yet he was no more able to do without it than 
were (or arc) other economists. lOveii Ricardo occasionally finds sonre things ‘just’ and 
others ‘unjust.’ In Mill’s case we cannot help discovering—perhaps with a wry smile—a 
marked association between what he thought right and i)roper and the modest privi¬ 
leges that he enjoyed himself. Socrates—^an intellectual—should really have a moder¬ 
ately larger allowance than should a fool, he argued (as had his father), and if anything 
is certain, it is that J. S. Mill did not identify himself with the latter, lire emphasis 
above upon ‘moderate independence’ points in the Siime direction. For only to the 
middle class bourgeois is the desirability of anyone’s ‘moderate independence’ as evident 
as it waS to him. 
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indicates Mill’s method of analyzing social institutions clearly enough: ex¬ 
pediency of an institution turns upon its effect on, or role in, the economic 
organism—in practice upon the effects to be expected from given changes of a 
given pattern—and these effects Mill then jjroccedcd to anahze. In doing so 
this fighter against prejudice proves himself indeed the most defenseless victim 
of prejudice against anything that is very far rcnio\cd from his own mode 
of life or thought—displaying in this a deplorable narrowness of outlook “— 
but in themsehes both the task and the method arc scientific (analytic) in 
nature. 

(b) The State in 'Classic^ Economics, In Chapter 2 of this Part we learned 
a number of facts about the ‘politics' of the period's economists and about the 
meaning and limitations of what lias been called the System of Natural Lib¬ 
erty. In Chapter 5, we made the acciuaintance of several t\pcs of political so¬ 
ciology, among them the Marxist Theory of the State. In Chapter 4, we had 
the opportunity to notice, here and there, the positions taken b\ iiKli\ idiial 
economists with respect to the role of the state in economic affairs. In this 
section, we shall disregard all this, and all philosophies, ideologies, and politi¬ 
cal preferences—which were in part simply the philosophies, ideologies, and 
preferences of the business class that, standing on its own feet ccononiicalh', 
did not want anything from the state except legal i)rotection and low taxes— 
including the political recommendations associated with them. Instead we 
shall concentrate on one question only: how did all this affect ee(>iu)nhc anal¬ 
ysis? Or, since all this enters or influences economic analysis by way of the 
assumptions economists make about the nature of the state (governments, 
parliaments, bureaucracies) and its normal functions and cfficiencx: how far 
were the assumptions made by economists realistic, considering the historical 
conditions to which their anah tic propositions were to apply? 

My answer is that these assumptions reproduced tolerably well the actuali¬ 
ties of the time in those economists’ countries. Practically all economists 
believed —no matter what they desired —that, as J. S. Mill put it. laisscz fnirc 
was the general rule for the administration of a nation’s economic affairs and 
that what was significantly called state ‘interference’ was the exception. And, 
though for different reasons in different countries, this was so in actual prac¬ 
tice not only as a matter of fact but also as a matter of practical ncccssih’: 
no responsible administrator could ha\c held then, and no responsible his¬ 
torian should hold now, that, social and economic conditions and the organs 
of public administration being what they were, any ambitious ventures in regu¬ 
lation and control could have issued in anything but failure. For the rest, wide 
differences existed between the economists of different countries with regard 
to what public administration could and ‘should’ do. But. as has been pointed 
out in Chapter 2, they are largely accounted for by differences, not in eco¬ 
nomic principles, but in the actual conditions of different countries.*' And 

«If the reader refer to Mill’s text, he W'ill presumably not agree w'ith me. But this is 
only becau.se he shares Mill’s prejudices. However, our owm prejudices are still prejudices. 

* Of course this was not all of it, and one of the reasons why it was not is that differ¬ 
ent historical developments had, in different countries, induced different political doc- 
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practically all of them—so far as professional economists are concerned— 
come within the range covered by the phrase, ‘differences of opinion as to the 
extent of the exceptions—necessary or only desirable, approved or disapproved 
—to the laissez-faire rule/ 

I'he special case of England will illustrate this/® There, no revolution had 
occurred to s\^'cep away the top-heavy structure of eighteenth-century bureauc¬ 
racy, which was inefficient, wasteful, littered with sinecures, associated with 
unpopular mercantilist policy and even with political corruption. Before a new 
and more efficient structure could be erected, the old one had in any case—I 
mean, irrcspccti\e of what, if an> thing, one wished to put in its jjlacc—to be 
pulled down bit by bit in order to clear the ground. And until this had been 
done, the existing machinery of public administration was simply not up to 
any of those complicated tasks that modern regulation or Sozialpolitik in¬ 
volves. It is to the credit of J. S. Mill’s judgment that he was aware of this. 
He was not on principle averse to a large amount of government activih'. He 
had no illusions about any philosophically determined ‘neccs.sary minimum’ of 
state functions. But he realized the supcri(irit>\ which was in the circumstances 
simply not oj)cn to doubt, of the businessman’s administration of the pro- 
dueti\c resources o\cr what could possibly have been expected from the public 
official of his day. lie realized more than that. No careful reader of his treatise 
can fail to notice the number of times he, after arriving at the result that some¬ 
thing or other (for example, restriction of the income tax to consumers’ ex¬ 
penditure) is ‘desirable/ refuses to turn this value judgment into a recommen¬ 
dation because of insuperable administrative difficulties: they actually were in¬ 
superable then. It is true that the other ICnglish ‘classics’—not to mention the 
anti-etaiiste mononianiacs, whom that social situation produced, especially in 
France—not only failed to see that those conditions were essentially transi¬ 
tional but also advocated, as a matter of cour.se, that the red tape that was 
being eliminated should never be replaced by anything: that government and 
bureaucracy should ‘naturally’ be confined to a certain minimum of functions. 
But even this, representing as it did a real tendency, docs not so far as it was 
an assumption about part of the institutional frame of the economic process 
impair the value of their economic analysis. 

But we can go a step furtlicr. TVom our argument it might seem to follow 
that, if ‘classic’ analysis, in the respect under discussion, was valid because its 
assumptions about the role of the state were realistic though time-bound, it 
must be in\alid for any other period because those assumptions were time- 
bound though realistic. 'Miis is in fact true for a large number of propositions 

trint?.s about state and bureaucracy that led economists to *ab.solutize’ their nationally 
conditioned oi)inions, i.e. to exalt them into eternal truths. The situation was compli¬ 
cated by migration of ideas, such a.s the migration of ‘Smithianism’ to Germany, where 
it conquered not only many economists but also most leading bureaucrats. We cannot 
stay to analyze the eon.sequcnces. 

1 ® It will be .seen that what I am going to say applies to no other country. But it is 
not possible, in the available space, to do more than indicate the point of view from 
which such problems should be seen. 
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in applied economics—still more so for recommendations. But it is not so for 
the ‘classic' analysis itself. We always need to understand whatever it is we 
wish to regulate or control. This means that, however coinprchensi\ e the eco¬ 
nomic tasks of government may be at any time, wc alwa\ s need theory of the 
‘classic’ type as long as it is a question of regulation and control onl\—in so¬ 
cialism we need of course a different type of theory. W'e do not go to ‘classic’ 
economics for information about, say, the factors that account for unemploy¬ 
ment because of its analytic defects. But the fact that its assumptions about 
the role of legislation and public administration do not fit the conditions of 
our time docs not in itself constitute a valid reason for our refusing to do so. 
Of course, the reader will understand how difficult it must have been to ac¬ 
cept this for later historians of economic thought, who were interested in little 
else but ideas, social doctrines or philosophies, and political recomincndations, 
and who were in no position to decide which ‘classic’ propositions must, and 
which need not, be dropped when we drop any gi\cn clement of their insti¬ 
tutional frame. 

(c) The Nation and the Classes. In concluding this section, I wish to ad¬ 
vert to two of the man\- lacunae in our survey of the institutional aspects of 
‘classic' economics: we ha\c not dealt with the manner in which the econo¬ 
mists of that period handled the social phenomenon that wc call Nation or 
Country; and we have not dealt with their conception of the class structure 
of society. I’hc former is relevant for economic analysis in three wa\s. k’irst of 
all, it is a factor—some would say the dominant factor—in the general sociol¬ 
ogy or social philosophy of many economists: of this all that needs to be said 
for the purposes of this book, has been said in Chapter ^ (especially under the 
heading Romanticism). From this wc distinguish, second, the national view¬ 
point in economic policy, about which wc ha\c learned something in Cha])- 
ter 4 (Carey, List), but which will be touched upon again in the section 
below that deals with foreign trade (ch. 6, sec. ^). Third, it is a question of 
considerable interest to ask how far the economists of that period took ac¬ 
count of national differences of economic bcha\ior and of consciousness of 
nationalih' as a moti\e of economic bcha\ior: this question will be treated 
below (ch. 6, see. 1). The subject of Social Classes offers a convenient transi¬ 
tion from this to tlie next section. 

In economics, as in all the social sciences, the term Class denotes two dif¬ 
ferent things that, in strict logic, have nothing to do witli one another. When 
we speak of Social Classes or of the Class Structure of Society, we mean to de¬ 
note a real phenomenon that exists independently of the activity^ of research 
workers: actually or metaphorically, wc may hold that a social class is an entity 
that thinks and feels and acts. But wc also speak of classes when wc mean 
nothing but categories that owe their existence to the classifying activity of 
research workers. Thus, when we speak of working-class rnovcinents, wc arc 
indeed referring to masses of individuals but of individuals that rally around 
a group standard and form, as it w^crc, a psychological corporation, a social 
class. When wc consider the group of all the people who derive their incomes 
from selling services (personal efforts), we find that wc arc combining social 
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types that have very little in common and hardly ever feel and act in unison— 
such as street sweepers and movie stars, manual workers and executives, char¬ 
women and generals: in short, we are considering a category that w'C have 
formed oursehes. If this were all, we should have merely to advert to the 
existence of another source of confusion in economic discussion and to make 
sure in each individual case what it is we mean or a given writer means when 
using the term C'lass—social classes that are red-blooded realities, or categories 
of participants in the economic process that are pale abstractions.” But asso¬ 
ciated with this simple distinction is an important issue that may as well be 
noticed at once. 

Marx's two ‘classes of participants in the economic process,’ capitalists and 
proletarians, are not mere categories but social classes, lliis feature is essential 
to the Marxist system. It unifies his sociology and his economics by making 
tlie same class concept fundamental for both. On the one hand, the social 
classes of sociology are ipso facto the categories of economic theory; on the 
other hand, the categories of economic thcor>' are ipso facto the social classes. 
'I’he imi)oitancc of this feature becomes particularly clear when we observe its 
bearing u])()n class antagonism, which in this system is at the same time an 
exclusively economic phenomenon and the all important fact about all pre¬ 
socialist human history. We shall understand that from this standpoint any 
attempt to form economic categories other than social classes is bound to ap- 
])car as an attempt to leave out or obscure the very essence of the capitalist 
process or, to use a phrase current among Marxists, to Vob economic theory 
of its social content.’ Such an attempt is not only tainted with ‘apologetics’: 
it is futile and cannot produce solutions of the real problems of economics. 

But noii'Marxist economics was not less bound to take, with increasing em¬ 
phasis. the op]V)site view, and to look upon the very feature Marxists took 
(and take) pride in, as a blemish due to the survival of prcscientific patterns 
of thought. 'J'his was the ine\ itablc consequence of anah tic advance that made 
more and more for a clear distinction of the purely economic relations from 
others with which they arc associated in realih'. In analyzing economic phe¬ 
nomena, categories other than tho,se suggested by the class structure of society 
have pro\'ed more useful, as well as more satisfactory, logically. This does not 
involve overlooking any relevant class-struggle aspects, or simply class aspects, 
of the relations investigated.^^ All it does involve is greater freedom for all the 
various aspects of reality to assert their rights. 

Some modern economists call these abstractions Functional Classes. W^e oiirselvci 
shall, for greater clearness, use the term Categories, how'cver objectionable it may be 
in some respects. 

Unfortunately, there is no good English equivalent for the German WirtschaftS’ 
subjekt. 

’3 The i)roof of this pudding is, of course, in the eating. No general professions of 
faith or general arguments about the imiK)ssibility of analyzing, e.g., distribution of 
income in terms other than the terms of social classes can settle the matter. Of course, 
the question is complicated by another, viz., the question of the validity of the Marxist 
theory of classes. But, in this connection, this is a side issue. Even if it were valid, the 
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As we shall presently see, the economists of the period under survey did 
take a great stride toward an economic analysis in terms of categories of eco¬ 
nomic tNpes and away from economic analysis in terms of social classes. But 
they did not proceed in the logical way; that is, they did not work out a 
theory of social classes, insert it into their ecouoniic sociology, and then con¬ 
struct economic categories for use in economic analysis: this procedure would 
have required an awareness of the prolrlcins involved from which they were 
far remo\cd. Instead, they took a short cut: they simply turned, with little 
modification, the social groupings that arc known to the popular mind into 
categories of economic anahsis. With the exception of Marx, whose analysis 
of social classes, however defective, is still analysis, they made no analytic ef¬ 
fort. And the need for such an effort never occurred to them because, as a 
matter of fact, the social groupings of the man in the street were siifficicnth 
drenched with economic meanings to make them adec|uate for the rough pur¬ 
poses of 'classic* economic analysis. Ihe man in the street always had been 
greatly impressed by the landed aristocrac>- that towered o\er the rest of so- 
eiet\’. Hardly less distinctive and impossible to overlook was the position, on 
the other end of the scale, of the agricultural and industrial Voor.* l*'or the 
rest, the man in the street saw farmers, artisans, manufacturers, moneyed men, 
bankers, merchants and so on, rather than a single business class, and he would 
certainly have reserved other special positions for tlic professions. In the lat¬ 
ter respect, ‘classic* economists agreed with him more or less.^^ But for the 
rest of those groups, the\ (the ‘classic’ economists) did perform the modest 
service to analysis that consists in throwing them together, for some though 
not all purposes, into a single economic category, for which the label ‘capi¬ 
talists’ soon came to be generally used in economic literature. 

"rhiis Marx, alone of all leading aiiahsts, retained the class connota¬ 
tion of the categories of economic types, consciously and as a matter of 
principle. The prevailing tendency to get away from it, which he did 

methodological necessity of a conceptnahVation adapted to the s])ecial tasks of economic 
analysis would still remain. Most modern socialists, by using modern theoiy, tcstif>' to 
their agreement with tlic view' taken in this book. Much more important is it that 
Marx himself, in his analytic practice, agrees with us. For lie uses his classes only for 
the piirjiose of interpreting the results that the capitalist economy produces; as will be 
seen presently, he does not introduce his classes as actors in his basic an-alytic work, 
lie emphasizes indeed the social class aspect w^henever he can. Rut, except in the 
political splicre. his classes do not struggle with each other as classes, 

^*Thc an.'dytic difficulty w'hich the ‘classic’ wage analysis opposed to the inclusion 
of the professions in the labor category was in part avoided by those authors who 
described the professions as unprcjductivc and thus excluded them from the economic 
society to whicli their propositions primarily applied. Tliosc who counted skills as 
capital could also include them with capitalists. 

i*The public did not adopt it to any great extent until after 1900. But while the 
term Capitalist gained citizenship in the economist's lingo, the term Capitalism was, 
throughout the nineteenth century, hardly used c*xccpt by Marxists and w'ritcrs directly 
influenced by Marxism. There is no article under this heading in Palgrave's Dictionary. 
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not fail to notice, he simply put down as one of the symptoms of the 
degeneration of bourgeois economics that, so he held, had no longer the 
courage and honesty to face the real issues. By the same token, he no¬ 
ticed with approval those vestiges of the popular confusion of the two 
aspects that may be found in the earlier 'classics,* especially in Ricardo, 
"i’hc existence of such vestiges is what we should expect in a process of 
anah’tic de\clopmcnt that was not only slow but also subconscious. But 
how important were they? It is true that Ricardo spoke of distribution 
of the ‘produce of the earth* as a process of distribution between 'three 
classes of the community* (Preface). 'Pliis does seem to imply class 
connotation. If, however, we wish to take this phrase literally, we must 
take the whole .sentence literally—and this would make a physiocrat of 
Ricardo. Furtlicr, it is true that his theory of wages, so far as it fits any 
part of realih' at all, fits only the wages of manual labor—of the prole¬ 
tarian class. And finalh' Ricardo, according to traditional interpretation, 
emphasized antagonism of class interests—the interests of the landlords, 
in i)artieular. being held to be 'always opposed’ to those of the rest of 
soeiet\ . I'his, of course, is what Marx liked best and what other econo¬ 
mists who also took it for an essential feature of Ricardo's economics, 
such as Carey and Bastiat, liked least. But as regards the old wage theory' 
that Ricardo adopted, it is very obvious that he did not impart to it 
an\- class-struggle twist. And it seems much more realistic to sec in its 
\eiy j)artial \alidih the inevitable result of a defective analytic apparatus 
than of any intention to emphasize class aspects. As regards his general 
handling of class interests, two things must be carefully distinguished. 
Like most 'cla.ssies’ Ricardo was much alive to political implications. Be¬ 
ing one of the champions of free trade in corn, he thought of it as a po¬ 
litical measure that was to be carried against the economic interest of a 
social clas.s—which in this case W'ould understandably merge in his mind. 
And this happened, of course, c\’ery time there was a political issue on 
the an\il. Hut tliis is all right—the political viewpoint brings in part)' 
strife and party brings the social class clement: nothing is further from 
my thought than any w'ish to argue for a treatment of political ques¬ 
tions that neglects this class element and reasons in terms of an imag¬ 
inary common good. But quite another question is the significance of the 
opposition of class interests in Ricardo’s economic analysis per sc. This 
reduces to propositions about the long-run tendencies of relative dis¬ 
tributive .shares (see below*, eh. 6, sec. 6). He held, for example, that 
the landlord’s share tends to increase at the expense, primarily, of the 
capitalist’s share. T his, however, does not constitute class antagonism 
either in the Marxist or in the usual sense. Marx, recognizing two classes 
only, .saw' class ‘struggle,* economic and political, only bctw'cen these 
tw'o and thereby testified to his belief that opposition of interests in the 
Ricardian sense does not constitute class antagonism. In the usual sense, 
class antagonism means antagonism l>etween social classes—a realih' that 
manifests itself, for example, in the political arena. For this phenomenon 
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to arise, the Ricardian antagonistic tendency in distributi\c shares is 
neither a necessary nor a sufficient condition. This seems to establish our 
thesis, namely, that the class connotations of Ricardo’s categories are in 
fact no more than surviNals and noncssential to his system; and that, in 
particular, Carey and Bastiat and all the wTiters who took similar lines 
were in error when, believing that the Ricardian tendencies in distributive 
shares spelled social warfare, they set about disproving them. 

5. The ‘Classic’ Schema of the Kconomic: Process 

Into the sociological frame just sketched, the 'classics’ fitted a schema of the 
economic process, the general features of which it is our next task to describe. 
In itself this task is simple enough. But it is rendered more difficult by the 
facts that the form the schema took in the classic (in ouf sense) work of the 
period, J. S. Mill’s Principles, is of course not more than 'representati\c’ of a 
large number of schemata that more or less differed from it; that even so it 
was the outcome of long discussions that were in part pointless, sometimes 
merely verbal, but which loom large to the backward glance; and that the 
state of analytic work looked \'er\' different at different stages. 'I'hc very propo¬ 
sition that there was anything like progress toward clarification of the issues 
and improvement of the results of analysis will be voted a misrepresentation 
by readers who cither forget, or on principle disapprove of, the aim and view¬ 
point of a history of analysis. 

(a) The Actors. Any schema of the economic process must first of all settle 
the question of the dramatis personae to be admitted to the scene and thereby 
prejudge many of its features. Tliese actors were, of course, firms and house¬ 
holds and not social classes, or else there could not ha\c been competition: 
this also applies to Marx's theory. As we know, these actors were classified b> 
means of turning the social groups known to common experience into the three 
categories of economic hpes (or ‘functional’ classes): landowners, laborers, and 
capitalists.* Of course, this merely continued an old practice that had been 
sanctioned by A. Smith. Since the three were mere categories, each defined 
by an economic trait, it was recognized without difficulty' that an individual 
w'as capable of belonging to two (for example, if he was an artisan) or to all 
three of them (for example, if he was a peasant, tilling his own soil). Marx, as 
we also know, substituted his two<lass schema for this tripartite division of 
ty'pes.2 

In one respect, however, there was significant, if halting, advance. A fourth 
category or type eventually received explicit recognition, the entrepreneur. Not 
that economists had ever accompli.shcd the impossible feat of overlooking the 
most colorful figure in the capitalist process. The .scliolastic doctors, at least 

^ Subgroiip.s were, of course, introduced when desirable. But in dealing with the 
general pattern of economic theory, we may neglect this fact. 

2 Sismondi was the only other economist of major importance to do the same thing. 
But he did so only for purposes of simplification, not as a matter of principle. 
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since the times of St. Antonine of Florence, had distinguished the business- 
rnairs industria from tlic workman’s labor. Scvcntecnth-century economists 
liad disidaycd an unmistakable, if inarticulate, understanding of the t\’pe. Can- 
tillon was, so far as 1 know, the first to use the term entrepreneur. But tliese 
suggestions petered out without coming to fruition. A. Smith glanced at the 
hpe occasionally—he speaks occasionally of the undertaker, the master, the 
merchant—and, if pressed, would not have denied that no business runs by 
itself. Ne\ertlicless this is exactly the over all impression his readers get. The 
merchant or master accumulates ‘capital'—this is really his essential function— 
and with this ‘capital* he hires ‘industrious people,' tliat is, workmen, who 
do the rest. In doing so he exposes these means of production to risk of loss; 
but be>*ond this, all he docs is to supervise his coneern in order to make sure 
that the profits find their way to his pocket. J. B. Say, moving along in the 
I'Vench (Cantillon) tradition, was the first to assign to the entrepreneur—per 
se and as distinct from the capitalist—a definite position in the schema of the 
econoinic process. His eontribution is summed up in the pithy statement that 
the entrepreneur’s function is to combine the factors of production into a 
producing organism. Such a statement ■* may indeed mean much or little. He 
certainly failed to make full use of it and presumaby did not sec all its ana¬ 
lytic possibilities. He did realize, to .some extent, that a greatly improved 
theory of the econoinic process might be deri\ed b>' making the entrepreneur 
in the analytic schema what he is in capitalist reality, the pivot on which 
everything turns. But he failed to realize that the phrase ‘combining factors,' 
when ai-iplicd to a going concern, denotes little more than routine manage¬ 
ment; and that the task of combining factors becomes a distinctive one only 
when applied not to the current administration of a going concern but to the 
organization of a new one. In any case, however, he turned a popular notion 
into a scientific tool. 

In Germany, the concept of the entrepreneur w'as a familiar element of the 
‘cameralist’ tradition. And so was the corresponding term, Vniernchmer, which 

Lest the reader feel inclined to read this either into Cantillon or into A. Smith, 
let me further explain iny reasons for believing that Say’s foriiuilation should be con¬ 
sidered a distinct step in analysis. Cantillon said indeed that the entrepreneur acquires 
means of production at certain prices with a view to selling at uncertain (expected) 
prices. This dc.scril)es one of the aspects of the businessman’s activity very well; but it 
docs not describe (or, at any rate, emphasize) its essence. A. Smith considers indeed the 
case of the capitalist who lends his capital to other people and thus seems to recognize 
the distinct function of those people who take the trouble and risk of employing it. 
But the businessman who borrows from the capitalist still remains a vicarious capitalist, 
i.e. an intermediary between the owner of capital and the labor force; and to provide 
the latter with tools, means of subsistence, and raw materials is still all he does. It 
might be said that the distinctive function that Say made explicit is implied both by 
Cantillon and Smith. But analytic progress—not only in economics—^liingcs in great 
part on making things explicit that have lieen implied or implicitly recognized for ages. 
A. Smith also knew that we pay for goods because we want them, but this docs not 
make him a marginal utility theorist. 
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the economists of the period continued to use—it occurs, for example, in 
Rail’s textbook. 'Mie analy sis of the entrepreneurial function de\ eloped stead¬ 
ily if slowly, culminating in the work of Mangoldt.'* How much of it, if any¬ 
thing, is due to influence from Say, I feel unable to tell. But in England 
this influence shows more clearly. Ricardo, the Ricardians, and also Senior 
took indeed no notice of Say’s suggestion and in fact almost accom¬ 
plished what I ha\'C described as an impossible feat, nanicb, the exclusion of 
the figure of the entrepreneur complctcl)’. For them—as well as for Marx — 
the business process runs siibstantialh by itself, the one thing needful to make 
it run being an adequate supply of capital. But some of the non Ricardian and 
anti-Ricardian WTiters of the late iSzo’s and the iS^o’s did take it up, Read 
and Ramsay—the latter used the term 'master’ rather than entrepreneur, 
though he spoke of enterprise—deserving special mention. 'I'hc decisive step 
was taken by J. S. Mill, who brought the term entrepreneur into general use 
among English economists and, in analyzing the entrepreneurial function, 
went from ‘superintendence’ to ‘control’ and even to 'direction,’ which, he 
admitted, required 'often no ordinary skill.’ But this defines the function of 
management and not anything distinct from mere administration. If this were 
all, he might as well Iia\c been content with the good Englisli term, manager— 
which was in fact adojited later on by A. Marshall—and ha\c spared himself 
all regrets about there being no good English word for entrepreneur. A reason 
why he did not do so was possibly that managers arc frequently salaried em¬ 
ployees and they do not necessarily share in business risks, whereas }. S. Mill, 
like all the authors of that period and most authors of the next one. wished 
to make risk-bearing an entrepreneurial function alongside of 'direction.’ But 
this only served to push the car still further on the wrong track.*' And there 

* See above, eh. 4, see. s and below, eh. 6, sec. 6a. The work marks in this respect 
the most important achance since Say. 

In his ease this stands out particularly because he went into so much detail about 
the process of accumulation. Accumulated capital, w'ith liim. invests itself in a wholly 
automatic manner. All the phenomena and mechanisms in the emergence of mccliani/cd 
large-scale enterprise that hinge upon the personal element arc completely shut out 
from his range of vision. A famous passage in the Communist Manifesto I'conccming the 
'wonders’ that the ‘bourgeoisie’ has accomplished) seems to contradict this, since mere 
investment of accumulated capital could hardly he said to be producti\'C of ‘wonders.’ 
But this conception of entrepreneurial achievement—for what else could be rc.sponsible 
for the bourgeois miracles?—entirely failed to influence his basic analysis. 

*'• Since many modern economists also include risk bearing among entrepreneurial func 
tions, it may be well to point out at once the objection to the idea. It should be 
obvious, so soon as we have realized that the entrepreneur’s function is distinct from 
the capitalist’s function, that an entrepreneur, when he employs his ow’n capital in an 
unsuccessful enterprise, loses as a capitalist and not as an entrepreneur. It has been 
said that if he borrows at a fixed rate of interest, the capitalist being entitled to repay 
ment plus interest irrespective of restilts, it is the entrepreneur who bears the risk. But 
this is a typical instance of a very common confusion of economic and legal aspects. 
If the borrowing entrepreneur has no means of his own, it is obvioasly the lending 
capitalist who stands to lose, his legal rights notwithstanding. If the borrowing entre- 
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it stuck. There were various attempts at improvement and development dur¬ 
ing that period and the subsequent one. Substantially, however, J. S. Mill's 
conception of the entrepreneurial function prevailed throughout the century, 
which means that, after all. Say’s suggestion came to very little. We shall pres¬ 
ently return to the subject. 

(b) The Agents. The reader is requested to observe how very short, simple, 
and natural the step is from the recognition of the three categories of par¬ 
ticipants in the economic process—^landowners, workmen, and ‘capitalists’— 
to a general schema of this process. ITic categories are characterized by a 
purely economic trait: they arc respectively the suppliers of services of land, 
of labor, and of a stock of goods that is labeled ‘capital.’ 'lliis seems to settle 
their role in production and, quite unbidden, the famous triad presents itself, 
the triad of agents, or factors, or requisites—or instruments (Senior)—of pro 
duction. And, not less easily, a triad of incomes emerges to correspond to the 
triad of faetors—rents, wages, and ‘profits.’ Surely nothing could seem more 
useful and more simple or more obviously in accord with fact to any person 
not influenced by previous acquaintance with economic controvers\'. T’his is 
the first point ab(»ut the triad of factors that I want the reader to realize. 

The second point to be borne in mind is that the triad is, nc\crthelcss, not 
popular with modern economists. It established itself, more or less, around the 
middle of the nineteenth century and took a new lease of life through A. Mar¬ 
shall’s sponsorshijj of it.* And it still survives, owing to its handiness in ele¬ 
mentary teaching. Beyond this, however, modern economists do not like it 
particularly: some look upon it as a relic of bygone stages of analysis, a clumsy 
tool, an encumbrance rather than a help. But for the moment, we are not 
concerned with this, but with a third point. For reasons quite different from 
those that motivate the attitude of modern theorists, economists of the period 
under survey were reluctant to accept the triad, which accordingly conquered 
but slowl>' and incompletely—a fact that, considering the ob\'iousness of the 
schema, calls for explanation. Moreover, c.xamination of these reasons will 
teach us an interesting lesson about the ‘ways of the human mind’ in our field. 

In Chapter 6 of the I'irst Book of the Wealth of Nations, A. Smith de¬ 
composed the jiricc of products into three components: wages, rent, and 
profit. In Chapter 7, these prices are built up again from these same com¬ 
ponents.® In itself, this points strongly enough toward the triad of factors. 

preneuT has inciiiis by which to effect discharge of his debt, he too is a capitalist and, 
in case of failure, the loss again falls upon him as a capitalist and not as an entre¬ 
preneur. 

• Marshall had indeed a fourth factor or agent of production. Organization. But this 
is only a label for a coinijoiind of topics—^such as division of labor and niacliincr>'—-of 
which business nianagcincnt is only one. It is not an agent in the same sense as are 
land, labor, and capital. 

® These are equilibriiim prices. As we know, the arrangement referred to embodies 
A. Smith’s manner of recognizing the fact of general interdependence between the 
elements of the economic system and constitutes one of his greatest merits in the field 
of pure analysis. But we also know that it was much misunderstood—some critics even 
saw circular reasoning in it. 
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But the pointer is completely lost in the argument of Chapter 6. Tlicre, la¬ 
borers, landlords, and capitalists are indeed introduced as participants in the 
process of distribution, but their shares arc not construed as returns from the 
productive employment of their factors: if not wholly denied, and c\en if oc- 
casionalh ‘recognized/ ® this factor-value aspect of dist:ributi\ e shares is brushed 
aside in fa\or of quite another aspect. A. Smith, it will be remembered, tries 
to show how the landlord’s and the capitalist’s shares are ‘deducted’ from the 
total product that ‘naturally’ is, in its entirety, the product of labor. And this 
st'cms to point toward a different conceptual arrangement, which reserves the 
role of factor of production for labor alone and bars the outlook on the triad 
of factors in spite of the fact that A. Smith’s language on the first jiagc of 
Chapter 7 is clearly suggestixe of it, 

A. Smith’s exposition has been restated, in the first place, because it antici¬ 
pates instructively the situation that prevailed in this corner of economic 
theory throughout the period. Whether under A. Smith’s influence or inde¬ 
pendently, some economists took the line indicated by the one of A. Smith’s 
pointers, and some took the line indicated by the other. But the majority hesi¬ 
tated and compromised, though the tendency was all along in favor of the 
triad of factors. In the second place, we have started from A. Smith because 
his exposition illustrates very well the nature of the main obstacle that stood in 
the way of smooth acceptance of the three-factor schema. In order to see it, 
we must recall once more that the proposition that lalxir alone produces the 
whole product has no empirical content that could be relevant in an anahsis 
of the facts of the economic process: clearly, nobodv can maintain that labor 
is all that is needed in order to produce something, except in a class of cases 
without importance. But the proposition may have ‘mcta-cconomic* meaning 
of an ethical color and it agrees well with the emotional pif)pcnsities and the 
political doctrines of sponsors of the interests of labor who, like A. Smith, 
loved to declaim about the laborer who produces everything for cvervbody and 
himself ‘goes in rags.’ "Hiey thought that they were gaining a point for labor 
by clinging to that doctrine, and they were confirmed in this childish belief 
by the no less childish belief of many sponsors of the triad that .setting up 
land or capital as factors of production was gaining a point for landlords or 
capitalists.^*^ 7 ’hcy failed to sec that their ethical philosophies and political 
doctrines were logically irrelevant for the explanation of economic reality as it 
is. In other words, they failed to sec that all that matters for this purpose is 

'rhiis, A. Smith clcscribcd the gross revenue of society as ‘the whole jnochKC of 
their land and labour’ (beginning of ch. 2, Book ii). 

I do not deny, of course, that slogans for i>opular consumption may ]>e derived 
from either analytic set-up. To that extent—tliat is, if meant for the sole purpose of 
taking in slow-witted people—neither was childish. Only the honest belief v\'as childish 
that any analytic arrangement about factors of ])roduction could in good /ogfc 
strengthen the political use cither for or against the claims of their owners. 1'hat this 
is not so has been pointed out repeatedly in tliis book: even if there were any sense in 
maintaining that, c.g., land produces evcr>'thing, this would not constitute any reason 
why the returns from it should go to its owners. 
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the simple fact that, in order to produce, a firm needs not only labor but all 
the things that arc included in land and capital as well, and that this is all 
that is implied in setting up the three factors. In still other words, they had 
not yet a clear conception of the distinctive purposes of analysis—have we?— 
and of what is and what is not relevant to the analytic purpose. It will be 
realized therefore that to see tliis distinctive purpose and to perceive that the 
three-factor schema served it in a simple way was, under the ciicumstanccs, 
not (juitc so easy as one might infer from its obviousness and that hence its 
adoption spelled considerable analytic merit after all. 

'I’heic is, ]iowe\er, another aspect to the matter. If one accepts a labor- 
ejuantity theory of value, either in Ricardo’s or in Marx’s manner (sec below, 
eh. 6, sec. 2a), the three-factor schema, which we have been commending for 
its simplicity, meets with analytic difficulties that are quite independent of 
any pliilosophies. I'or the distributive shares must be paid from prices of prod¬ 
ucts that, owing to the i>rescnce of claimants other than labor, cannot in gen¬ 
eral be proportional to the quantities of labor embodied in those products. A 
new problem therefore arises concerning the manner in which those other 
claims are satisfied. .And in attempting to sohe this problem, we find the triad 
of factors that puts these factors all in fundamentally the same logical position 
\ery incomenient to handle: “ from this stand])oint the mere fact that all 
agents are equally ‘requisite’ cannot any longer be regarded as decisive. Note 
this interesting fact: from the standpoint of any theory of value other than 
the labor-ciiiantity theory, this problem appears as a choice example of a spu¬ 
rious problem, that is, a jjroblcm that owes its \ery existence to defective analy¬ 
sis and disapi)ears. without any trouble, if the defective clement, in this case 
the ]abor-c|uantity theor\- of value, be removed; but from the standpoint of 
the lalror qiiantits* theory of value, the problem in question becomes the most 
important of all, the problem the solution of which must reveal the innermost 
secret of eai)italist socicK. Marx had therefore plenty of reason to rise in 
wratli against the triad of factors and to condemn it as a piece of vile apolo¬ 
getics that, reducing colorful struggles of social classes to colorless allocations 
of returns to co-operating factors, emasculated capitalist reality.^* Sometimes, 

" James Mill and McCulloch tried to do this with verv- indifferent success. 

Conceiving of economic analysis as an element in social evolution—and theories 
other than his as the fog that ri.scs from it—Marx, as stated aboNC, was of the opinion 
that, after Ricardo, ‘bourccois economics’ had entered a stage of decay along with the 
society that prf)duced it. It is not witliout interest to ask what the facts were he took 
for manifestations of this decay. The first we know already: it was the refusal of 
‘bourgeois’ ccononiics to couch its analy.si.s in terms of social classes. The second, 
related to the first, was preci.scly the increasing tendency to adopt the three factor schema. 
'I'lie third was the tendency to assert that the economic process, however much given 
to stalling under the impact of ‘disturbances,’ was yet free, in its pure logic, from 
inherent iiitches. Marx took this for another piece of •w'hitcwashing though, from 
another standpoint, it was the natural consequence of improved analysis, 'riie fourth 
was the tendency to replace what Marx considered to be profoiindcst truth by a 
description of the surface phciioincna of business practice as they appear to the business- 
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the task of analysis is rendered difficult by the nature of its problems—wave 
meehanics is a good example. Sometimes the difficulties arc not in the things 
but in our own minds. 

As soon as this is understood, we can deal vcr\ briefly with the facts of the 
case. 7 hc a\'ersion to the triad schema that vi'as due to philosophical or political 
or emotional causes gave way e\entually and in the end asserted itself merely 
in ^crbal concessions. The obstacle of the labor-quantih’ theory was, of course, 
next to insuperable for Ricardo himself and for the Ricardian socialists, in¬ 
cluding Marx. But it was overcome by the non-Rieardian and anti-Rieardian 
thcor>' of the iS^o’s—which shows again that the Ricardian teaching was 
really in the nature of a detour. On the Continent. Sa\—possiblx- following 
Turgot’s lead—established the triad schema and the ]uactice of dealing, 
both in the theory of production and in the theorx of distribution, with the 
‘scrxiccs' of the three factors on the same footing. In I'lngland, Lauderdale 
was the first major writer to set up capital as a distinct factor. Maltlius placed 
no emphasis upon the triad but his theoretical set-up implies it. Torrens. Read, 
and Senior, especially the last, are the most important of the economists who 
helped it tow'ard anchorage in English economics.*^ J. S. Mill, finalK , adopted 
it in substance but hesitatingly and without going through w itli it—in a wax' 
that mirrors the actual doctrinal situation verx well. He started like Petty 
with two ‘requisites’ of production, a felicitous term that disarms unintelli¬ 
gent criticism by avoiding any suggestion to the effect that ‘agents’ might be 
morally entitled to ‘rewards.’ Then he noticed the fact that the econoniic 
process of cverx j)criod also depends on the stock of goods that is axailablc at 
the beginning of the period w-hich is all that is implied in settin:^ up "capilaV 
as a distinct factor. And so he recognized capital as a factor but distinguished 
it from the other two, the tw'O ‘originaP ones.^*' Senior had spoken of cai)ital 
as a ‘secondary’ agent in contrast to the two ‘primarx’ ones. There is in fact 
point in maintaining that capital is a ‘factor with a difference.’ I'or, if capital 
is goods, it raises problems of depreciation and rcncxval that the other txxo 
factors do not raise. And if capital is so defined as to include wage goods, it 
is not quite on a par with land and labor but stands to them, so far as the 
wage goods are concerned, in a relation that is peculiar to it. But J. S. Mill 
did not go much further than this. Though he did recognize occasionally that 
in this schema the rent of land enters or docs not enter into price and cost 
exactly as do w'agcs, he yet refused to put land quite on a par with labor. lie 

man. It is for the reader—and an excellent exercise it would be—to make up his 
mind on these points now. 

^•’'He also generalized ‘land’ into ‘n.itiiral agents.* 

And in spite of Say’s priority and in spite of the fact that we moderns do not 
think very highly of it, there was considerable merit in this around iS^o. 

term Requisite is, so far as I know, due to James Mill, who has labor and 
capital, however, instead of labor and land. J. S. Mill uses also the term Agents. 

If wc xvished to be nasty, we could quote him to the effect that he started with 
two factors and, after prolonged discussion, ‘reduced* these two factors to three 
(Book 1, ch. 1, J 1 and ch. 7, J 1). 
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therefore clung, officially as it were, to the Ricardian theory of rent, although 
it was quite superfluous for him.^^ And capital remained stored-up labor for 
him, as it had been for James Mill, although from the standpoint of his 
schema and if he wished to Vcsolve’ capital into something else, he should 
ha\e ‘resohed’ it into stored-up services of labor and land,^^ 

To sum up: the (luestion what is and what is not to be ‘recognized,* by the 
analyst, as an agent of produetion is a mere question of analytic convenience 
and efficiency. As such, ho^^'c^c^, it is very important, for the way in which a 
writer answers it will, to a considerable extent, determine his schema of the 
economic process and the formulation of the problems to be solved. At an 
early stage of anaUsis, the triad of agents suggests itself primarily because it 
links up niech with tlie three categories of participants in the economic proc¬ 
ess that arc dcri\ccl from the layrnarrs picture of socict>'. But it so happens 
that the triad also makes economic sense because it presents a complete list of 
the recpiisites of jdnsical production, the items of which are both nonover- 
lapping and distinguished by economically relevant characteristics. Therefore, 
it makes a useful b.isis to start from. J. B. Say seems to have been the first to 
realize this ihit most of the economists of the period did not look at the 
matter in this light. 'I‘he> believed that when they were deciding what to 
‘rec(»gni/e’ as an agent, they were dealing with rnomcntoiis real problems of 
anahsis and, still more important, of social justice. Hence wc find widespread 
reluctance to adopt the triad, which was reinforced, in some cases, b\' a theory 
of \ahie that did not work well with it and by the fact that the role of capi¬ 
tal in the i)i()dueti\e process docs disjday certain traits that arc not shared 
by the two ‘original’ or ‘primary* agents. And so one-factor schemata and 
two factor schemata survi\ed throughout. Morco\er, even writers who in fact 
adopted tlie three-factor scheme displa>cd a tendency to make verbal conces¬ 
sions to the other two —which furlher obscures the situation. 

(c) ihe Model. In e\cry scientific venture, the thing that comes first is 
Vision. 'I'hat is to say, before embarking upon analytic work of any kind wc 

'Ihe specifically Ricardian clement in the theory' of rent was logically superfluous 
for him because nieie ‘reciuisitcness’ of land plus its scarcity- is all that is needed to 
explain the jjrice of its services. Yet he commits himself to the Ricardian view of 
rent, e.g., in tlie last sentence of J 2, cli. 2, of Book iii. 

i‘'lxi ns notice at once that this ‘resolution* of capital goods, e.g., a machine, 
invoKcs two i)robleins: first, the ‘resolution' of the machine into the factors that enter 
into it and iiicliicle services of other capital goods; second, the ‘resolution’ into land and 
labor only (or. with Marx, into labor only). In the next period it was especially Bdhm- 
Bawerk and. following him. W’ieksell who used and propagated tire ‘resolution’ into 
land and labor. 

»»Sik1i a verbal concession that veils a man’s acceptance of the triad is instanced by 
the turn of phrase that capital increases the productivity of labor (or that its function 
consists ill making labor more effective), 'lliis sectns to point toward a one factor 
theory by confining tlie honorific quality of productivity to labor alone but actually 
docs, so fiir as explanation of facts is concerned, exactly what ‘recognition’ of capital as 
an agent of production is meant to do. 
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must first single out the set of phenomena we wish to investigate, and acquire 
‘intiiiti\cly’ a preliminary notion of how they hang together or, in other words, 
of what appear from our standpoint to be their fundamental properties, 'lliis 
should be obvious. If it is not, this is only owing to the fact that in practice 
we mostly do not start from a vision of our own but from the work of our 
predecessors or from ideas that float in the public mind. We then proceed to 
conceptuali/e our vision and to develop or correct it by closer examination of 
facts, two tasks that of ncccssih' go together—the concepts we possess at any 
time and the logical relation between them suggesting further factual investi¬ 
gation and further factual investigation suggesting new concepts and relations. 
The total or ‘ssstem’ of our concepts and of the relations that we establish 
between them is what we call a theory or a model, ^^'e have had ample op¬ 
portunity to obserxe how difficult a task conceptualization is in the early stages 
of analytic effort, chiefly because the scientific frateinit> takes time to learn, 
by a process of trial and error, what is and what is not important in an ‘ex¬ 
planation’ of the phenomena envisaged. In economics, particularly, there arc 
many inhibitions to overcome before the nature of the analyst’s task can be 
clearly understood. But model building, that is, conscious attempts at s>stemati- 
zation of concepts and relations, is more difficult still and characterizes a later 
stage of scientific endeavor. In economics, efforts of this kind date, substan¬ 
tially, from Cantillon and Quesnay. In the period uiuIct discussion, a model 
evohed from the Cantillon-Qnesnav pattern that, since we already know the 
actors and the agents that figure in it, may be briefly descrilK’d as follows. 
Consideration of details will be deferred to the next chapter."'^ Moreover, com¬ 
ments on the ‘classic’ schema of economic evolution will be deferred to the 
next section. In this section I shall present the ‘classic’ schema of a stationary 
process onl\-—a schema which, in this respect, was much like that of Quesnay. 

From A. Smith on, most of the English ‘classics’ used the term Stationary 
State. But this stationary state was an actual condition of the economic proc¬ 
ess which they expected to materialize sometime in the future. T aken in this 
sense, the subject of the stationary state belongs in the next section. Here w'c 
are concerned with a different kind of stationary state, namely, with a sta- 
tionars' state that is not a future rcalits but only a conceptual construct or 
tool of analysis that serves to isolate, for the purposes of a preliminary study, 
the group of economic phenomena that would be observable in an unchanging 
economic process. The first to recognize explicitly the methodological impor¬ 
tance of doing this was J. S. Mill. But Marx, whose schema of Simple Repro¬ 
duction (Capitaly vol. i, eh. 23) is the schema of an economic process that 
merely reproduces itself in time, went much more deeply than Mill. All other 
WTiters, however, including A. Smith and Ricardo, actually used that tool but, 
not being aware of the fact that they were using any particular de\ ice of this 
kind, they used it in a haphazard and unsatisfactory manner. Tliis point be- 

20 This procedure entails the disadvantage tliat certain concepts will have to be used 
before they have been fully explained. No serious inconvenience will, however, arise 
from this. 
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ing both important and somewhat difficult to understand calls for additional 
comment. 

Wc ha\c repeatedly had the opportunit\' to advert to the slow devel¬ 
opment, not completed within the period under discussion or even within 
the next one, of the notions of economic {or social) statics and dynamics. 

J. S. Mill, who as wc have seen probably took them from Comte and used 
them in his logic, defined statics as the theory of 'the economical phe¬ 
nomena of society considered as existing simultaneously' (PrinciplcSy 
Book IV. eh. 1 , 1 ). 7 'his definition, by itself, might pass muslcr as an 

anticipation of the modern definition (Frisch). Statics as thus defined 
pi\i)ts on the concei)t of (stable or unstable) ccjiiilibrium that appears 
in Mill and in the ‘classic' literature generally, for example, in the garb 
of such constructs as the ‘naturar or ‘necessary* prices. But a little later, 
we learn that in the passage quoted he did not really tliink of the statics 
that is defined b\ his wording or, rather, that he confused it with 'the 
economical laus of a stationary and unchanging socich'.' As wc shall see 
more clearl> later on, these are different things; we can study a changing 
l)rocess b\ means of a static mctliod (comparati\c statics, see below. Part 
IV. eh. 7, see. 3a) and an unchanging process by means of a sequence 
analysis of the kind which Sismondi occasionally used, and which relates 
economic c|uantities that belong to different points of time—i.e., by 
means of a d\ nainic theory in the sense of hrisch. Mill, following Comte, 
understood bv d\ iiainics something altogether different, naineb’, the anal¬ 
ysis of those fences that produce fundamental change in the long run— 
the kind of thing we shall di.scu.ss in the next section. All this is confusing 
enough. But we must add a final element to the confusion. In addition 
to s]x:aking of a static theory and of a stationary s/u/e, ^^hich is an ana¬ 
lytic tool. Mill also, like Ricardo, expected the economic process to settle 
down, at some future time, into a stationary state of a special kind that 
will not be an analytic device for facilitating the study of a nonstationary 
realih' but will be itself a rcalih'. 1 repeat that, in all this, Mill did no 
more than to make explicit what everybody fumbled for. 

Some of the fundamental features of the 'classic' model or models of the 
stationary process may be thus described in Ricardo's words (Principles, eh. 
31). Suppose that a capitalist ‘employs a capital of the value of £20,000* and 
‘that profits arc 10 per cent.’ Of this capital, £7000 arc ‘invested in fixed 
capital, \iz. in buildings, implements, etc. etc.' and ‘the remaining £15.000 is 
employed’ as wage capital ** ‘in Ihc .support of labour.' 'E^ach year the capitalist 
begins his operations by having food and ncce.ssaries in his possession to the 
value of £1 5.000 [plus another quantity of the value of £2000 destined for 
liis own consumption. J. A. S.l, all of which he sells in the course of the year 
to his own workmen for that sum of money, and, during the same period, he 
pays them the like amount of money for wages: at the end of the year, they 

Ricardo wrote 'circulating capital,* but see below, eh. 6, see. 5h. 
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replace in his possession food and necessaries of the value of £1 5,000, £2000 
of which’ he then consumes himself in the following year—a j?iccc of se¬ 
quence anahsis that is certainly the last word in simplicity—which is why I 
refrain from elucidating it either by a system of equation or by a tableau of 
the Quesnay t\pc.-“ 

Now, first, one feature of this model was gcneralK’ accepted throughout the 
period, by Marx not less than by Say. This was the physiocrat notion, which 
it embodied, that the fundamental flows of goods (and nionc\} that consti¬ 
tute the economic process consist of a flux and an (augmented) rcflvix of ‘ad- 
winces.’ Yet, unlike the physiocrats, the ‘classics’ made the cai)italisls the sole 
source of these advances, and the value of the gooc/s ad\anced swelled in the 
industrial process instead of in agriculture only. Xe\eitheless, it was substan 
tially the old idea of Quesnay as it had already been transformed by Turgot. 
I cannot emphasize too strongly that this was a i)articular way of interpreting 
the economic process and not at all directly suggested by the practice of life: 
in practice, the employer ‘hires’ the workman—or he ma\ be said to ‘bu\’ the 
latter’s .services—but he docs not advance anything to him. MoreoNer, this 
interpretation means more than recognition of the tiisial facts that whatever 
is being consumed must have been produced before; or that societ> at any 
moment alwa>s li\cs on the past and works for the future; or, finalb, that 
initial stocks are always among the data we must start from. J. B. Clark’s 
theory of the synchronized proce.ss or, for that matter, W^ilras’ system (both 
discussed below. Part iv, eh. 7) proves sufficiently that these facts do not 
force us to make them the pi\'ots of our anahsis. But if we do make them the 
pivots, then a number of consequences suggest theinsehes that are not avoided 
simply by refusing to recognize them. If ‘capitalists’ actually ad\anee labor’s 
real income and if this is to mean more than a monetary arrangement, dis¬ 
counts and 'abstinence’ will have to be admitted among the essentials of the 
economic process whether we like them or not:-* that is, no anahsis of pro- 

22 Ricardo neglects, of course, the we.ar and tear of the machines, etc. 'I’his could 
be easily avoided, but vve shall do the same thing. ’Mie £2000 must be consumed each 
year or else the process would not be stationary. 

2-* But, in spite of its gauntness. the model wt took from Ric.irdo will still serve two 
purposes that may be of some help to the reader. First it will illustrate what dynamic 
analysis in the modern sense is and in wdiat it differs from tlie kind of investigafion 
that J. S. Mill denoted by Dynamics. Second, it will explain what .scuiiids like a paradox 
even to .some economists of today, viz., how' it is possible to treat a stationarv ])r<Kcss 
dynamically. This con.sists simply in describing such a proce.ss in terms of tpiantities 
that behiiig to a sequence in time or in terms of relations that link quantities that 
belong to different points of time. The particular form of ciynamic analysis which this 
model displays is, for obvious reasons, often called I’criod .^nalysis. 

2^ Talk about exploitation may cover up this state of things but cannot alter it. ff F 
were asked what I consider the ca.siest method for upsetting Marx’s theoretical .structure. 
I should certainly answer: start from Marx’s admission that capitalists advance wages 
and develop the logical consequences of this admission. 1 should add, of course, that 
this is the answer to the question what i.s the easiest, not to the question wiiat is the 
most profound, set of moves for the anti-Marxist to make. 
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duction and consumption will be complete that does not take account of them 
in one way or another, 'lliis is impoitant enough to justify a distinctive label 
for all anah'tic patterns that do work with the notion under discussion. We 
may call them advance economics and distinguish them from synchronization 
economics, that is, all analytic patterns that do not in a stationary process 
assign any fiindaincntal role to the fact that what society lives on at any given 
moment is the result of past production, on the ground that, once a stationary- 
process has been established, the flow of consumers' goods and the flow of 
productive serv ice arc synchronized so that the process works as if society did 
live on current production. 

Second, we may as well introduce another classification of analytic patterns 
(‘theories’), though its practical usefulness is in the analysis of growth rather 
than in the analysis of stationary states. No economist has ever denied, of 
course, that, like every other engine, the economic engine is given to stalling, 
besides being sensitive to disturbance by factors external to itself. But economic 
models differ according to whether they arc or arc not built on the assumption 
that the economic engine has or has not an inherent tendency to develop 
hitches (merely by working normally and according to design), w'hich then 
make it stall or stop working normally and according to design. The various 
forms of underconsumption theories of crises that W'c shall discuss later on may 
serve as examples: they all of them hold that, because of oversaving or other 
reasons, the economic system, as it goes on functioning, develops strains and 
stresses by virtue of its own design or logic, for example, the strain or stress 
that—ie;dly or supposedly—shows in the impossibility of selling the products 
it is capable of producing at prices that wall cover costs. With apologies, I in¬ 
troduce the term hilchhound for models that do recognize the existence in 
the economic sy stem of .such inherent tendencies to stall, and the term hitchless 
for models that do not. For the moment, all w'C get from an application of this 
distinction is tlic statement: all the models of stationary processes that were 
ever constructed arc hitchlcss. Marx, for example, makes this very clear— 
hitches do not occur in his schema of Simple Reproduction; they enter his 
picture only with Accumulation. 

A few comments may be useful. To begin with, though all economists 
do recognize the propensity of the economic engine to stall on any num¬ 
ber of provocations and its sensitiveness to the impact of external dis¬ 
turbance. there is still room for disagreement as regards the importance of 
this propensity to stall and sensitiveness to disturbance, in particular as 
to the importance of both, relatively to the importance they would have 
in a planned economy. I’hcse questions may well make all the difference 
in an appraisal of the relative efficiency of different forms of economic 
organization. Next, let us notice that, precisely because of this, there is 
no question of apologetics or ‘whitewashing' involved in constructing a 
hitchle.ss model. For the economist wdio constructs such a model may 
still have so high an opinion about the sensitivity of the economic sys¬ 
tem lie w'ishes to describe that he may, because of this sensitivity, rate its 
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efficiency lower than docs another economist who prefers a hitchbound 
model but has no such high opinion about the importance of the hitch. 
Malthus’ model of economic growth was hitchbound. But this did not 
make him a 'planner.* Finally, observe that the analyst’s choice between 
constructing a hitchbound and constructing a hitchlcss model is to some 
extent a cjuestion of mere analytic convenience. l\vo economists may en¬ 
tertain exactly the same opinion about something that both of them 
recognize as a stress. Nevertheless, the one may think it more useful to 
build a hitchlcss model first and then superimpose the stress, and the 
other may think it more useful to introduce the stress, as it were, on the 
groundfloor, and include it in his model from the first so that he gets a 
hitchbound model. The same man ma> do the one for some purposes 
and the other for other purposes. It is only our inability to divorce re¬ 
search from politics. 01 our suspicion, all too often justified, that the 
other fellow cannot analszc with single minded devotion to truth, 
which makes problems and party issues out of decisions that do not ex¬ 
cite anyone in more fortunate fields of research. 

Third, the model from which wc started ma\ be complicated in various 
ways without losing its fundamental simplicity. Thus, we can easily introduce 
current production of producers* goods and iincstigatc the simple conditions 
for equilibrium that exist between the various departments of production. 
Also, wc can easily introduce servants, physicians, teachers, and so on. More 
important, the reader may wonder what has become, in tliat model, of the 
third class of actors, the landowners. W’hy they do not figure in Ricardo's text 
will bccf)me clear presently. Marx treated them as a s(irt of appendage to the 
‘capitalists.* The ‘capitalists* employ labor and extort from it Surplus V^iluc. 
But this surplus value is not all Ricardian profits. 'I’he ‘capitalist* must share 
his loot, the surplus value, with the landlords. T hus, in a second act of the 
drama of distribution, the surplus value is split into profits and rent, both 
of which arc therefore simply parts of a unitary exploitation gain. Everybody 
not completely blinded by indoctrination will, however, realize immediately 
that, so far as description of fact and not agitatorial phraseology is concerned, 
this comes to the same thing as saying that the capitalist hires services of land 
exactly in the same sense in which he hires services of labor. In fact, all wc 

Marx, more directly inspired by Quesnay than was any other economist of his time 
and perceiving more clearly the importance of such research, tried to construct tableaus 
or reproduction sclieinata of his own, starting from Quesnay’s tableau. Technical handi 
caps prevented him from getting vcr>^ far eitlier in this or in the attempt to replace it 
by arithmetical or algebraic equations. However, in magnis voluisse sat est and he saw 
more intuitively than he was able to express. His efforts naturally centered on the case 
of ‘extended* rather than of ‘simple* reproduction. But he developed the condition of 
stationarity all right, and also the condition of equilibrium between the two depart 
ments of consumers* goods and producers* goods production. T’he interested reader 
finds all lie needs in P. M. Sweezy's Theory of Capitalist Development and in its 
ApiJcndix by Shigeto Tsuru. 
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need to do in order to arrive at this result is to ask the question why land¬ 
lords are in a position to prey upon the ‘capitalist's* loot. 'I’he only answer is 
that the services of land, also, are requisites of production. As soon as we real¬ 
ize this not very recondite truth, we arrive at what, to any unbiased mind, 
must seem to be the most natural view to take: the landowners should enter 
the model of the stationary process, along with labor, as another class of 
owners of ])rodiictivc services, which, at the beginning of (or during) each 
IKTiod, they stand ready to exchange for the income goods that the ‘capitalists' 
were supposed to possess.*-'" 'I'his should be extended, of course, to the ‘capi¬ 
talists' (or whoever the people are) who own the nonwage capital. 

Fourth, as our discussion of Agents must have led readers to expect, the 
frame pro\ided by the model under study \ras filled in, not by one but by 
two theories (or types of theories) of production and distribution, which were 
but very imperfectly welded in J. S. Ntill's mongrel performance. This was be¬ 
cause the triad of agents and returns was gaining ground so slowly—wc know 
the reasons wh\‘—that hpes of analysis that were distinctly more primitive 
not only sur\ ived l)ut also prospered. 

On the one hand, then, wc have the analysis that is associated, primarily, 
uith the names of 'J'urgot and Say; partial!), hesitatingly, and mixed w'ith in¬ 
compatible elements, it was also outlined by A. Smith. It accepted the triad 
of agents and returns in its fullest and deepest meaning. Let me restate this 
meaning. Production in the economic sense of the term is nothing but a 
combination, 1)\ ])urchase, of requisite and scarce services. In this process, each 
of the requisite and scarce services secures a price, and the determination of 
these prices is all that distribution or income formation fundamentally consists 
in. nius the process effects, in one and the same .series of steps, production in 
the economic sense and, through the evaluation of productive .services inci¬ 
dent to production, also distribution or the formation of incomes. Thus, in 
this schema, capitalist production and distribution cease to be what they would 
be in a socialist community, namely, two distinct processes: we behold but one 

riiis curious idea, according to which capitalist employers arc supposed to hold 
cabbages and shots. v\bit h they sell to their workmen, must be viewed as a measure of 
simpliruation designed to bring out essentials and meanings that underlie the treacherous 
mass of surface pliencuiicna in a inonctaiy economy. ‘Capitalists’ who arc not them¬ 
selves i)iot]uctTS of food and ncces.sarics are supposed to acquire these from the ‘capital¬ 
ists’ who arc. Fveii if it should be granted that this schema brings out the essentials 
correctly, wc have still to obscnc that it neglects so many intermediate steps and draws 
logctlier the essentials so closely—another example of this is the ‘classic' theory of 
saving and invest incut—that the jmssibility of deriving practical conclusions from such 
a theory hccoines qucstionahlc. 

27 It is highly characteristic of the difficulties most authors e.xperienced in the task 
of conce])tii.iIizati(in that the large majority' kept on defining production technologically. 
They philosophized about man’s inability to ‘create matter and hi.s ability to displace 
it and to cliangc its forms in useful ways and other completely irrelevant things. Say’s 
phrase to the effect tliat production produces utilities pointed in the right direction, 
but much more important was his emphasis upon the combination of services in con¬ 
nection with his definition of entrepreneurial activity. 
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process of choices and evaluations of which production and distribution arc 
merely two different aspects. And all hpes of incomes arc by this schema ex¬ 
plained on one and the same principle, the principle of pricing the services of 
co-operating factors. 'Ibe anah tic task of showing how this principle, so ob¬ 
vious in the ease of consumers' goods or their services, may be made to apply 
also to the case of producers' goods or their scr\iccs. was not clearly dis¬ 
cerned, let alone accomplished before the rise of the theory- of imputation in 
the next period (see Part iv, eh. s;, sec. 4a^, except jxrliaps by a few forerun¬ 
ners, such as Longfield and 'nuiiicn. But the fimdamental thesis, that the 
production-distribution process of capitalist society is in the last analysis a web 
of exchanges, for one another, of productive (or dirceth consumable) services— 
the employing entrepreneur acting as an intermediary—stands out with un¬ 
mistakable clearness in Say’s Traiti. Among leading English authors, Lauder¬ 
dale, Malthus, and Senior came more or less near to grasping this idea. But 
only Say made somcrtiing like a success of it. It is nnthing short of paibetie 
that, owing to a complete lack of understanding on the part of opponents and 
owing to complete ignorance of even the most clomcntar\ niathcinatical tools 
on the part of exponents, this promising start not only was left to hibernate 
for decades but also acquired a reputation for superficiality and stcrilitx. 

On the other hand, we have the type of analysis of which the Ricardian 
detour is the outstanding example. It would of course be an exaggeration to 
say that Ricardo was cntirch blind to the aspect of the economic i)roccss de¬ 
scribed above. He had glimpses of it now' and then, and pKjfcssor Knight 
went perhaps too far if he accused Ricardo of not having seen the ])roblcm of 
distribution as a problem of valuation at allr^ But it is true that Ricardo failed 
to see the explanatory principle offered by the valuation asjKxt. Ibis failure 
is intimately related to a peculiarity of the Ricardian work tliat is essential for 
understanding him and proves better than docs anv thiiig cLsc that tliis work 
constitutes in fact a detour and falls out of the historical line of economists’ 
endeavors. 

For A. Smith, A. Marshall, and ourselves, the factors that explain the size 
and rate of change of the Social Product or National Dividend or 'I’otal Net 
Output arc of primary significance. This was not Ricardo’s view-. On the con¬ 
trary, in his preface to the first edition of the /Vinc/p/cv, be tells us: ‘To de¬ 
termine the laws which regulate this distribution jof total product between 
landowmcrs, capitalists, and laborers, |. A. S.) is the principal problem in Po¬ 
litical Economy.' That is to say, he all but identifies economics with the 

See E. JI. Knight, 'The Ricardian 'Dicoiy of Prodnetion and Distribution,' 
Canadian Journal of Economics and Political Science, vol. i, February 1035. But 
Knight supported his indictment effectively by a quotation from a letter of Ricardo’s 
to McCulloch to the effect that ‘the proportions in which tlic whole produce is 
divided between laiKlh)rds, capitalists and labourers . . . arc not essentially connected 
with the doctrine of value’ (ibid. p. 6n.). This is not true even from Ricardo’s owm 
standpoint. [Substantially this same fmitnote appears above, sec. 3. J. A. S. had taken 
out this section (5) for revision (his notes indicated dissatisfaction with the looseness 
of the argument) just before his death.] 
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theory of distribution, implying that he had little or nothing to say about— 
to use his language—‘the laws which regulate total output/ This is a strange 
view to take, though it must be added at once that he did not always adhere 
to it, as his chapters on foreign trade and on machinery show. It enables us, 
howc\cr, to state the fundamental problem Ricardo wanted to solve in terms 
of an ccjiiation between four variables: net output equals rent plus profits plus 
wages (everything measured in Ricardian values, sec below, eh. 6, sec. 2a). 
And it does still more for us. It rids us of one of these four variables. For, 
since we have ij(;thing to sa\ about total net output, we can accept its amount, 
whatever it is, as a datum. So we really start with an equation that contains 
only three \ariables. But one equation in three variables is still a hopeless 
business. 1'herefore, Ricardo (eh. 2) places himself on a margin of agricultural 
production where rent is zero. Observe carefully what this means for Ricardo's 
analytic set-up. By numberless writers the West-Rieardo theory of rent has 
been discussed in isoVation, and with nothing but the qvwstion in mind 
whether it was ‘right’ or ‘wrong.' lliis question is completely i)ointlcss. Tlic 
West-Rieardo theory of rent cannot be discussed in isolation, that is, without 
reference to the whole of the ^\’es^Rieardo system. It is within this system 
only that it acquires anahtic meaning and, in fact, owing to Ricardo's in¬ 
ability to deal with s\stenis of simultaneous equations, imposes itself. Out¬ 
side of the W’est Ricardo s>stem considered as a whole, it has very little mean¬ 
ing and is haidh worth bothering about. 

Let us go on. 'I'hat theory of rent ha\ing fulfilled its only purpose, which is 
to get rid of another \arial)le in our equation, w'e arc left, on the margin of 
production, with one equation and two variables—still a hopeless business. 
But, so it occurred to Ricardo, wages arc not really a variable either, at least 
not within that equation. He thought he knew, from external considerations, 
w^hat they will be in the long run: here the old Quesnay theory' comes in, 
reinforced by Mai thus’ law of population—the w'agcs will be roughly equal to 
what is nccessar\ to enable ‘the labourers, one with another, to subsist and to 
IXTpctuate their race without either increase or diminution.' And so w^e reach 
the blessed goal at last: profit, the only variable left, is determined too. Call 
this patchwork ingenious, if you so please, but do not deny that it is patch- 
work—and rather primitive patchwork at that. 

Marx’s schema is open to a similar objection.®® He also eliminated rent from 
the fundamental problem, though in a different way. His equation of distribu¬ 
tion, in terms of Marxist values, then reads: net output equals wages plus 
surplus. Again we can take the net output as a datum. And again the surplus 
is a residual, the determination of which depends upon the external consider¬ 
ations that determine wages. 

J. S. Mill’s sx stem, on the contrary', absorbed enough of the Say conception 
—and in addition w'as sufficiently helped by Senior's notion of abstinence— 
to be free from any such ol)jection, and it offered all the elements of the 

On Marx’s elimination of rent from the final problem, see above, eh. 1, sec. 4; on 
his equation of distribution in terms of Marxist values, see below, ch. 6, sec. 6g. 
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complete model that Marshall was to build. But he retained so many Ri¬ 
cardian relies that there is some excuse for Je\*ons’ and the Austrians* not see¬ 
ing that they were developing his analysis and for believing instead that they 
had to destroy it. 

6. The ‘Classic' Conception of Economic Development 

I have tried to explain above (Part i, ch. 4, sec, id) the meaning and role of 
what I have called \*ision—that first perception or impression of the phenom¬ 
ena to be investigated which factual and ‘theoreticar analysis, in an endless re¬ 
lation of give and take, then work up into scientific propositions. But when we 
arc concerned with nothing more ambitious than to fonnulatc the wa\ in which 
—on the plane of pure logic—economic quantities ‘hang together,* that is, when 
we are concerned with the logic of static equilibrium or even with the essential 
features of a stationary process, the role of \*ision is but a modest one—for we 
are really working up a fen* jjretty obvious facts, perception of whieli comes 
easily to us. *rhings are \cr\' different when we turn to the task of analyzing 
economic life in its secular process of change. It is then nnicli more difficult 
to visualize the really important factors and features of this process tlian it is 
to formulate their modi opcraiidi once we have (or think wc h.i\e» g(»t hold 
of them. \^ision (and all the errors that go with it) therefore plays a greater 
role in this hpc of venture than it docs in the other. I’his may be illustrated 
by the Stagnationist Ihcsis of our own time, that is. the notion that the 
capitalist system has spent its powers; that the opportunities of private enter¬ 
prise arc giving out; tliat our economy is, amid convulsions, settling down to 
a state of Secular Stagnation or, as some prefer to call it. Maturity. No doubt 
facts and arguments ha\e been collected in order to establish this notion, 
which has also been embodied in theoretical models. But it should be obvious 
that these facts and arguments rationalized a pre-existing vision or impression 
which they would ha\c been powerless to create, if for no other reason, be¬ 
cause the relevant observations extend over a period that is much too short 
and was much too much under the influence of cleaih abnormal events to 
warrant any conclusions or predictions of that kind. Economists* \isions were 
in no better case a century or so ago. Wc shall consider three types of vision 
of the economic future of humanity that the writers of the period under sur¬ 
vey tried to formulate and to establish. In other words, wc shall consider three 
tjpes of theories of economic development. 

The first hpe, a.s.sociated primarily w'ith the names of Malthus, West, Ri¬ 
cardo, and James Mill, fully justifies their being labeled ‘pessimists.* Its well- 
known features were: pressure of population, present already but still more to 
be expected; naturc*$ decreasing response to human effort to increase the sup¬ 
ply of food; hence falling net returns to industry, more or less constant real 
wages, and ever-increasing (absolutely and relatively) rents of land. Wc are 
now not concerned with the manner in which these ‘classics' gave analytic 
effect to this vision of theirs, that i.s, wnth the manner in which they formu¬ 
lated their laws* of population, decreasing returns in agriculture, and so on. 
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and with the analytic use they made of them. To this we shall attend in 
the next chapter. Here we are concerned only with what they thought they 
saw, that is, with the vision that was at the back of their analysis—or, if you 
prefer, with their preconceptions. 

'^riic most interesting thing to observe is the complete lack of imagination 
which that vision reveals. Those writers lived at the threshold of the most 
spectacular economic developments ever witnessed. Vast possibilities matured 
into realities under their very eyes. Nevertheless, they saw nothing but cramped 
economics, struggling w'ith ever-decreasing success for their daily bread. 'liiey 
were con\inccd that technological improvement and increase in capital would 
in tlic end fail to counteract the fateful law' of decreasing returns. James Mill, 
in his V.lemenis, even offered a ‘proof for this. In other words, they were 
all stagnationists. Or, to use their owii term, they all expected, for the future, 
the advent of a stationary state, which here no longer means an analytic tool 
but a f 11 tine reality. 

Aliparcntly, J. S. Mill was in better case. He dropped all 'pcs.simism,' and 
he was even intelligent enough to realize that there was no reason to look 
upon the future of the masses ‘as otherwise than hopeful.’ However, this was 
onh because he believed—as other Malthusians such as Chalmers had bc- 
licxtd before liiin—that mankind was learning the Maltliusian lesson and w'as 
about to restrict ])ropagation voluntarily so that the race between ca])ital and 
population would be won by the former. In this he proved himself a better 
prophet than did others. But he had no idea what the capitalist engine of 
production was going to achieve. On the contrary, tow-ard the end of his life 
(around 187c) he really became a stagnationist in the modern sense, believing 
that the i-irivate-enteiiirise economy had preth' much done what it was able 
to do and that a stationary state of the economic process w'as near at hand. 
But there is this difference between him and our owm stagnationists. He did 
not, as A. Smith and Ricardo had done, view the stationar}' state with mis¬ 
givings (Principles, Book iv, ch. 6), because he had eliminated the bogey of 
overpopulation. But neither did he share the modern stagnationist’s misgiv¬ 
ings, because he did not fear the bogey of underconsumption. To him the 
stationary' state looked rather comfortable—like a w'orld without ‘bustle’ (his 
term) in which a philosopher like himself wxmld not mind living and in 
which there would be moderate j^rosperity (or better) all round.^ Tlie ques¬ 
tion, whether the social structure of capitalism could persist in circumstances 
in which the main function of the capitalist entrepreneur was being lost, w^e 
may answer for him by saying that he visualized the advent of the stationary 
state as a vcr\ gradual prr)cess so that institutions and minds would have no 
difficulty in making the currently necessary^ adjustments. 

In agreement with all the Faiglish ‘classics’—perhaps we might say, with 
the spirit of his age—he greatly underrated the importance in economic dc- 

’ 'riiis stationary state was a state of a peculiar kind and did not conform to the 
definition given above. It did not quite exclude technological progress or increase in 
capital. It W'as really .stationary' with respect to population only, it being assumed that 
this would cause every tiling to go on more quietly. 
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\elopment of the element of personal initiative and, correspondingly, he greatly 
overemphasized the importance of mere increase in physical producers' goods. 
And in this again, he o> cremphasized the importance of saving.- Accepting 
the Turgot'Smith tlicor\' of the investment process, he took it for granted 
that the important thing was to ha\c something to invest: the invesment it¬ 
self did not present additional problems either as to promptness—it was 
normally sure to be immediate—or as to direction—it was sure to be guided 
by investment opportunities that were equally obvious to all and existed indc- 
pcndentl) of the iincsting man.-' Saving, then, was tlie powerful lever of eco¬ 
nomic de\clopment. And it never created obstructions; the sa\'ing act itself 
did not, since the sum saved was immediately .spent on productive labor; the 
resulting exj^ansion of productive capacity did not, since products of correctly 
planned production were always capable of being sold at cost-coveiing prices.^ 
To use our own term, J. S. Mill’s schema of economic dcvelo]5ment, like 
Say’s, was essentially hitchlcss. Malthus’ and Sisinondi’s schemata arc exam¬ 
ples of liitchbound ones, the hitches arising in both cases not so much from 
saving per sc, but from the resulting increase in i^roductive capacih'. Ricardo’s 
also was liitchbound, but for another reason, namely, the reason enshrined in 
his interpretation of tlie law of diminishing returns. 

The second type of vision of the economic future—the ‘optimistic’ type— 
can be best illustrated b> such names as Carc\' and List. \Miate\er we may 
think of the \irtues of their technical analysis, at least they did not lack 
imagination, llicy felt intiiitixely that the dominant fact about cajiitalism was 
its power to create productive capacity, and they saw vast potentialities looming 
in the near future, With less imagination but with plenty of sound judgment, 
the majority of economists on the Continent refused to .share the ‘pcssiinisnr 
of the Ricardians and of Malthus. At least, most of them watered it down. 
But beyond this, it was natural for those who more or less followed Say’s 
lead so far as technical theory was concerned to realize that neither facts nor 
analysis were bearing out the Ricardian vision. Tlicsc were called ‘optimists’ 
and, partly but not wholly under Marxist influciiec, there grew up a tradition 
to despise them as shallow'. This view is in fact historically associated with 

2 Of course we may define saving in .such a way as to make that statement meaning 
less. But I mean by saving (or thrift) the distinctive phenomenon we all know- (unless 
we are too familiar w'ith the economic theory of the i93o\s) and therefore consider it 
as a factor in the process of the accumulation of physical capital goods. My statement 
then means that ). S. Mill, like all the authors that followed the I'urgot Smith line, 
WHS at fault in believing that thrift was the all important (caiisnl) factor in that process. 

3 This mechanistic view, too, was an important element in the cc oiioiiiic Welthild 
of the ‘classics.’ They were entirely unaware of how' great a part of capitalist reality 
they thereby suppressed in silence. 

* Tlie latter proposition is more delicate to handle tlian |. S. Mill and the economists 
of his time and line realized. But its opponents were below and not above the limited 
truth it asserts. Also, though in a particularly narrow way—through .saving alone—Mill 
thus did recognize the most obvious of all truths about capitalist dcveloi)mcnt, viz., 
that, by virtue of its logic, it tends to raise the standard of life of the masses. 
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many writers—the Bastiat t>'pe—who fully deserve to be so called. But in 
itself this ‘optimism’ was the result of both a vision and a theory that were 
more correct than those of the ‘pessimists’: the degree of truth of a doctrine 
is by uo means always positively correlated with the ability of its exponents."* 

'riic third lA jDc of vision of the economic future and of corresponding theo¬ 
ries of ecoiioniic de\clopincnt will be represented by Marx alone. Based upon 
a diagnosis of the social situation of the 1840’s and 1850’s that was ideolog¬ 
ically \itiated in its roots/' hopelessly wrong in its prophecy of excr'incrcasing 
mass misery, inadequately substantiated both factually and analytically, Marx’s 
pciformance is yet the most iiowcrful of all. In his general schema of thought, 
dc\cl()]micnt was not what it was with all other economists of that period, an 
api>endix to economic statics, but the central theme. And he concentrated his 
anabtic powers on the task of showing how the ecoiKjinic process, changing 
itself h> virtue of its own inherent logic, incessantly changes the social frame¬ 
work—the whole of society in fact, ^^’e have already dwelt on the grandeur 
of this conception; we shall briefly discuss its analytic aspects below. 

Only two pijints can be mentioned here, hirst, nobody—not even the most 
ardent of optimists with whom Marx had this point in common—had then a 
fuller conception of the si/e and power of the capitalist engine of the future. 
W’ith a quaint touch of teleology, Marx said repeatedly that it is the ‘his¬ 
torical task’ or ‘pri\ilcge’ of ca]ntalist socict}’ to create a producti\c apparatus 
that will be adequate for the requirements of a higher form of human civiliza¬ 
tion. However much our modem positivism may resent this w'ay of putting 
it the essential truth of what he incaiit to convey, in this respect, stands out 
clearly enough. 

Second, the motor of Marx’s economic development was indeed not quite 
the colorless Sa\ing of J. S. Mill: he linked it—or investment—to technolog¬ 
ical (liangc in a manner that is not to be found in the lattcrs Principles. But 
all the .same the motor is Saving, which with him is as promptly turned into 
investment as it is with Mill. I’his fact is hidden but not abolished by Marx’s 
use of the term Accumulation and b> liis violent diatribes against the ‘nursery 
talc’ {Kindcrfihcl) that phvsical capital is created by saving. There are good 
reasons as well a.s bad ones for Marx’s dislike of the latter term. In particular, 
capitalist fortunes do not typicalh' arise from saving income dollars and piling 

® III tin’s and other respects, the case is similar to that of the doctrine of tlie essential 
harmony of class inteiests. On investigation, this doctrine tiinis out to be only partly 
tenable—but rather nunc so than docs the doctrine of the essential antagonism of 
classes. Hut the l.ittcr has been preached with unsurpassable force and, moreover, renders 
the radical intcllectnars ideology. 'Jlic fonner has never been put forcefully or even 
eonviiiciiigly. .\ncl it docs not suit the book of the radical intellectual. So he who holds 
it is likely to be sneered at as a sort of Ca.spar Milquctoa.st, and this is quite as effective 
as, or more .so than, serious aTgiimcnt would be. In the i^resciil case, there is something 
else however. No matter what the reason is, it is a fact that pessimistic views about a 
thing always* seem to the public mind to be more ‘profound than optimistic ones. 

« It was pointed out above that Marx took his picture of social reality from the 
radical idcolog>' of his formative period. 
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them up neatly, but by the creation of sources of returns, the capitalized 
value of which then constitutes a 'fortune/ However, the implications of this 
he would not ha\e liked any better than he did the picture of good and 
frugal boys who sa\c till they find themselves rich. So it had to be lUxidoita- 
tion forever, so exclusively in fact as to endanger the ex])lanat()ry value of his 
schema: for the social process as a whole, the essential point is in any ease 
the capacib-CTcating use made of capitalists' gains—no matter whether or not 
tlicy arise from exjjloitation and arc in\ested again for the ])ur]^()se of further 
exploitation—and this essential point, so a history of anahsis has to notice, 
is fundamentally the same with Marx and Mill, however different the phrase¬ 
ologies were in which they coincycd it. 
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[1. Axiomatics. Si-.nior's Four Postulates] 

To Senior l)c]oiigs the signal honor of having been the first to make the at¬ 
tempt to state, eonseiously and explicitly, the postulates that are necessary and 
sufficient in order to build up—it is misleading to say to ‘deduce'—that little 
analytic apparatus commonly known as economic thcor\, or, to put it differ¬ 
ently, to provide for it an axiomatic basis. The merit of the attempt is but little 
decreased b\’ tlic fact that his list of postulates was incomplete and otherwise 
defective and by the further fact that he invited attack by defining that ap- 

^ [Section 1 of this chapter was written much earlier than the remainder of the 
cIiaptcT. 'Phe tyi)cscTipt was dated December 1945. It was obvious that J. A. S. intended 
to revise these j)ages on Senior and to make them the introductor>’ section to this 
chapter. 'Phere were many notes clipped to the early typescript. There was no title for 
this section and no title for the chapter, but the remaining sections w'cre relatively 
complete witli titles for sections and subsections. This .section is presented as written, 
although it lacks tlic proper introductory' remarks and the revisions J. A. S. would 
have made.] 
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paratus so narrowly or else by equating this theory to ‘political economy/ It is 
increased by the fact that the attempt occurs in the course of a general theo¬ 
retical house cleaning and is part of a wider attempt at rigorous conceptuali¬ 
zation. First he polished \\’'calth and (exchange) V^alue; then he stated his 
four Elementary Propositions—the postulates; finallN he presented, under the 
inadequate heading of Distribution (Exchange or Value and Distribution 
would be more adequate), a set of additional concepts and of relations that 
together with the immediate development of the postulates, which settle 
most matters usually dealt with under the heading Production, arc suppe^sed to 
make up the theoretical organon. As a venture in pure theory, his perform¬ 
ance is clearly superior to that of Ricardo. W’c shall now consider the j^ostu- 
lates, using in doing so e\ery opportunit}' that may ari.se of looking further 
afield. 

[(a) The First Postulate.] The first reads as follows: ‘That c\cry man de 
sires to obtain additional ^^'calth with as little sacrifice as possible.’ * Implic¬ 
itly at least, some such proposition underlies all theoretical reasoning and it 
would just as well fit into Ricardo’s or Malthus’ texts. Adam Smith and }. S. 
Mill took it for granted, Lauderdale came near to stating it explicitly. In the 
language of the next period—in Marshall’s for instance—it can be expressed 
by saying that c\ery man desires to maxinn'/.e the difference between the 
sum total of his satisfaetions and the sum total of his sacrifiees, both dis¬ 
counted to the present moment. But what is its nature and standing? 

Senior calls it ‘a matter of consciousness* and distinguishes it from the three 
other propositions, which arc ‘matters of obser\ation.’ But it would not af 
feet his meaning if we called it a matter of introspective obserxation. More¬ 
over, there are, in his ‘de\elopment* of this proposition (e.g. pp. 27-S) vari¬ 
ous comments on the behasior of Dutchmen and l^nglishmen and Indians of 
Mexico that are obviously based upon an external observation of sorts. \Vv 
may therefore provisionally speak of observation c\en in this case and proceed 
forthwith to state the following generalization about all four of them or any 
other proposition an economist may see fit to postulate. In sf) d*)ing we ex¬ 
emplify—and in part justify—Say’s opinion on economics being an observa¬ 
tional science (though he said experimental), which will thus be seen, appear¬ 
ances notwithstanding, to in\olve no di.sagreemcnt with Senior. 

Nobody ever denied—or, by his practice, belied—the truth that economic 
theory, like any other thcor\', is founded upon observation. Senior, by taking 
little trouble with observations and concentrating upon inference from them, 
may have created a wrong impression and he may himself have held errone¬ 
ous views about the relative importance of observing and inferring, but he did 
not in fact —though he did in phrase —treat economics as toto cxlo ‘de¬ 
ductive.* Now, the facts obscr\cd enter theory as hypotheses or assumptions 
or ‘restrictions,* that is to say, as generalized statements induced or suggested 

® [The postulates are discussed in Nassau William Senior, An Outline of the Science 
of Political Economy (ist ed. 1836; 6th ed. 1872; publ. in the Library of Economics, 
1938).] 

® [Page references are to the edition published by the Library of Economics.] 
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by observation.^ \Vlien we wish to stress our confidence in their \alidity, wc 
often call them Laws—compare for instance Keynes's ‘psychological law’ of 
tlic propensity to save. When wc simply wish to stress our resolve not to 
challenge them in the eoursc of a particular argument, we call them Princi¬ 
ples. But all these words really mean one and the same thing, and there is no 
point in pliilosophizing about them. This applies to frontier facts as well as to 
facts that belong to our field proper. The difference, as pointed out above, is 
only that in the first case we do not, in the second we do, feel fully respon¬ 
sible for the validity of our statements about them. 

Quite another question is whether or not wc are to be satisfied with an ob¬ 
servation of the Seniorian or, for that matter, the Ricardian or Millian kind. 
Three aspects of this question must be carefully distinguished if wc are to 
understand ‘classic’ or any other theoretical procedure. There are first the 
two problems of obserNation by intnjspcction and by coinintni or c\eryday 
experienee. Many economists of later times, especially the founders of the 
so-called Austrian School, have stoutly stood for both. Wiescr in particular 
seems tjuite in aeeord with J. S. Mill in accepting common experience as a 
valid basis for theory to start from. Critics have soinetiincs gone so far as to 
rule both out entirely on the ground that introspection and common experi¬ 
ence are nothing but cloaks for purely spcculati\c assertions. T’his extreme 
form of the criticism is indeed open to the rcidy that some postulates—such 
as that businessmen on the whole prefer making money to losing it—arc evi- 
deiitl\ not miles from the truth and that it is vexatious to insist upon elaborate 
ri search for the purpose of cstablisliing them. But a less extreme form of the 
same criticism is not iinalidated by such cases. There arc others—savings habits 
for instance—in which introspection and common experience cannot be con- 
\incingly invoked; and e\en where they can, the relati\’c importance and the 
jjwdus operandi of the facts that enter a postulate may still have to be ascer¬ 
tained by more substantial methods. 

This opens up the second aspect of our question. Senior’s postulate embod¬ 
ies observation, but possibly inadequate observation. Does this justify us in re¬ 
jecting c\ cry thing that is between the covers of his book? Evidently not. The 
postulate divested of unnecessary utilitarian associations is plausible. All that 
could be objected to it on grounds such as that he overcmpliasized selfishness, 
overestimated the rational element in our behavior, and neglected historical 
differences in the intensity of the desire for ‘wealth* at different times and in 
different places, is amply taken into account in his eoinincnts upon his propo¬ 
sition. If wc feel misgivings nevertheless, all wc have to do is to start appropri¬ 
ate research. Anything else is pure filibustering. So long as the strong prima 
facie plausibility of the postulate is not destroyed by the results of such re¬ 
search, and so long as particular problems arc not specified for which plau¬ 
sibility is not enough and which were nevertheless attacked by those critic- 
economists, wc may indeed feel that Senior’s analysis was primitive—we know 

* It should be noticed that this is only one of several meanings of the word 
Hypothesis. Wc have met others. T'hc same remark applies to Laws and Principles. 
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that the whole of Senior’s, Rieardo’s, and Mill’s work is primitive, in inferenee 
no less than in obsenation—^but we cannot deny its scientific character or call 
it wTong on principle. 

The third aspect of our question comes into view when we ask ourselves 
whether Senior’s first postulate could not be reformulated in a w-ay that would 
get round the objections that have been or might be raised. But since the 
economists of tliat period, if guilty of Psychologism, were ccrtainl\’ much less 
guilty of it than were the economists of the next period, we had better defer 
discussion of this point until later. 

[(b) The Second Postulate: the Principle of Population.] Senior’s second 
postulate states the principle of population: *That the Population of the world, 
or, in other words, the number of persons inhabiting it. is limited only by 
moral or physical c\'il, or by fear of a dcficiciic)* of those articles of wealth 
which the habits of the individuals of each class of its inhabitants lead them 
to require’ (op. cit. p. 26). We take this opportunity to touch briefly upon 
the contribution of Malthus and the discussion that dc\clopcd about it. More¬ 
over, it will be con\cnicnt to add a few remarks about the histor\ of the theory 
of population in the subsequent period so that we may drop it from our pic¬ 
ture in Part iv. This decision is suggested b> the fact that its interest for 
analytic economics greatly declined during the second half of the nincteentli 
century and that it then grew into a semi-independent science, which it is 
impossible to deal with in this book. [J. A. S. note: ‘but came back in our 
time.’] 

W’e have seen already that all the facts and arguments that Malthus pre¬ 
sented in the first edition of his Essay (1798), down to the details of the 
analysis as well as of the applications, had been worked out before by so 
large a number of writers that we may speak of them as widely accepted at 
the beginning of the nineties. The ease therefore differs essentially from the 
bulk of all those cases, still more frequent in economies than in other sciences, 
in which a prop(;sition that w'C associate with an individual name has been 
anticipated b\’ 'forerunners.’ ITiis does not amount to a charge of plagiarism 
or even to a denial of ‘subjective’ originalit}*. But it docs reduce Malthus’ con¬ 
tribution to effective co-ordination and restatement, llic significance of its 
tremendous success at the time—with the profession and with political socieh' 
—is underlined by the fact that, for about a century to come, theory of popu¬ 
lation was to mean arguments pro and con the Malthusian theory. 

Also, I ha\c already alluded to the attempts that have been made to ac¬ 
count for this success, and for Malthus’ performance itself, by the ideological 
mechanism. While giving my reason for refusing to accept this exjdanation, I 
liavc, how'cver, admitted that there arc two facts that do lend some sui)i)ort 
to it. 7hc one of them is that the theory' was immediately used as an argu¬ 
ment against measures of social betterment. William Pitt availed himself of it. 
Malthus himself published a pamphlet, which is judged mildly if described 
by no w'orsc term than silly, in w'hich he argued, as l ownscnd had before 
him, that the proposal to encourage parishes to build cottages must on no 
account be entertained because building cottages would encourage early mar- 
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riagcs {Letter to Samuel Whitbread . . . 1807). In the public mind this 
sort of thing tlicn assumed the form that the masses had themselves to 
thank for their economic situation and that nothing much could be done 
about it. Ihe second fact is this: Malthus himself related that the argument 
developed in his mind in the course of discussions with his ‘soeial-ininded' 
father; and in the subtitle of the first edition of the Essay, lie pointed signifi- 
canth to tlie ‘speculations of Mr. Godwin " [the author of the radical bible 
of the day], M. Condorcct, and other writers/ I still think that these facts 
do not prove more than that every idea can and will be made to serve some 
ideological purpose as soon as it emerges into the limelight. 

W-c are not, however, concerned with the application of this theory to 
practical questions—or any applications except the one to the theory of wages, 
which will be noticed later—but only with the theory itself. As presented in 
the first edition, it clearly was intended to mean that population was actually 
and inexitably increasing faster than subsistence and that this was the reason 
for the misery observed. The geometrical and arithmetical ratios of these in¬ 
creases, to which Malthus like earlier writers seems to have attached consider¬ 
able importance, as well as his other attempts at mathematical precision, arc 
nothing but faulty expressions of this view which can be passed by here with 
the remark that there is of course no point w'hatevcr in trying to formulate 
independent 'laws’ for the behavior of two interdependent quantities. 'Ilie 
])erf()iniancc as a whole is deplorable in technique and little short of foolish 
in substance. Hut it is at least not open to the criticism that Malthus mereh' 
asserted the horrible triviality that, if increase in population should go on in 
a geometric ratio (with a common ratio greater than uniH), it must at some 
time in the future produce a state of things in which people will be crowding 
this earth as herrings crowd a barrel. 

The second edition of the Essay on the Principle of Population (1803) is a 
comi)letely new work which, besides copious statistics, contains an entirely 

® William Godwin’s (i7!>6 1836) principal work (Enquiry concerning Political Justice, 
1793, 2nd [amended] ed. 1796) and his essays piibli.shcd in 1797 under the title The 
Enquirer are highly interesting documents of the time and W'ould have to hold a place 
of honor in any history' of political thought, as a monument, in particular, of that 
bourgeois type of anarchism which condemns not only violence but also any sort of 
compulsion. It is essentially nnti etatiste —and posits equality as an end in itself. But 
his attempts at economic analysis, as he would have himself admitted, remained too 
riidimentar>' (though less so than those made by other members of the group which 
I have chosen Godw'in to represent) to require report, except in so far as his book Of 
Population (1820) is concerned. It is curious to write—and should be mentioned to the 
credit of Malthus—that when the Essay on the Principles of Population appeared, 
Godwin considered its argument not only convincing but new*. He changed his mind 
about the former point however, and in his own book undertook to annihilate Malthus' 
argument. In doing this he showed considerable analytic pow-er. In spite of Bonar’s 
adverse judgment (Malthus and His Work, pp. 369 et seq.), it should I think be 
admitted that Godwin succeeded in making several points which can be considered 
real contributions. 
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clifFcrent theory.® For the introduction of the prudential check ('moral re¬ 
straint’), though it was no more a new discoN'ery than was an\’thing else in 
Malthiis’ theory, makes all the difference. Only it does not (1) raise the in¬ 
tellectual level of the performance or (2) make its results any more tenable 
or (3) add to its explanatory' value. As regards the first point, it is suffieient to 
note that it did not occur to Malthus to discuss any effects of his moral re¬ 
straint other than the effect on numbers—for cxaiiii)lc, effects on the quality 
of the population or on schemes of inoti\ation. As regards the second point, 
the new formulation made it indeed possible for adherents to this day to take 
the ground that Malthus had foreseen, and accounted for, practically c\cry- 
thing opponents might say; but this does not alter the fact that all the theory 
gains thereby is orderly retreat with the artillery lost. As regards the third 
point, the various ‘if’s' that were then introduced leave—of all the claims to 
universal validity—only the triviality mentioned above and, beyond this, the 
possibility' of explaining individual historical situations by the possible failure 
of other elements of the cn\ironmeiit to develop along with population which 
does not require any general principle. Professor Caiman (op. cit. p. 144) did 
not exaggerate when he wrote that the Essay 'falls to the ground as an argu¬ 
ment, and remains only a chaos of facts collected to illustrate the effect of 
laws which do not exist.’ 

Malthus himself was reluctant to admit all the consequences that lurked in 
his qualifications of 1803. On the contrary, he clung to his original conclu¬ 
sions as much as possible, particularly to the rclcxancc of his theory for his 
own time. It was therefore by no means superfluous, as some admirers kept 
on assuring their readers, that Senior and Everett • (also others), either facing 
honestly those consequences or else arriving at their conclusions independ¬ 
ently of a study of Malthus’ qualifications, pointed out from different stand- 

® [There is some repetition in this section of material already j^rcsented in Chapter 4 
and elsewhere which J. A. S. would undoubtedly have taken care of in his revision.] 
Senior in his Two lectures on Population, to which is added a Correspondence 
between the author and the Rev. T. R. Malthus ( 1829) developed the views which 
were expounded again in his Outline. He always treated Malthus with infinite resijcct— 
he even called him a benefactor of humanity (sic!)—and did all in his power to 
minimize his deviation from what he evidently considered to be established doctrine. 
All the less justification is there for the practice of some later w'riters who, with 
nauseating pontificality, treated Senior as a none too intelligent pupil who needed to 
be set right by Malthus. As a matter of fact, it is perfectly clear that Senior realized 
the extent to w'hich Malthus’ qualifications ought to have spelled recantation and to 
w'hat degree his adherence to some of his former opinions spelled contradiction. 

A. H. Everett, an American diplomati.st and newspaper editor, was perfectly right to 
call his book New Ideas on Population (1823). For his main point, viz., that increase in 
population means increased production of food and is likely to induce imi)rovements 
in the methods of its production, was new in his day, much more so at any rate than 
anything Malthus ever said. It introduced one of the two relations that arc lacking in 
Malthus bctw'een the increase of population and the increase of subsistence, and in 
general presented, quite independently of the specifically American elements of its 
argument, a useful approach to the population problem as a whole. 
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points and by different arguments how little there was really left. This is pa¬ 
thetically obvious in Senior's formulation of the principle in his Outline — 
‘that the population of the world ... is limited only by moral or physical 
evil, or by fear of the deficiency of those articles of wealth which the habits 
of individuals of each class of its inhabitants lead them to require.' Neverthe¬ 
less Senior, unlike Everett, continued to consider it as a fundamental postu¬ 
late of economies, and still more was it .so considered by Ricardo, James Mill, 
MeCnlioeh, and others. J. S. Mill dealt very briefly with population in his 
chapter ‘Of the Law' of Increase of Labour’ {Principles, Book 1, eh. 10). It is 
true that he exi)lained this b\- declaring that the subject had been fully dealt 
with by Maltims to whom he refers his readers. But one might be tempted 
to infer that he was disposed to discount the importance of the principle. He 
might have been iKcause, following a trend that had become established by 
the time he wrote his Principles, ]. S. Mill put the Uuv of population into a 
relaticm to the ‘law’ of dimini.shing returns from land—which, it is worth 
while noting, was entireh absent from Malthus’ llssay —and because he was 
prepared, as we shall .see, to admit plenty of exceptions and qualifications of 
that law. Newrthcless, it is certain that he entertained a strong belief in the 
\alidity and immediate importance of the Malthusian theory. In the Principles 
he showed this by his interest in the problems of a stationary population 
(Book IV, eh. i)\ and in particular by his blunt assertion, which is as categorical 
as it is unsnpi)orted, that ‘the density of population necessary to enable man¬ 
kind to obtain, in the greatest degree, all the advantages both of co-operation 
and of social intercoinse has, in all the most populous countries, been at¬ 
tained’—therel)y suggesting that any further increase of (European) popula¬ 
tion would be j)roducti\c of nothing but *])ressure.’ Still more con\ incingly, 
however, this belief shows in his indubitable .s> in])athy with birth control.*' 

'J'hus—interesting phenomenon—the teaching of Malthus' Essay became 
firmly entrenched in the system of the economic orthodoxy of the time in 
spite of the fact that it should have been, and in a sen.se was. recognized as 
fundamentally untenable or worthless by iSo^ and that further reasons for 
so considering it were speedily forthcoming.’* It became the ‘right’ view' on 

^ Sec N. K. Hiinc.s, ‘John Stuart Mill's .Attitude towards Neo Malthusianism,’ Eco- 
nniuic History: A Supplernctit of the Economic Journal, January iqzq. Malthu.s, most 
predecessors, and some of his suctessors. such as Senior, seem to have included birth 
control with ‘vice’ or ‘moral cxil* along with prostitution. But all the leading philo- 
.sophical radicals .seem to have looked to it as the true solution of the problem. So did 
Hentham himself and, of course, h’rancis Place, Janies Mill gave a lead in the same 
direction in his Elements (1S21, i). ‘^4). Grotc held the same opinion. In such matters, 
it is not safe to trust to logic. .Xttitudes to the.se questions link up w'ith intimate ele¬ 
ments of our psycho phy.sical organism that may exert influences of which we are 
entirely unaware: individual ideologies arise not only from social location. I think, 
nevertheless, that in the case of J. S. Mill the pressure of a purely economic diagnosis 
of the Malthusian kind may be reasonably asserted, at lea.st as a rationalization. 

^ It should be observed that this survival was of course greatly facilitated by a surface 
observation: clearly, the most obvious reason for misery and squalor in the individual 
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popularion, just as free trade had become the 'right' policy, \\hich oii1\' igno¬ 
rance or obliquih- could possibly fail to accept—part and pared of the set of 
eternal truth that had been observed once for all. Objectors might be lectured, 
if they were worthy of the effort, but they could not be taken seriously. No 
wonder that some people, utterly disgusted at this intolerable presumption 
which had so little to back it, began to loathe this ‘science of economics,' 
quite independently of class or part}" considerations—a feeling that has been 
an important factor in that science's fate ever after. 

I’lie majorit}' of the profession, however, especially in England, snl)mitted. 
After 1850 the interest of economists in the population (jiicstion declined, 
but they rarely failed to pay their respects to the shibboleth. So did Marshall, 
though he stripped it of practically all its salient features, and so did Bdhm- 
Bawerk and W^ilras, who in their theoretical work nc\cr used it at all. At the 
end of the century the one leading man to take it seriousK and to emphasize 
it again and again was W^icksell, who also resuscitated the doctrine of ojjtiinal 
population which, however, had commanded support throughout. One might 
have expected these rumldcs to die out but on the contrary, after tlie hirst 
World War, they actually rc\ivcd again in a cannonade: Mr. Ke\nes stcpjxd 
forth to hold that the Malthusian issue was as vital as it had ever been; and 
that in fact it had entered on a new lease of life since—he jjut the date .some 
where in the first decade of the century—nature had Ixgim to yield a de¬ 
creasing rcsjjonse to human effort. The profession was startled, as presumably 
it was intended to be. Sir W'illiain Beveridge espoused the opposite view. 
But the controversy subsided for the unscientific reason that people had more 
pressing concerns in a world in which a spectacular fall in the l)irth rate and 
a no less spectacular torrent of unsaleable foodstuffs and raw materials were 
about to set in. Mr. Keynes said somewlierc that economics is a ‘dangerous 
science.' It is indeed.’^ 

The deelinc of the Malthusian theory or, at all events, of its role within 
the system of general economic theory, was not however due to its opponents. 
We can pa.ss quickly over their contributions, which—with the possible ex¬ 
ceptions of those of Godwin and Everett which have been mentioned already 
—hardly ever met the theoretical issue. One point they made which, as we 
have seen, was not of minor importance where immediate applicability of the 

proletarian family was size. The inference that all would have been better off and 
happier if all had restricted the number of their children follows by means of the same 
fallacy that led people to infer from everyone's tendency to make the best of his situ 
ation that, if all arc left to their own devices, a maximum of ‘happiness’ must result 
for all. 

Keynes’s first pronouncement on the matter occurs in his famous Economic Con- 
sequences of the Peace (1919). Sir William Beveridge pre.sented his view' in an address 
to Section F of the British Association, published in the Economic Journal, 192:5, and 
in an article, ‘Mr. Keynes' Evidence for Overpopulation' in Economica, 1924. Keynes 
replied and the nevwspapers did their best to confuse is.sues. See on postwar discussions 
in general: A. B. Wolfe, “The Population Problem Since the World War,* three 
articles in the Journal of Political Economy, 1928 and 1929. 
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thcorv' is in question; they showed more or less effectively that, at best, the 
Malthusian theory might apply at some distant future but that it was no good 
as an explanation of present poverh. Tins ground was taken by Oppen- 
heimer,’^ but had been taken before—in a sense by Senior and much more 
strfuigly by William Ilazlitt (A Reply to the Essay on Population, 1S07). 
Under this heading we may mention the 'Ricardian socialists’ of the twen¬ 
ties of the nineteenth century such as W. Thompson,^“ who emphasized that 
the Malthusian theory would work out quite differently in different forms of 
social organization and that, for example, the economic independence of 
women and a higher standard of life would alone suffice to put a different 
conii>le\ion upon the matter; and Karl Marx, who developed this ‘institu¬ 
tional relativity’ into the sweeping proposition that ‘o\erpopulation,’ as ob- 
ser\ecl in capitalist society, has nothing to do with any immutable laws but 
is s]K'eiiic to this form of organization and simply an incident to its mech¬ 
anism of accumulation. 

Other objectors tried to replace the Malthusian geometric progression by 
other laws of increase (e.g., Sadler, 1830, Doublcday, 3846), which do not 
soar toward infinity but display maxima or plateaus that might be reached 
before the point of Malthusian pressure. The difficulty was to motivate these 
forms without using moral restraint or other Malthusian factors. On this 
rock all those ships foundered—nothing was proposed beyond more or less 
dilettantie hints, 'riiese laws induced others that do not carry causal implica¬ 
tions—not neeessarib, at least—but merely aim at describing actual and, by 
risky extrapolation, future developments. V’erhulst’s (18415) was one of the 
earliest of these attempts, and many statisticians have tried their hand at this 
task e\er since (for example, Knibbs, Pearl, Hotelling). Laws of this t>pc arc 
of course neutral to the Malthusian issue. Still other objectors pleaded what 
might be termed attenuating and compen.satiiig circumstances—Carey was one 
of tlic most eminent of these and Chalmers was another—or the undesired 
(anli'cngenic) effects of birth control. For our purposes it docs not seem neccs- 
sar>' to go into this^^ or into the opinions proffered by biologists. But it is 
necessary to mention a theory which, whether or not it can be stated so as to 

’’ Franz OppenliciuKT, Das Bevolkerungsgesetz des T. R. Mu/f/nis (1900). 

’ - Inquiry into the Principles of the Distribution of Wealth (1824). 

'“This term was suggested by Professor A. B. Wolfe’s article on ‘Population* in the 
Encyclopaedia of the Social Sciences, to which I take the opportunity of calling the 
reader’s attention. 

A few general references should, however, be added: J. Gamier, Du Principe de 
population fiSsT). a good syinptoin of Malthus’ conquest in France; A. Messedaglia, 
Della teoria della popolazione . . . (1858), an able criticisni of Malthus’ workmanship; 
L. Hrentano, ‘Die Malthusschc Lchre und die Bcvdlkcrungsbewcgung dcr letzten Dezen- 
niciP (Ahhandlungen der historischen Klasse dcr Koniglich Bayerischen Akademie der 
Wisscnschafien, vol. xxiv), interesting because it reflects an opinion that foreshadowed 
the important developinent to be mentioned in the text, if for no other reason. Com- 
])arison is inslnictive of this and the earlier book by 'Pravers Twiss, On certain Tests 
of a Thriving Population (1S45). K. Kautsky, the official head of Marxian orthodoxy, 
contributed: Der Einfluss der Volksvermehrung auf den Fortschritt der Gcsellschaft 
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become compatible with Malthiis' text, yields the exact opposite of Malthiis’ 
conclusion: Mombcrt’s ‘prosperity theory’ (Wohhtandstheorie) of popula¬ 
tion, according to which we arc to expect a fall in the birth rate from the 
rationalizing influence on behavior of a higher standard of life.’"' In a sense, 
Malthusiaiis might claim this as an elaboration of ‘restraint/ moral or other¬ 
wise. But, so far as it goes, it turns effccti^•cl^• the tables on any prediction 
that increase of subsistence (in a wide sense of the word) will always or nor¬ 
mally induce an increase in the rate of propagation. 

An ordinary mortal might have thought that the fall in birth rate, first in 
the upper then also in the lower strata, first in urban then also in agrarian 
areas, and the rapidly approaching goal of a stationary population, should 
Innc set worrying economists at rest. But that mortal would thereby have 
proved that he knew nothing about economists. While some of them were 
still fondling the Malthusian toy, others zestfully embraced a new one. De- 
pri\cd of the pleasure of worrying themselves and of sending cold shivers 
down the spines of other people on account of the prospective (or present) 
horrors of overpopulation, they started worrying themselves and others on 
account of a prospccti\'cly emph world. 

[As has been pointed out, in note 1 at the beginning, this section was written much 
earlier than the other five sections and had not been integrated with the rest of the 
ehapter. I'liere were numerous notes to be used in revision and rewriting. 

There is no discussion here of Senior’s third postulate: ‘That the Powers of I.abour. 
and of the other Instruments which Produce \\T*alth, may be indefinitely incieased by 
using their Products as the means of further Production.’ This third postulate is. 
how’C\ er, discussed below in Section 5 (Capital), under the subheading Senior s Con- 
tributions.] 

[fc) The Fourth Postulate: Diminishing Refurns.] We shall take up the 
fourth postulate next: ‘TTiat, agricultural skill remaining the same, additional 
Labour employed on the land within a given district producc.s in general a 
less proportionate return, or, in other words, that though, with c\ery increase 
of the labour bestowed, the aggregate return is increased, the increase of the 
return is not in proportion to the increase of the labour.’ It is the fact or 
hypothesis or principle or law' or tendency of Diminishing Returns. T here is 
nothing remarkable about Senior’s formulation of it except that he stressed 
more tlian did other authors, especially more than did Ricardo, the impor¬ 
tance of the necessary condition of its validity'—a gi\en and eoiistant techno- 

(1S801. Finally, I may quote a later Malthusian: F. V’irgilii Problema della popolazione 
(1924) and again, R. Gonnard’s llistoire den doctrines de la population (1923), and 
especially J. J. Spengler’s scholarly and exhaustive study on ‘French Population TTicory 
since 1800’ (Journal of Political Economy, two articles, October and Dcecinber 1936). 

Paul Mombert; see, e.g., his contribution on population (‘Bevolkerungslchrc’) to 
M. Weber’s Crundrm der Sozialokonomik (1914) or his Bevolkerungsentwicklung und 
Wirtschaftsgestaltung ^1932). Among ‘forerunners’ were Brentano (see preceding foot¬ 
note) and, at a stretch. Sir Archibald Alison, The Principles of Population {1840). On 
Mombert see below. Part iv, ch. 6, sec. ib. 
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logical horizon, or the proviso, ‘agricultural skill remaining the same’—^and 
also the importance of true exceptions, which makes a lot of clifFercnce to the 
tones of the picture.^® llicre is, however, a point about his management of 
diminishing returns that does merit particular attention. All the leading econo¬ 
mists of that period confined diminishing returns to land and many had as¬ 
serted an opposite ‘law’ for manufactures, especially West and McCulloch.^^ 
But nobody that I know of has been so emphatic about this ‘law’ of increas¬ 
ing returns in manufactures as was Senior, who asserted with little qualifica¬ 
tion that ‘additional labour when employed in inannfacturcs is more, when 
employed in agriculture is /css, efficient in proportion’ (Outline, pp. Si ct scq.), 
without explaining fully to his readers, perhaps without fully percci\iiig him¬ 
self, that this law of increasing returns, if it exists, is of an entirely different 
nature and should never be put as an alternative, with equal rights, alongside 
the law of decreasing returns. 'Ibiis Senior—or West and Senior—must be 
held responsible for the tradition, which took sucli time in dying, that agri¬ 
culture was the domain of the latter and ‘industry’ the domain of the former. 
'Jhis quite misleading arrangement was not set right until the next period. 
Edgeworth took the first steps toward breaking it up. Marshall grew out of it, 
of course, but he did not expressly renounce it. To the last he linked de¬ 
creasing returns primarily with the production of raw' matciials in a way sug¬ 
gestive of Senior’s teaching. 

Tor the rest, we shall a\ail ourselves of this opportunity' to sur\cy the de¬ 
velopment of the principle of decreasing returns during the period. We have 
seen that the princij)lc is not found in the Wealth of Naiiona. In fact, all 
that A. Smith says is that ‘progress of improvement’ increases the ‘quantity 
of w'ork’ that can be done by the same number of liands ‘comparatively less 
rapidly in agriculture than in manufactures.’ "Ibis clumsy sentence expresses 
a statement of fact that may be true at some times and not at others and 
has nothing to do with diminisliing returns. But it is the germ of an opinion 
that greath influenced the later argument about diminishing returns. As stated 
above, Ricardo and others recognized, and Senior emphasized, the fact that 
the operation of diminishing returns is interrupted by technological progress. 
On the face of it this fact might suffice to break the connection—so funda¬ 
mental for the West-Ricardo-Malthusian picture of economic evolution—of 
diminishing returns with the pressure of population. Ibis consequence was 

It will facilitate matters if we list at the outset the possible meanings of Diminish¬ 
ing Returns. Tlic jbrasc may mean (1) that if we add equal incicmcnts to the quantity 
of one of the factors employed, keeping the others constant, total product will from a 
certain point on increase only at a decrea.sitig rate; we call this Decreasing Marginal 
Productivity; (2) that if w'C add equal increments to the quantity of one of the factors 
employed, total product divided by the quantity of the factor will, from a certain 
point on, decrease; we call this Decreasing Average Productivity; (3) that if we add 
equal ‘doses’ of all other factors to land, the resulting increments of product or (4) the 
resulting average products will decline; these last two propositions, which we call 
Millian Diminishing Returns, reduce to the first two. 

See West’s Essay (1815), J 25 and McCulloch’s Principles (1825), p. 277. 
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however avoided—in the end also by Senior—^by minimizing the possibilities 
of technological progress in agriculture. ITie Smithian proposition was sharp¬ 
ened into what really was an additional postulate to the effect that in agri¬ 
culture technological progress would not in the long run be strong enough 
to get the better of diminishing returns: marginal labor costs of foodstuffs 
would actually rise in the calculable future and not merely ‘tend to rise.’ 
And this prophecy—there is no other w'ord for it—was, for the Ricardian 
group and the public, the really important thing, without which decreasing 
returns would have been what it should be; an analytic tool that per sc com¬ 
mands but moderate practical interest. 

The chief merit of having forged this anabtic tool wc have assigned, in 
spite of the existence of forerunners, to Sir lulward West (see above, ch. 4, 
see. 2) because so far as I know he was the first to create the form it retained 
throughout the period and beyond, including the ‘prophec>' or additional 
postulate just discussed.He distinguishes the two cases that ha\e become 
classical: decreasing returns owing to the necessity of resorting to inferior 
land and decreasing returns owing to the ‘fact’ that additional labor ‘cannot 
be bestowed [West docs not add: after a certain point] with the same ad¬ 
vantage as before on the old land’ (i 10). "Hic first case. v\hich wc can gen¬ 
eralize so as to include inferior location—as West meritoriously does (\ 9)— 
is logically plain sailing, resting securely on the observation that pieces of 
land definitely differ in fertility with reference to any given ]Droduct or method. 

However, this does not get us far, since decreasing returns in this .sense are 
neither necessary nor sufficient for the uses West himself or anyone else ever 
made of the ‘law.* The second case of decreasing returns is the one that 

1** It is nccessar>* to stress that the rise would occur in the calculable future, for this 
is what made the proposition practically relevant. Ricardo and Malthus incanl more 
than that it is possible to assign, for any rates of technological progress, a series of 
finite production figures that cannot be reached at all or cannot be reached without 
returns decreasing so sharply as to rai.se marginal costs above what they had been at the 
preceding step, whatever the rate of improxernent. 

There is. of course, no reason to question his claim to independent discovery of 
the fundamental idea and no doubt whatex-er about his having been the first to .see it 
in all its bearings upon questions of economic theory. W’est’s Essay an the Application 
of Capital to Land (1815), though far from faultless, must thcrefijrc be ranked among 
the most original as well as important performances in that field. 

'I hrougliout the period and even later, it was this sense, however, that held the 
place of honor as it had been the one to occur to Stciiart and Ortes. In consequence, 
many authors thought they were refuting the Wcst-Ricardo theory of rent by pointing 
out that there need not be, in the economic domain, any land so pcjor as to pay no 
rent at all, and by holding that if all land were of uniform quality, there would he 
no Ricardian rent. Even Menger used this argument. Ricardo’s text, however, cxcii.scs 
this to some extent, f’or he inadvertently makes differential fertility a condition of the 
emergence of rent. 

Though diminishing returns in this sense do not .seem to be very problematical, they 
nevertheless came in for adverse criticism. H. Carey’s main objection deserves notice 
if only as an example . . . [note unfinished]. 
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really matters and ought to be formulated (if we confine ourselves to land) as 
follows: suppose that to a given plot of land equal increments of labor (or of 
a fixed combination of factors) are successively applied in order to raise a given 
croj), then, if other things are kept strictly equal, a point will be reached 
after which the consequent increments of that product will nionotonically 
decrease to /xro (and, if further application were persisted in, to absolutely 
increasing negative figures). It is Ricardo's merit to ha\'C—though less rigor- 
oush'—c’xpressed just this. West also must have had this meaning in mind, 
for it is tlic one w'hich is relevant in the Essay on the Application of Capital 
to Land. But liis wording is not clear and points, if taken literally, to a law’ 
of decreasing average returns rather than to a ‘law* of decreasing marginal 
returns. And it is the former that w^s subsequently formulated by a ma¬ 
jority of authors, who must either have confused it with the latter or have 
erroneously considered it the more important of the two.'-^' This is true even 
of Marshall {Principles^ Book iv, ch. 3, J 1) who worded 'the law of or state¬ 
ment of tendency to diminishing returns’ almost exactly as did Senior. That 
tljcy are not equivalent and that it is the marginal concept which is needed 
in all maximum problems, w^as not expressly stated until 1911 when Edge- 
worth pointed it out. Sound instinct, however, prexented the confusion from 
producing mistakes. But it was the main reason 1 can see wh\ the definitive 
conquest of the idea of diminishing physical returns did not ipso facto and 
immediately lead to a marginal-productivity theorx' and why the latter had a 
separate history at all. 

Senior, c.g., says "that agricultural skill remaining the same, additional labour 
employed on the land within a given district produces in general a less proportionate 
return, or, in other words, that though, with eveiy increase of the labour bestowed, the 
aggregate return is increased [indefinitely?!, the increase of the return is not in propor¬ 
tion to the increase of the labour.* Now, the significance of literary statements of essen¬ 
tially quantitative propositions is always doubtful. But I think that both parts of the 
sentenc e are intended to mean this: denoting total return by y and total labor applied 

bv X, additional labor Ax, will produce an additional product Ay such that 

X + Ax X 

which is a proposition about average returns. So late and so eminent an author as 
Bbhm Hawetk clearly confused average and marginal returns in an unguarded moment 
(but not in his actual w'ork) and has been accordingly taken to task by Professor Karl 
Meiiger (son of the economist). This was done in an article that—amounting to reading 
us the logician’s riot act—is immensely useful for any economist who wishes to take his 
logical responsibilities seriously, and is strongly recommended for study ("Bemerknngen 
zu den Ertragsgeset/.en’ and sequel, Zeitschrift fur NationalokonomiCy March and 
August ig<s6) although, as Professor Mengcr himself took care to point out, some of 
the logical severities displayed are there only for illustration’s sake and not because of 
their im])ortancc for the practical handling of those two concepts. It is a curious fact 
that in spite of lulgcw'orth’s decisive contribution mentioned in our text, these matters 
were not fully st!ttled until this article appeared—^lienee, that it took from 1S15 to 

to clear them up and tluit it might have taken still longer but for the lucky chance 
tiiat the problem happened to attract the interest of an eminent mathematician. This 
fact will illustrate how much justification there is for the complaint of some economists 
that the profession bestows too much attention on theory. 
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Tlie law* of diminishing returns is of course an empirical statement—^a 
generalization from observed facts that onl\- further observation can either 
verify or refute. It is interesting to report that theorists lunc almost unani¬ 
mously displayed an aversion to admitting this. One after another has tried 
to ‘prove* it from logically anterior and, as they thought, more ob\ious as¬ 
sumptions. This can in fact be done for the ‘law* of diminishing a\cragc re¬ 
turns, which has been shown to follow from assumptions that may be held 
to be simpler than is the ‘law* itself. Moreover, this ‘law’ also follows, if we 
add assumptions nobody will care to challenge, from the *Unv* of decreasing 
marginal returns. But the latter cannot be $0 dcri\ed unless wc introduce fur¬ 
ther assumptions that reduce the proof to a tri\ iality."" 

2. Value 

As we have seen at various turns of our way, the problem of N'aluc must 
always hold the pi\()tal position, as the chief tool of anaK sis in any pure 
theory that works with a rational schema.^ More or less, this was recognized 
by all the economists of that period—by Mai-\ not less than by Sa\—although 
some haze continued to linger on this point. Any impression to the contrary 

‘2 'Fhis has been done by Karl Mengcr (op. cit. pp. 4S ct seq.) in his diseiis.sion of 
the similar though not identical proofs offered by Hohni Bawerk and \\ ieksell. 'I'hesc 
proofs did not accomplish what their authors evidently wished to aeeoinplish, namely 
proof that the law of diminishing returns is a ‘theorem of mathematical necessity,’ but 
they did prove that, in the sense stated above, the law of average diminishing returns is. 
Thus these proofs arc much superior to .some that had been offered before, of which 
the most primitive one—and, at first sight, m<»st plausible one—^was founded on the 
erroneous belief that the mere fact of the cultivation of ai»y but the !)est land was all 
that was needed—for, unless returns to additional investment in the best land were 
decreasing, why should people resort to inferior land? Some of these arguments have 
also been analyzed by Mengcr, who, moreover, su])plied exact i)roof (p. 4^) of the 
theorem stated in the next sentence of our text. Though space fr)rbids us to go into 
details, it should be mentioned tliat botli Rohm Bawerk*s and Wickscll’s ])n)()fs require 
that doubling both the land and the ‘capital’ or labor applied should at most double 
the product ii.e. the absence of ‘economies of scale’). 

23 Factual investigations are therefore called for not only to find particular forms of 
marginal-return functions but also to make sure of their fundamental pr()pcrty. A mini 
her of such investigations have been suininarizcd by F. II. Phelps Brown, in a report, 
The Marginal Efficiency of a Productive Factor,’ published in Econoinetrica, April 
1936. Special forms have also been derived from liy]iotht*scs drawn from tlic iihysiology 
of plants, see E. A. Mitscherlicb, ‘Das Gesetz des Miniiinims iind das (icsetz dcs 
abnebmenden Bodenertrages,' Landwirtschaftliclie Jahrbiicher (1909). 

In any case, Wicksell was definitely wrong in holding that the validity of the ‘law 
of the soil’ did not stand in need of ‘cxperiincntal’ proof. For even in the ease of 
average returns, there is still the homogeneity assumption to be tested that was men¬ 
tioned in the preceding footnote. But he was right in his counter-criticism of Water- 
stradt (two articles published in Thunen Archiv^ 1906 and 1909), who had attacked tlie 
‘law* by methods so faulty as to put him in the wrong. 

1 We have also learned that not every theory does this. 
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is mainly due to economists’ ])reoccupiition with things other than pure theory 
—especially with the institutional aspects of economic life. The value on 
which analytic effort converged was exchange value. J. S. Mill only clinched 
prevailing practice when he emphasized that tlic term Value w'as, in economic 
theory, essentially relative and that it meant nothing but the exchange ratio 
between any two commodities or services. Similarly, the term price meant 
nothing but the exchange ratio between the (arbitrary-) unit of any commod¬ 
ity or service and the good selected for money. We ma\' also take J. S. Mill’s 
teaching as typical of an attitude that has been much discussed of late: the 
l^roblem that rcalh’ mattered throughout was the explanation of these ex¬ 
change ratios or price rdatiom (relative prices). Money prices (absolute prices) 
were treated as an affair of secondary importance, to be dealt with apart in 
the ehaj^ter on money. Since, then, value was a ratio, it followed as a matter 
of course that all values were incapalde of increasing or decreasing simultane¬ 
ously. It also followed that there was no such thing as the total value of all 
the services of wealth (or of all wealth) taken as a whole, although Ricardo 
and Marx took a different view on this point. 

i\ob»)dy raised the theoretical question whether it is really possible or ad¬ 
missible to carry out the fundamental anahsis of the price system in terms of 
exchange ratios or relati\e prices alone. I'his implies, of course, that the inter¬ 
vention of real money (that is, of nione>- which not only supplies a unit of 
account Init also actually circulates and in addition functions as a ‘store of 
\alue’) does not affect the determination of the exchange ratios themsehes 
or anything else that is essential to the inidcrstanding of the economic process. 
Or, to j>ut the same thing in the usual way, this implies that money is in fact 
a mere technical dc\icc that may be disregarded whene\cr fundaiiicntals are 
on the jnograin, or a veil that must be removed in order to discover the 
features behind it. Or, in still other words, this implies that there is no es¬ 
sential theoretical = difference between a barter econonp' and a money econ¬ 
omy. Nobody tried seriously to prove this or e\cn realized the nceessih' of 
doing so in order to establish the validit>* of that procedure.” J liis was to 
come in our own time. For the moment let us mcreh' notice that this ex¬ 
clusive emphasis upon 'real’ analysis may have had its ad\antages, e\cn if it 
should ha\e ])roved inadequate when confronted at a later stage of analytic 
development with higher standards of scientific rigor. It serxed to counteract 
lingering primitive errors. It helped to clarify concepts and relations. It as¬ 
serted the rights of a point of \iew that stood in need of being asserted then 
and perhaps may do so again. 

But the economists of that period did not even make a serious effort to 
pro\c the determinateness of an economy without a circulating medium. Sys¬ 
tematic efforts of this kind—since Cournot’s example remained without in- 

2 Practically, of course, nobody ever denied that, since the technical device may get 
out of order, a society’s system of money and credit alw^ays docs make a lot of difference 
to its economic process. 

* See, however, J. S. Mill, Principles, Book iii, ch. 26. 
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flucncc—cannot be said to antedate Walras (see below, Part iv, eh. 7). How- 
e\er, in this as in other instances, in economics as in other sciences, we find 
that intuitive perception of the inherent logic of things led beyond what \\as 
actually proved. Like the leading theorists of the preceding period, the 
‘classics' sensed the existence of what we now call econoinic cciuilibriuin and, 
if the\' did not tr> to pro\e its existence, they made it, as it were, plausible, 
embodying their intuition in certain empirical rules, such as the tendency of 
‘profits' to be roughly equal in different but similarh’ conditioned lines of 
business.•* We derive a similar proposition from the principle of maximizing 
net returns and associate it with the principle of substitution. The ‘classics,' 
it has been held,*’ were not in possession of the latter principle.** This is true 
and so it is that this constitutes one of the most serious shoi tcoinings of their 
analytic apparatus. But if they did not formulate it explicitly and did not 
apply it systematically, neither were they entireb- unaware of it. Tliey used 
it in individual cases. And it is implied in some of their propositions. 

(a) Ricardo and Marx. By theories of value we mean attempts at indicating 
the factors that account for a thing's having exchange value or—though this is 
not strictly the same—the factors that ‘regulate’ or ‘govern’ \alue. Let us 
begin with Ricardo. A. Smith, we remember, may be credited with three 
different theories of value; the labor-quantih’ theoT\ illustrated by his beaver 
and deer example; the labor-disutility theory convex cd b>’ his reference to 
‘toil and trouble’; the cost theory he actually u.scd in the central part of his 
analysis. We also know that in addition he recommended labor (along with 
‘corn’) as a relatively stable unit by which to express commodity xalues 
(numeraire).'^ Ricardo, starting his theoretical work by a study of the Wealth 
of Nations, was displeased with what he rightly felt to be a logical muddle 
and came to the conclusion that the labor-quantih' ^ theory of \ aluc as con- 
vexed by the beaver and deer example xxas the one to adopt, not only for 
‘primitive' conditions in which there was no .scarce factor other than labor, 

* Their concern with differences in the rates of return earned, at the same tune and 
place, in different occupations—di.scussion of which xxas, since A. Smith, part of the 
stock in trade of every textbook—was chiefly motivated by a desire to ijroicct the 
fundamental assumption of equality. 

® See, e.g., G. J. Stigler, ‘Stuart Wood and the Marginal Productivity Thcor>',’ 
Quarterly Journal of Economics, August 1947, p. 647. 

* As has been noted above. Senior made the maximum principle explicit. But it has 
also been noted that neither he nor anyone else knew how to make full use of it. 

" It cannot be repeated too often that choosing labor for this role—for instance on 
the ground that the significance of a manhour is less subject to change than is the 
significance of an ounce of gold, no matter whether this is so or not—has nothing 
whatever to do with adopting a labor theory of value. Malthus, for instance, was an 
opponent of the latter. But he rccoinrnended labor days for the purjjosc of expressing 
values (for ‘measure of value'). 1'hough this should be quite clear, it is xx'orth einphasi/. 
ing again because these two things have so often been confused even by first flight 
theorists such as Ricardo. 

B Meaning the quantity of labor that a commodity ‘embodies.’ 
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but generally for all cases, even where there were also other scarce factors. 
Ilis first chapter is an attempt to carry out this idea. A. Smith’s cost theory 
he evidently thought logically unsatisfactory (perhaps circular). 'The ]abf)r- 
disutility theory he neglected, probably because it did not occur to him that 
it was diifercnt from tlic labor-quantity theory. And througliout, he mixed 
up his argument against A. Smith’s lapse from the laljor-quaiitity theory of 
value with an argument against A. Smith’s (and Malthus’) choice of lal^or as 
a measure of value.’* Before going on, I sliall first try to rciiKnc this diffi¬ 
culty from our ])ath. 

'l\vo things must be distinguished. On the one hand, Ricardo, like every¬ 
body else, was of course aware of the fact that there can be no comniodiW 
(labor no more than an\' other), the exchange value of whose unit could .scr\c 
as an invariant standard by which to njcasurc the variations in the exchange 
values of other commodities {Principles, eh. i, )j 6). On the oilier hand, his 
labor-quantity theory of \ahie seemed, subject to qualifications that will be 
discussed ])icsently and are neglected for the moment, to provide a method 
by which to measure these \ariations all the same: where the exchange value 
of a unit of labor was bound to be unsatisfactor>, the unit of labor itself— 
since according to this theory the amount of labor embodied in a commodih- 
‘go\erns’ its \aliic—really was what was needed in order to ha\e a measure of 
excliange values after all. Subject to the qualifications we are now neglecting, 
all that was necessary in order to have a commodih of at least theoretically 
irnariant value was to imagine one that alwa\s embodied the same quantity 
of labor. Such a commodity would then provide a stable yardstick with which 
to measure the variations in the relative prices of all the others. 'I'he pounds 
and shillings of his numerical examples must be understood to stand for such 
a commodity.*** 

It is very important to grasp the implications of this logical iour de force. 
By virtue of it, commodities acquired absolute values, which were callable of 
being compared, added up, and of increasing and decreasing simultaneously, 
the very tiling that was impossible so long as exchange value was defined sim- 
pl\' as exchange ratio. 'Ihis is what pleased Marx so much about Ricardo's 
theory of value. But the latter failed to work out the idea completeh. More¬ 
over, he created much unnecessary confusion by adopting for his concept the 
term Real V'aluc. Our own meaning of this term, which refers to the ^alllc 
of a monetary quantity in terms of the goods it will buy, was gaining currcnc>- 
at that time, and people were puzzled by Ricardo's use of it according to 
which, for example, ‘real’ w^ages might be falling (if the cpiantity of labor cm- 

** Meaning the quantity of labor a commodity ‘commands' in the market, which 
differs in general from ‘labor embodied.' 

*** Ricardo derived some satisfaction from thus fulfilling Dcstutt de Tracy's precept 
that values should he expressed in units of values as Icngtlis arc expressed in units of 
length. In this, however, he erred. For. whatever we may tliink of Dcstutt de Tracy's 
precept, a little reflection will show that Ricardo did not satisfy it or rather that he 
satisfied it only by means of a verbal trick: the values he measured in terms of physical 
labor hours were not themselves (though they were for Marx) just labor hours. 
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bodied in the goods that constitute real wages in our sense was decreasing, 
owing, for instance, to technological impro\’cment) when cvcr\b()d\' else would 
say that they were rising (if the quantities of those goods themselves were 
increasing). 

Another point must be mentioned which is of considerable imi^ortancc for 
understanding Ricardo’s theory of distribution—which was priniarih* con¬ 
cerned with relative shares—and in particular his famous theorem that 'there 
can be no rise in the \aluc of labour [real wages in his sense] without a fall 
of profits’ (see, e.g. H 4, Principles, ch. 1). The true significance of this theorem 
will be discussed later. But, in the place referred to, Ricardo reduced it to a 
triviality by explaining that, if the product be divided between capital and 
labor, ‘the larger the proportion that is given to the latter the less will remain 
for the former’—which is in fact how James Mill and many later interpreters 
(e.g., A. W’^agner) understood the theorem. How was this possible? Evidently 
Ricardo, when he penned this passage, thought that relatise shares are always 
rendered by the relation between the labor hours embodied in the absolute 
shares. This, howc\er, is not true generally but onl\ if the total quantity of 
labor applied is kept constant. (On this tangle, see Cannan. op. cit. pp. 541 
et seq.) 

Ricardo, then, tells us on the first page of his work that utility is a neces¬ 
sary condition for the emergence of exchangeable value and that ‘possessing 
utility, commodities deri\e their exchangeable value from two sources: from 
their scarcih', and from the quantity of labour required to obtain them.’ Ih 
logically identihing scarce commodities with commodities, the quantih* of 
which cannot be increased by labor, and setting them down as rare exceptions, 
he turns to the category of those that may be increased by human industry. 
I cannot stay—hut the reader should—to point out all the shortcomings of 
this start and shall proceed at once to state the central theorem of the Ri- 
cardian thcor\' of ^alue: in conditions of perfect competition (which Ricardo 
failed to specih) the exchange values of commodities will be proportional to 
the quantities of labor contained or embodied in them. 

The first thing to be obsened about this proposition, which hails from the 
Wealth of Nations (Ricardo referred specifically to Book i. ch. 5), is that it is 
not in itself a theory of value in the sense defined al)0\c. Such a theory is 
contained in Ricardo’s next sentence, ‘that this [i.c. labor applied or embodied, 
J. A. S.j is really the foundation of the exchangeable value of all things.’ I’lic 
proposition in question is a theorem on values intended to be valid in perfect 
equilibrium only. Of this Ricardo was perfectly aware. In Chapters 4 and 
he therefore dealt with the Cantillon-A. Smith concept of market price, which 
he made dependent, like the price of monopolized commodities, on supply 
and demand as if determination of price by supply and demand were entirely 
different from, and incompatible with, determination of price by quantity of 
labor embodied. But, not being in full possession of an explicit perfect- 
equilibrium concept, he expresses this by saying that his labor-quantity law 
applies to natural prices, that is, to the relative prices that will ultimately 
prevail when fluctuations due to temporary disturbances shall in each case 
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have subsided. This is the reason why interpreters and indeed Ricardo him¬ 
self spoke of his law—and of his reasoning in general—^as ‘abstract’ and as 
einisaging fundamental or long-run tendencies only. He did not use the Mar¬ 
shallian term Long-Run Normal but he had got the idea. 

The second thing to be observed is that our theorem would be true (for 
perfect equilibrium in perfect competition) if labor—and labor of one kind 
and qualih—were the only requisite of production. In fact, it would then 
follow as a special case from the more general marginal-utility theory of a 
later tinie.’^ 

'I hc third thing, then, to be obser\’ed about Ricardo's labor-quantity law 
is the manner in which he tried to overcome the difficulties that stand in the 
way of generalizing a result that holds—though he never proved it—in a spe¬ 
cial case. ’I'hc rest of his first chapter (JjJj 2-7) is devoted to an attempt to 
show that his labor-quantih' law of equilibrium values, though not generally 
true, >et constitutes an acceptable approximation throughout the range of per¬ 
fect competition. But this chapter docs not deal with the fundamental diffi¬ 
culty that arises from the existence of scarce natural factors: their elimina¬ 
tion from the problem is left for the second chapter. Following suit, we also 
neglect them for the moment. 

Ricardo saw, of course—what Marx was to elaborate—that the labor whose 
quantity is to ‘govern’ or Tegulate’ values must be of the quality a laborer 
normally does in any given time and place, not more or less efficient than 
that, and that it must be applied according to the prevailing standards of 
technological rationalit}-; to use Marx's term, it must be socially necessary 
labor. 'Ihc time employed in acquiring skills, including the labor of the 
teacher, must be counted in and so must be ‘the labour also which is be¬ 
stowed on the implements, tools, and buildings with which such labour [the 
directly applied labor, J. A. S.] is assisted* (sec. 3). But what about natural 
skills or those elements in skills that are not themselves acquired by labor? 
Following the cightccnth-ccntury tradition noticed above, Ricardo did not 
think much of their importance. For the rest, he relied, as had A. Smith, on 
the market mechanism to determine a scale for the evaluation of different 
(natural) qualities of labor by means of which an hour of superior labor may 
be expressed as a multiple of the normal labor hour: if a ‘working jeweller’ 

In order to show this, it is sufficient to refer to a theorem that is rationally 
deduced within the marginal utility theory, though it has been frequently implied in 
‘classicar pieces of reasoning, especially where the ‘classics* made use of the ‘law’ of the 
uniform rate of profit. I'his tlK'orcm reads that, in equilibrium, all factors will be alio 
cated to all their possible uses in such a way that the last increments of each factor 
employed in all tliese uses produce increments of products that are of equal value. 
If the products arc beavers and deer, and if labor is all that is needed in order to kill 
them, Ixravers killed per hour of hunting must be worth as much as deer killed per 
hour of liunting and beavers will hence exchange for deer in inverse proportion to the 
time it normally takes to kill them. But this is the Ricardian theorem, which, by the 
same token, cannot be true if there are also other scarce factors. 

This Ricardo did not say explicitly. But it is only fair to interpret him in this sense. 
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is being paid hvice as much per hour as is a 'common labourer/ one hour 
worked by tlic former VNill simply be counted as two hours worked by the 
latter. Since such relations do not vary greatly from year to year, they lia\e 
'little effect, for short periods, on the relative value of commodities.' This 
may or may not be so. But it should be noticed that this appeal to market 
values—that are evidently not determined by any quantity of labor—in the 
course of an argument that is to expound the labor-quantit\ law spells in strict 
logic the surrender of the latter, no matter whether this be acknowledged 
or not 

But acknowledgment of failure of the labor-quantiW principle came in 
Sections 4 and 5. There, Ricardo faced the facts that rclati\c \alucs of com¬ 
modities arc not 'go\crned’ exclusively by the quantities of labor embodied in 
them but also by ‘the length of time which must elapse before’ they 'can be 
brought to market.’ l or this is what his argument amounts to; unequal pro¬ 
portion between that part of capital which ‘is to suppent labour’ and that 
part which ‘is invested in tools, machinery' and buildings,’ and unequal dura- 
bilit>' of the latter or unequal rate of turno\cr of the former—which are the 
facts discussed—arc relc\ant to the relative values of the products onl\' be¬ 
cause of that time element which the\ bring into the picture of the pro¬ 
ductive process.’l'hc\' simply mean different periods of in\estmcTit of the 
(possibly) equal quantities of labor embodied in the capital goods or (to put 
quite bluntly the common-sense business fact of which Ricardo was think¬ 
ing) different amounts of canning charges that, logical!}, are on a par with 
quantity of labor in influencing ‘natural,’ that is, equilibrium, values. 

So the murder is out. To be sure, Ricardo tried to minimize the damage 
to his fundamental construction by pointing out that quantit}- of labor still 
remains the most important determinant of relative value, which is why above 
w'C have described his theorem as an approximation. ’Fliis seems to do more 
justice to his thought than does the interpretation that appeals to other his¬ 
torians: these, following a lead of Marshall’s, prefer to say that Ricardo had 
'really’ a cost tlieor}* of value. It is true that in effect Ricardo ended up by 
co-ordinating the element of accrued profits with the clement of quantit}- of 
labor. It is also true that sometimes (.see ch. ^o, first sentence) he did make 
Cost of Production (evidently including the former element) the ‘ultimate 
regulator’ of values. But if this were all, his exposition would reduce simply 
to a roundabout w'ay of stating a view that was current in his time: it would 
be difficult to sec what it w^s he fought for with so much insistence and what 
the ensuing controversies w'ere about. 

Only if w'c recognize that he believed, wrongly of course, that labor ap¬ 
plied is something more fundamental or important than are accrued profits, 
.shall w'c understand why he first introduced his theory of values under the 

It is of some interest to note that Ricardo, while professedly arguing about long- 
run phenomena, displayed in this case no compunction at using a short run argument— 
another instance of his extreme carelessness. 

Let us notice once more that this constitutes an important link between Ricardo 
and Bbhm-Bawerk. 
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assumption that capital structures were exactly similar in all industries. The 
comfort is of course quite illusory that he drew from the fact that then (if 
we accept his elimination of the influence of natural agents) the relations of 
quantities of labor applied would ‘regulate' relative values. Logically it would 
be just as admissible to say that, with equal quantities of labor applied, it is 
capital structure or ‘time' which regulates relative values. Therefore, he must 
have thought that the former proposition is true in some sense in which the 
latter is not. And our interpretation—the interpretation that is characteri/.ed 
by the word ajqDro.vimation—seems to me the most obvious one in the ease 
of a writer who was quite free from either emotionalism or philosophical 
preconceptions. 

Another point must be mentioned, however. What Ricardo did in Chap¬ 
ter 1, Sections 4 and 5 was to recognize the fact that carrying charges do in¬ 
fluence relative values. He also formulated some of the conscciuenees of this 
fact. But lie did so, as it were, with a shrug of his sliouldcrs and did not 
make the slightest attempt to explain it unless we accept the phrase ‘just com¬ 
pensation for the time that the profits were withheld' as a token of such an 
ex])lanation. Here as elsewhere he was content to icmain on the surface of 
things. But he did worry about what his admission would do to his pet propo¬ 
sition that ‘no alteration in the wages of labour could produce any alteration 
in the rclati\e value of . . . commodities,’ \\hich is, throughout the book, the 
practical si)eailicad of his theory of value. On princiidc, it must also be given 
up, of course (see 5, last paragraph). But actually it is retained, again, as 
I like to say in order to be as fair as possible to him, as an approximate truth, 
'rhe effect of the admission is confined to a particular theorem; if wages, say, 
rise, the relati\e ])riccs of goods into the production of which ‘fixed capital’ 
or ‘fixed eaj)itar of high durability enter largely will fall, and the relative prices 
of goods ‘which are produced chiefly by labour with less fixed capital or with 
fixed capital of a less durable character than the medium in which price is 
estimated will rise,’ a proposition that has been dubbed in our time, the 
Ricardo Isffect—and a curiously devious way of admitting something of which 
one does not wish to admit the implications. 

It is not worth our while to stay to describe the w'ay in which the inner- 
circle Ricardians, Janies Mill, Dc Quinccy, and McCulloch, handled Ricardo’s 
theory of value and the spurious problems it created.’^ But it will be con- 

I’liis is correct. Marx slipi)cd when he replaced this by the average composition of 
total capital. 

I lowevcT, we may note in pa.ssing a device that McCulloch used to generalize 
Ricardo’s labor (piantity theorem. Recognizing that, looking at the matter from Ricardo’s 
standpoint, the main trouble was connected with the element of time, he simply took 
the view that the labor quantity embodied in durable capital goods goes on to do 
further labor during their lifetime. A harsh critic might call this a purely verbal expe 
dient and an inept one at that. But it is also possible to see in it a particular way toward 
renunciation of the labor quantity tlicory and toward recognition of a multiplicity of 
‘factors' or services of production, all of which help to create product value. If we look 
at his reasoning in this light, it amounts to generalizing the concept of labor. In itself 
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vcnient, before wrc take up the contributions of Ricardo’s opponents and 
then the half-way house position of J. S. Mill, to consider with the utmost 
brevity some essentials of the doctrine of Ricardo’s only great follower, Karl 
Marx. 

Marx’s theor\' of exchange value is also a labor-quantity thcor>’, perhaps, if 
wc neglect such stepping-stones between Ricardo and Marx as W. 'I’hompson, 
the only quite thoroughgoing one ever uTittcii. At first wc arc, indeed, struck 
by the similarih* of Marx’s argument to Ricardo’s. Marx asked himself what 
it is that makes commodities, so heterogeneous as to valuc-in-usc, comparable 
at all, and emerges with the conclusion that is the fact that they are all the 
products of labor. Ila\ing established to his own satisfaction this highly de¬ 
batable proposition—for the fact that all coninioditics ha\e valiie-iiMisc is 
not only as true but more general—Marx proceeded to deal with the difficul¬ 
ties that beset this approach at the threshold almost exacth as Ricardo had 
dealt with them. He added precision and elaboration here and there—1 have 
already mentioned the 'socially necessary labor’—but failed, like Ricardo, to 
notice the danger that lurks behind the assumption that the market prices 
of labor of different nonacquired qualities may be used in order to reduce 
labor hours of superior qiialit}' to multiples of standard ones. 

I take this opportunit>’ to mention a point of technique that Marx con¬ 
sidered one of his most important contributions to economic theory: his dis¬ 
tinction between labor, the quantity of which is measured in hours, and 
'labor power* (Arbeitskraft), the value of which is gi\en by the quantity of 
labor that enters into the goods the workman consumes fincluding the goods 
and scrxiccs used up in bringing him up and training him) and in a sense 
'produces’ his labor power. ’Fhese goods and their real \aliic are, of course, 
essential elements also of Ricardo’s analysis. But he did not identify explicitly 
this real value with the real value of the commodity labor power. Senior, as we 
know, took a step toward doing so. Marx, howexcr, not only completed this 
step but also, in his exploitation theory (sec below, sec. 6b), put the labor- 
power concept to a use of which neither Ricardo nor Senior had thought or 
w'ould ha\c approved. 

But even non-Marxist historians should have realized—though, mostly, they 
ha\e not—that there is a much more fundamental difference between the 
labor-quantih* theory of Marx and the labor-quantih' theory of Ricardo. Ri¬ 
cardo, the most unmetaphysical of theorists, introduced the labor-quantit> 
thcor\- of value simply as a hypothesis that was to explain the actual relative 
prices—or rather the actual long-run normals of relative prices—that we ob¬ 
serve in real life. But for Marx, the most metaphysical of theorists, the labor- 
quantitv* theory was no mere hypothesis about relative prices, ’['he quantity of 
labor embodied in products did not merely 'regulate’ their value. It was (the 
‘essence’ or 'substance’ of) their value. I’hcy were congealed labor. Lest non- 
mctaphysically disposed readers should refuse to be very much impressed by 

this does not do much for us. But it points in the direction of a more fruitful theory 
all the same. 
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this, let me at once point out the practical difference that this made for our 
two authors* analytic structures. 

When Ricardo recognized that the element of time—or of the carrying 
charges that accrue in the course of the productive process—entered into the 
determination of values or relative prices, this meant for him the necessity 
of admitting that his hypothesis was contradicted by the facts and that, in 
the manner described above, it had to be reduced to a mere approximation. 
But Marx had recognized from an early stage of his thought—certainly before 
he published the first volume of Das Kapital (1867) —that exchange ratios 
do not, not even as a tendency, conform to Ricardo*s equilibrium theorem on 
^•alues, which accordingly forms no part of Marx*s teaching. Ihis, however, 
was no reason for him to modify his value theory': value was always, for every 
commodity as well as for output as a whole, identical with labor embodied, 
ho\\e\er relative prices might behave, and his problem was precisely to show 
how, in consequence of the mechanism of perfect competition, these absolute 
\'alues without being altered came to be shifted about in such wa>s that in 
the end commodities, while still retaining their \alues, were not sold at rela¬ 
tive prices jjropoitional to these values. For Ricardo, deviations—other than 
temporary—of relative jjriccs from his proportionality theorem spelled altera¬ 
tions of \alues; for Marx, such deviations did not alter values but only re¬ 
distributed them as between the commodities. This is why we may sa>' that 
Marx actually went through with the idea of an absolute value of things,^® 
whereas Ricardo, although his argument implies this idea in spots, never made 
it the pi\()t of his analytical structure. Or, to put it differently: whereas for 
Ricardo relative prices and values were essentially the same thing and whereas 
hence the economic calculus in terms of values was the same thing as the 
calculus in terms of relative prices, values and prices were not the same thing 
for Marx, so that he created for himself an additional problem that apparently 
does not exist for Ricardo, namely, the problem of the relation between the 
two calculi or the problem of Wertrcchnung und Preisrechnung}'^ 

rhis fact is evident from tlie material published in the Thcorien liher den Mchr’ 
wort (1905 10) and hence was not evident at all before the publication of these volumes. 
In eonseqnciice. even the greatest of nineteenth-century Marx critics, Biihm-Bawerk. 
took the view that Marx expounded a labor-quantity thcoiy' in the first volume of Das 
Kapital which Marx’s later thought convinced him to be hopelessly at variance with 
facts, so that he was driven to shifting his ground in those writings that were, after his 
death, published by Engels (1S94) as the third volume of Das Kapital —Marx’s aversion 
to continuing ))ublication of his work was interpreted as a confession of failure. In 
other words, tlie value theor>' of the first volume was interpreted too much in Ricardo’s 
sense. This was an error, and one that spelled missing the essential point of Marx's 
value theory. This is not to deny, of course, that some of the criticisms proffered retain 
validity in spite of this error. Nor do 1 wish to assert that Marx carried out the pro¬ 
gram appropriate to his point successfully. This is sufficiently obvious from our text, 
although it is impossible to clear up the matter fully within the space at our command. 

He was the only author who ever did. 

i®See on this Ladislaus von Bortkiewicz (1S68-1931), ‘Wertrechnung und Preis- 
rechnung im Marxschen System,’ three articles in the Archiv fiir Sozialwissenschaft 
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Some of the implications and applications of this value theory will be dis¬ 
cussed later on. But three points about it should be made before we tempo¬ 
rarily leave the subject. First, for us it is nothing but a construction devised 
for purposes of analysis and to be judged in the light of considerations of 
analytic usefulness and convenience. For orthodox Marxists it may indeed be 
sacred truth in some extra-empirical realm of Platonic ideas, where the ‘es¬ 
sences' of things are exhibited. And it may have been something of the kind 
for Marx himself. Actually, however, there is nothing iinstic or inetaplnsical 
about the Marxist theor\' of value. Its central concept in particular, absolute 
value, has nothing to do with the meanings we attach to this word in some 
parts of philosophy. It is nothing but Ricardo’s real value fully worked out 
and fully made use of. Second, if readers have followed the argument, they 
will realize that the objections that may be made against Ricardo’s use of 
the concept of real value do not apply to Marx’s theory. E\cn if we do not 
admit that labor embodied is the ‘cause' of exchange Naluc in the ordinarv' 
sense, there is no logical rule to prevent us from clcfitJing labor embodied as 
exchange value, though this gives another and perhaps misleading sense to 
the latter term. For, on principle, we may call things what we please."® Tliird, 
whereas Ricardo simply recognized the actual existence of carrying charges and 
then slopped, Marx made at least an attempt, successful or not, to absorb 
them into his schema. For him, the carrying charges were also part of the 
labor embodied in total output. Ricardo had to add them to labor cost and 
ought to have explained them. For Marx there was no problem of explaining 
why these elements of product \'ahie exist. His only problem was to explain 
how they come to be clipped off from a total of \aluc that exists independ¬ 
ently of them. At this we must let the matter rest for the moment. At a later 
stage of our argument we shall see that it was after all the same difficulty, 
namely, the influence of time, which, owing to their different approaches, pre¬ 
sented itself to them in the guise of different problems. 'l o use a Marshallian 
phrase, for Ricardo time was the great disturber of his analytic pattern. But 
it was also, though less o\ertly, the great disturber of Marx's. 

(b) The Opponents of the Lahor-Quantity Theory^ of Value. Remcml)cr: 
the Ricardians were always in the minority, even in England, and it is only 
Ricardo’s personal force which, as we look back, creates the impression that 
his teaching—his coinage of Smithian metal—dominated the thought of the 
time and that the other economists were just opponents of what was then 
called the New School—cjpponents, too, that were not quite up to the latter’s 
doctrines. The opposite is nearer the truth, in the matter of value as in others, 

(1906 and 1907) and the same aiiflife’s ‘Ziir Ikrichtigung der grundlegcndcn theore- 
tisclien Konstruktion von Marx im drittcii Hand dcs “Kapital,” ’ Jahrbiicher fiir National- 
bkonomie und Statktik (1907). 

20 But Marx would no doubt have avoided much confusion and futile controversy had 
he named his absolute-value concc])t differently. The word 'value' was not at all well 
chosen to express its actual analytic significance. Hut much agitatorial glamour would 
have been lost by choosing a different one. Also, he may have wished to join up with 
Ricardo's real value, which was not less misleading. 
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although our impression is no doubt reinforced by the fact that nearly all 
those opponents, whatCNcr else they ina\ have been, were with but few ex¬ 
ceptions inferior to Ricardo as controversialists. 

Discussion of the problems of \alue on non-Ricardian lines that carried over 
from the eighteenth century collided with the Ricardian forces and blazed into 
controversy about 1S20, the year in which Mai thus’ Principles appeared. Tlic 
active phase of this controversy lasted little more than ten years and notwith¬ 
standing the testimony of a \cr> few stalwart defenders—McCulloch and 
Marx stood arm in arm at this point—and of some historians ended in the 
defeat of Ricardianism. It had its full complement of mutual misiiiidcTstand- 
ing and of logical errors, but on the whole it moved on a creditable le\el. 
I'he peak performance was Bailey's (see abo\c, eh. 4, sec. 3c), the influence 
of whose criticism was much greater than appears on the surface. He showed 
up the weaknesses of Ricardo’s analytic structure forcefully, in particular, the 
futility of Ricardo’s method of eliminating natural agents from the value prob¬ 
lem, the arbitrariness invcihed in calling quantity of labor ‘the sole determin¬ 
ing principle of value,’ the defects of the concept of real \alue and of the 
Ricardian theory of jjiofit, and so on. 4 he discourteous reply from some Ri¬ 
cardian in the Vi^cstminster Review (iSzb) was pathetically inadequate, and 
though but few coiitcmiwraiics did justice to him, it became clear in time 
that he had in fact turned the tide and dealt a fatal blow. Considerations of 
space forbid the describing of the controversy in detail.-" Instead, we shall con¬ 
fine oiirsehcs to ^^■hat was. for the time being, the main point at issue be¬ 
tween Say, Mai thus, and Ricardo, noticing other names and aspects only so 
far as this purpose requires."-' 

To get at that main point, wc must first recall that the pioneer perform¬ 
ances of the marginal utility theory, which the jjeriod produced, failed in¬ 
deed to exert any perceptible influence, but that many writers perceived that 

Sanuiel Bailey, A Critical Dissertation on the Sature, Measures, and Causes of 
Value: Chiefly in Reference to the Writings of Mr. Ricardo and Ilis Followers (1S25). 

“-Three other main eoiitrilnitioiis. however, should nol go uninentioncd: first, a 
tract entitled Observations on Certain Verbal Disputes on Political Economy . . . 
(1821), which displays sound sense for the spurious or fictitious nature of part of the 
issues involved: second, another tract, entitled An Essay on Political Economy . . . 
(1822). notable for an early recognition of the logical weakness of any explanation of 
value by cost and of the fact that cost affects value only through affecting supply; and 
a third, already mentioned, C. I*'. CotterilTs Examination of the Doctrines of Value 
(1831), which, though inferior in vigor of thought to the one just mentioned, should 
not be forgotten because of his defense of (most of) Bailey’s tenets. [I’hc two anony¬ 
mous tracts are mentioned by Seligman. Flssays in Economics, pp. 81-2.] 

Say and Malthus were, so far as value is concerned, as mucli on one side as thc\* 
were on opposite sides in the question of saving and general gluts. But there was no 
perfect agreement between the two in the first case, and no perfect agreement between 
Say and Ricardo in the second. Ricardo’s position in the controversy on value may be 
pretty completely understood from his letters to Thomas Robert Malthus, 1810-1823 
(ed. J. Bonar, 1887), his Notes on Malthus' 'Principles,' and chs. 20 and 30 of his own 
Principles. 
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utility ^*38 more than a mere condition of exchange value, in the sense in 
which Ricardo meant this phrase, and that in fact it w^s the 'source* or ‘cause’ 
of exchange value. Only they were no more able to do anything with this 
idea than were the Ricardians, who, precisely for this reason, refused to accept 
it. And so this approach came to nothing. J. B. Say, for instance, following the 
French tradition (Condillac, in particular), made exchange value dependent 
upon utilih' but, failing (like Condillac) to add scarcih', stumbled over the 
fact, so often explained before him, that such ‘usefur things as air or water 
normally have no exchange value at all. He said that actually they do have 
value; only this value is so great, infinite in fact, that nobody could pay for 
them and hence they go for nothing.-* It is true th.it he did not stop at this 
ineptitude. He did rise to the imperfect (yet so significant) statement that 
price is the measure of the \alue of things and value the measure of their 
utilih’, a statement that heralds Walras’: les valeurs d'echan^e sent proper- 
tionnelles aux raretes [marginal utilih’, J. A. S.]. Mostly, however, he mercl\- 
used a rather primitive supply-and-dcmand analysis. 'I’lic same applies to Her¬ 
mann (see above, ch. 4, sec 5). As in France, perhaps in part under French 
influence, a utilit>'-theory tradition had developed in Germany. But it was 
equally inopcrati\e: it stopped at recognitions of the utility element that arc 
difficult to distinguish from the Ricardian way of assigning to utilit>- the role of 
a condition of value. Hermann went further than others but he also confined 
himself substantially to working ^^nth supply and demand. Some F.nglish econ¬ 
omists, such as Craig and Senior, did better. As regards the latter, there is 

truth in the common view, shared by Walras, that credits him with the no¬ 

tion of marginal utility. But I can only repeat: he did not go through with 
it and, after a glimpse, it practically \anishcd behind mere supply and de¬ 
mand. Lord Lauderdale and, more elaborately, Malthus went straight to the 

supply-and-demand apparatus and concentrated entirely upon it. 

Thus, for Ricardo, the main point at issue was from the first labor quantity 
versus supply and demand. The utility theory of Naluc, which he had glanced 
at and rejected (as the ‘source’ or ‘cause’ of exchange value), was not really 
in the picture, though he criticized it in his chapter on ‘V^ilue and Riches.’ 
The cost theory of value W'as not wholly an enemy. For he looked upon his 
own theoiy- as a reformulation of it and frequently himself invoked cost in 
terms of labor and capital. The true enemy w'as the supply-and-demand theory, 
which ‘has become almost an axiom in political economy, and has been the 
source of much error’ (ch. 30, third paragraph). I’hc reader should observe 

2* Condillac, on the contrary, states that such things have a price—which consists in 
the effort to appropriate them, for instance, by breathing, drinking, and so on. 

John Craig's Remarks on Some Fundamental Doctrines in Political Economy . . . 
(1821) is a performance of considerable merit. Among other things, he understood the 
mechanism by which variation in any price will, through setting free or absorbing money 
income, influence other prices. He also understood, like Say, that (marginal) value in 
use must be ‘accurately measured’ by (must, in equilibrium, be proportional to) value in 
exchange. If we may indulge in what is no doubt a mistake and read into his statement 
all that our bracketed reformulations convey, we find a whole Marshall in nuce. 
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how very interesting this is and how revelatory of ‘the ways of the human 
mind/ It implies, of course, that Ricardo was completely blind to the na¬ 
ture, and the logical place in economic theory, of the supply-and-dcmand ap- 
piiratus and tliat he took it to represent a theory of value distinct from and 
opposed to his own. This reflects little credit on him as a theorist.-*^ For it 
should be clear that his ow'n theorem on equilibrium values is only tenable, 
so far as it is tenable at all, by virtue of tlie interplay of supply and demand. 
Ricardo could not have failed to discover this, had he tried to deduce that 
theorem rationally instead of merely positing it intuitively, lliat is to say, 
liad he but stopped to ask why exchange ^•alues of commodities should be 
proportional to the quantities of standard labor embodied in them, he would, 
in answxTing this question, have found himself using the supply-and-deinand 
apparatus by which alone (under appropriate assumptions) that ‘law* of value 
can be established, 'riien he could never ha\e denied the validity of the ‘law* 
of demand and supply for the long-run normal prices of the goods the quanti¬ 
ties of Nvhich can he indefinitely increased by human industry, while admit¬ 
ting its \alidit\ for short-run market prices and for the prices of monopolized 
or scarce* goods. I'or, as Malthus pointed out painstakingly {Principles, ist 
ed., eh. 2, 2 and 3), supply and demand come in quite generally 27 to de¬ 

termine prices in both Ihc long-run and the short-run cases, and the differ¬ 
ence between them consists only in the level at which supply and demand fix 
them, which has certain properties in the one ease that are absent in the other. 
In other words, the concepts of supply and demand apply to a mechanism 
that is compatilde with any theory of value and indeed is required by all. But 
so great was Ricardo's personal authorih' w’ith some later writers that traces 
of this mistake of his may be found not only in J. S. Mill’s but even in A. 
Marshall's Principles, 

However illogically, the supply-and-dcmand mechanism actually drifted into 
the i>lace of a thcor\* of value,^* the exponents of which may c\en be said 
to ha\c held the fort against the labor-quantih* theory throughout the period. 
This was not only due to Ricardo’s carelessness but also to their own. We 
ha\e seen that the>' failed in their analysis of the element of utilit}’, though 
they brushed against it time and again. No more than Ricardo did they 
trouble to work out a theory of exchange which, in their case as in his, among 
other things, accounts for faulty handling of the concept of scarcih'—the 
basic importance of which for the whole field of value theors^ was, how'cvcr, 

The same applies to Marx, who took the same view w’ithoiit observing that his 
exploitation theor>’ presupposes that supply and demand do their work. 

2" 'I'liis is not strictly true exeejit in pure competition in Professor Chamberlin's sense. 
In the ca.se of monopoly there is no supply function: in the case of monopolistic com¬ 
petition, also in Professor Chamberlin’s sense, there is neither a demand nor a supply 
function of the kind that exists in the case of pure competition. To be true, the state¬ 
ment above must be confined to the latter case. 

28 Malthus (Principles, 1st ed., p. 491;) went so far as to call *the principle of supply 
and demand’ the *first, greatest, and most universal principle’ of Political Economy. 
[AH future references are to the first edition of the Principles.] 
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asserted by Lauderdale, Malthiis, and Senior—and for failure to understand 
monopolistic pricing.-" But the sponsors of siippb and demand, again with 
the unnoticed exception of Cournot (and \cry few others, such as C. Lllct 
and D. Lardner). cncii experienced difficulty in setting on its feet the very 
suppiv-and-demand apparatus, the claims of which to a j)Iacc in economic 
theoiy- they tried to assert. I hey talked of desires or desires l)acked by pur¬ 
chasing power, of ‘extent* of demand and ‘intensity* of demand, of quantities 
and prices, and did not quite know how to rekife these things to one an¬ 
other. The concepts, so familiar to e\erv beginner of our own days, of de¬ 
mand schedules or ciirxes of willingness to buy (under certain general con¬ 
ditions) specified quantities of a commodih' at specified prices, and of supply 
schedules or curves of willingness to sell funder certain general conditions) 
specified quantities of a commodity at specified prices, proved unbelievably 
hard to discover and to distinguish from the concepts—quantity demanded 
and quantity supplied. Mai thus made indeed some progress toward clarifica¬ 
tion. But the reader needs only to look up Senior {Outlhie, pp. 14 et scq.) to 
satisfy himself of the blundering way in which he tried to explain these sim¬ 
ple matters. Or were the> sc» simple after all? Is it not a fact, which stares at 
us from the histories of all sciences, that it is much more difficult for the 
human mind to forge the most elemental^ conceptual schemes than it is to 
elaborate the most complicated superstructures wlien those elements are well 
in hand? 

Lauderdale, Say, Malthiis, and others all asked themselves the question how 
cost of production fits with supply and demand. Say*s contribution is en¬ 
shrined in the proposition that cost of production is nothing else than the 
value of the ])roducti\e services that arc consumed in production; and that 
the value of the productive services is nothing else than the value of the com- 
moditv- which is the result—another of those sayings of his that indicate pos¬ 
sible insights without making them explicit enough for contemporaries and 
later critics to understand. Malthiis, however, though he probed less deeply, 
explained things much better so far as he saw them. In particular, he nicely 
indicates the locus of cost of production, which 'only determines the prices 
of commodities, as the j 5 aymcnt of it is the necessary condition of their sup¬ 
ply* (Principles, ch. 2, v; 3)—a turn of phrase that points far ahead toward 
Jevonian teaching. Another lesson to conclude with. Many circumstances com¬ 
bined to keep the theory of those writers in a state that cannot be descril>ed 
as anything but primitive; but one of them was obviously the lack of the 

29 This is the more remarkable because Cournot produced w'itliin the period (1838) 
his classic theory' of monopoly, which, how'cvcr, passed unnoticed. One of the conse¬ 
quences of this state of things wa.s the prevalence of very loose ideas on what monopoly 
really is. Even Senior spoke of a ‘monopoly in land.* But in his ca,se nothing more was 
involved than misleading terminology: he did not mean more than scarcity of land and 
did not actually try to c-xplain rent by a nonexistent monopoly in it. Others did, how'cver, 
and it is not always easy to tell whether a given author only used current phraseology 
in order to denote operation of scarcity in the ca.se of a ‘costJe.ss’ factor of production or 
actually meant to assert what would be true only if landowners acted like a single seller. 
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appropriate technique: essentially quantitative relations cannot be stated satis¬ 
factorily without mathematics. It is the same defect that also marred J. S. 
Mill’s attempt at summing up. 

(c) /. S. MilVs Half-Way House, ‘Happily, there is nothing in the laws of 
Value whidi remains for the present or any future writer to clear up; the 
theory of the subject is complete.’ So J. S. Mill wTotc in 1848 (Principles, 
Book in, eh. 1, )j i)—evidently well pleased with the analytic structure he 
was about to erect from existing inalerial. Actually, the sttucturc is not an 
attracthe residence. Us main merit consists in the fact that it showed up its 
defects .so clearh as to make even casual visitors desirous of remodeling it. 

On the one hand, there is no doubt that Mill himself sincerely wished to 
restate Ricardian doctrine in an improved form. And so his work in this field 
has been and is being interpreted to this day. Leaning hca\ily on Dc Quincey’s 
exposition of that doctrine. Mill accepted Utility and Difhculh' of Attain¬ 
ment as conditions of exchange value. But the energy with which he insisted 
on the rclati\c character of the latter completely annihilated Ricardo’s Real 
Value and reduced other Ricardianisms to insipid innocnousness. Also, ab¬ 
stinence takes its place along with quaiitih’ of labor as an element in ‘cost.’ In 
other i)oints, shifts of emphasis do the rest to destroy what it w'as Mill’s in¬ 
tention to rebuild. 

But on the other hand. Mill’s own main contribution was to develop the 
supply-and-demand analysis .so fully that, as Marshall him.self was to indicate, 
there remained not so very much to do beyond removing loose ends and add¬ 
ing rigor in order to arrive at .something not far distant from Marshallian 
analysis. He did not achie\e perfect clarity or in fact a complete and correct 
statement of the theory of supply and demand. But he went much further 
than the majority of economists before him—alwa\s excepting Cournot—and 
may be said to have been the first to teach its essentials. In particular, he 
wrote out, in words, the Equation of Demand and Supply, and he made full 
u.se of it in his chapter on international values, which is discussed below. 

It is quite true that he paid token tribute to Ricardo’s shadow' by intro¬ 
ducing supply and demand in the modest role of determinants of value in 
the ca.se of commodities that arc ‘absolutely limited in quantih' (Book iii, 
eh. 2)—with which he classed, erroneously of course, monopolized commodi¬ 
ties, whereas he let the commodities ‘which are su.sceptible of indefinite mul¬ 
tiplication without increase of cost’ be determined by this cost (ibid. eh. 3) 
and commodities ‘which are susceptible of indefinite multiplication, but not 
without increase of cost’ by ‘cost of production in the most unfavourable 

3® See, e.g., his connnents upon Senior’s statement that limitation of supply is cs.scn 
tial to the value of labor itself (‘Notes on N. W. Senior’s Political Economy; by John 
Stuart Mill,’ publ. by Professor F’. A. von Hayek in Economica, August 1945). Mill 
replied that ‘labour being painful, would not be inclined without some sort of equiva¬ 
lent pleasure and advantage even if labourers could be multiplied indefinitely by a 
volition or if e\'ery man could work a hundred thousand hours in the four and twenty.’ 
But disutility of labor is only relevant because it operates to limit the supply of labor. 
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existing circumstances’ (ibid. ch. 5). But he was concerned not so much with 
supply and demand per sc as with the level at which supply and demand 
will fix equilibrium price in each of those cases. And he was truer to his 
thought when he formulated the iaw of supply and demand’ quite generally 
as he did in his ‘Notes on Senior/ defining supply and dcmaiul as quantit}* 
supplied and quantih^ demanded: ‘the value of a commoclih in any market 
will always be such that the demand shall be exactly equal to the supply.’ 
And I maintain that this, in fact if not in intention, replaces Ricardo’s law 
of equilibrium values and, incidentally, completes the scrapping of Ricardo’s 
central concept of real value. 

This interpretation is reinforced by a passage in the chapter on interna¬ 
tional values: whencNer the ‘law of cost of production is n<it applicable,’ we 
must ‘fall back upon an antecedent law, that of siipph’ and demand’ (Book 
III, ch. 18, 5 3). Should this not mean that Mill embraced—without being 
fully aware of it—the very same analysis that was anatliema to Ricardo, then 
the sense of this passage e.scapcs me. Nor is there anything to oppose this 
interpretation in the heap of blundering propositions that Mill called ‘Sum¬ 
mary of the Theory of Value’ (Book iii, ch. 6). Quite unimportant conces¬ 
sions are made to the labor-quantih* theory (sec especially propositions xiii 
and xv). On the other hand, definitely anti-Ricardian doctrine is repeatedly 
asserted (sec especially propositions i, v, viii). And the Ricardian theorem 
that rent is not an clement in the cost of production is upheld with qualifica¬ 
tions which, if correctly stated and developed (which Mill did not do), amount 
to renouncing it (see proposition ix) and point toward the opportunity cost 
theoryA muddle, all this, no doubt. But it was not a hopeless muddle. Let 
us rather call it a fertile one—for this muddle contained all the elements that 

['Throughout this book J. S. refers to ‘supply and demand' whereas Mill and 
Marshall usually wrote of ‘demand and supply.'] 

The proposition is true only for competitive equilibrium, which is all he meant by 
‘natural* or ‘necessary’ price. Yet Mill, while perfectly aw^are of this, used the word 
‘always.’ I mention this because we shall meet, in sec. 4 on Say’s I.aw'. a similar difficulty 
of interpretation. I..et me therefore point out at once that ‘ahvays’ or ‘necessarily/ when 
they occur in those old writers who were so delightfully lacking in precision, do not 
necessarily mean assertions of identities. Mill obviously meant an equation and not an 
identity. He meant ‘always in equilibrium.’ And so may have Say. 

•'*3 But a disutility plus-abstinence thcor>' fits better into his general system of thought. 
It would be almost though not quite correct to say that Mill (and Cairnes) transformed 
the Ricardian labor-quantity theory into the Marshallian ‘real-cost’ theory. 

'•* See also Book iii, ch. 16, ‘Of Some Peculiar Cases of Value,' which, another 
proof of how hastily the w’ork w'as put together, strays far from the matters to which 
it is germane and in which wc read (J 1): ‘Since cost of production here fails us. we 
must revert to a law of value anterior to co.st of production, and more fundamental, 
the law of demand and supply’ [my italics, J. A. S.], and this after a statement, made 
only three paragraphs before, w'hich seems to exclude cases of free competition from 
the operation of the law of supply and demand, precisely the only ones to which it 
applies strictly. Indeed, for Mill Malthus had written in vain. 
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were necessary to straighten it out.*’” Cairnes was the first to try to do this, 
though without any great success. Marshall did succeed in doing this, though 
not without invoking ideas from outside Mill’s range of vision (see Part iv, 
chs. 5 and 6). 


5. The Theory of International Values 

Sonic of the aspects of that period's policy of international trade have 
already been dealt with (chs. 2 and 5). Its monetary' aspects will be surveyed 
in the next chapter. Here we shall consider, with the utmost brevity,^ the 
purely theoretical core of the ‘classic* teaching in international trade for which 
J. S. Mill introduced the phrase 'ITieory of International Values. We are pri¬ 
marily interested in two things: in the contributions this theory made during 
that period to the analysis of international trade; and in the relations of 
these contributions to the theory of ‘domestic* value sketched out above. 'Jhe 
‘classic* writers, being most of them ardent free traders, were no doubt much 
concerned with pointing out the advantages or ‘gains* that accrue to a coun¬ 
try from international trade. 'I'hereforc, much of what they had to say on 
the subject pertains to the field of welfare economies and constitutes in fact 
their most important exploit in this field. But this is of secondary importance 
from the standpoint of this section. 

As regards contributions to the analysis of international economic relations 
—reincmbcT, we now neglect the monetary angle *—wc have three novelties 
to record: (1) a distinct theory of international values; (2) the theorem of 
Comparative Cost; and (3) the theory of Reciprocal Demand. The first was 
that a distinct theory of international values emerged at all. 'Ibis was, in a 
sense, in conformih \^ith old tradition, since already the mercantilist writers 
had looked upon foreign trade as something that differed essentially, in na¬ 
ture and effects, from domestic trade. But for the ‘elassics,* who did not ac- 
cei)t the rationale of the mercantilist distinction, it was by no means c\idcnt 
that there ^^•as any theoretically—or even practically—relexant difference or, if 

As regards inetliods that had been new in his youth, he was surprisingly backward; 
for instance, ch. is, ‘Of a Measure of \*ahie’ does not contain a single reference to 
price index numbers—an indication of narrowness of outlook that might be illustrated 
also by other examples. 

^ The resulting inadequacy is more tolerable than it would be otherwise because 
readers may !>c referred confidently to an excellent study of the subject in Professor 
|. Viner’s Studies in the Theory of Internationa! Trade, chs. viii and ix. 

^ 'I'hc fact that it is possible to neglect the monetary angle and to consider the barter 
angle sei)arately is of course due to a property of the ‘classic’ pattern of economic 
analysis that has been discu.ssed above. It would not be po.s.siblc within every system of 
economic theory. Wc may add that in the conditions of that epoch it was somewhat 
less unrealistic than it would Ix: now to identify international economic relations witli 
trade in commodities and services and to consider this trade as a barter of commodities 
against commodities—though, on principle, it was just as inadmissible as it would be 
now. 



6o6 III: FROM 1790 TO 1870 

there was, what it consisted in. In fact, economists have never quite agreed 
on this.® 'Fhe group in which Ricardo was the brightest light selected imino- 
bilih' of factors of production as a criterion. ITiat is to say, they defined do¬ 
mestic trade as the trade relations of industries or firms between which capi¬ 
tal and labor nune without hindrance, thus assuring, in equilibrium, equal 
rates of return to investment and work of the same difficulty, riskiness, and 
so on—which was quite essential to their ‘domestic' theory; and they defined 
foreign trade as the trade relations of industries or firms between which—for 
reasons such as distance,^ difference in language, difference in legal institu¬ 
tions, unfamiliarity with conditions of life and habits of business—capital and 
labor do not move freely. I’his has often been misunderstood. The ‘classics' 
were, of course, not unaware of the facts of international migration of botli 
labor and capital, just as they were not unaware of the fact that neither is 
completely ‘mobile’ within a country. All thev did was to set up, for purposes 
of analytic convenience, the two limiting cases as ‘ideal hpes' that, though 
neither actually occurs in real life, represent important constituents of what 
does occur in real life. It is another question how the lack of realism involved 
affects the practical applicabilih of this schema. It could be shown, howe\cr, 
that, so long as there is any difference at all between domestic and interna¬ 
tional mobilih, a theory based upon this schema will retain relevance. It ean 
also be shown, moreo\er, that what the ‘classic’ theory of international value 
thereby loses in applicabilit\’ in the field of international relations it gains in 
the field of domestic relations, where imperfect mobility prewiils. Cairnes 
{Leading Principles, Part 1, ch. :;) conceptualized this by introducing the 
terms Industrial and Commercial Competition, lire former term denotes trade 
relations with mobility and the latter, trade relations without mobilih'. He also 
introduced the concept Xon-competing Groups to denote groups of workmen 
(local and occupational) or of firms, the members of each of which will not 
or can not normally ino\e into any of the others. Using this terminology, w'C 
may say that the ‘classics’ realK developed, in addition to what purported to 
be a general theory of value, a theory of \alue for the case of non-competing 
groups or of commercial competition. 'Ihey did this, no doubt, because they 
thought primarily of the application to the analysis of international trade; but 

3 Perhaps the most obvious difference between foreign and domestic trade follows 
from the fad that most people take different attitudes toward the advantage of their 
OW’D and the advantage of a foreign couiitr}*. I'he common habit of expressing oneself 
as if it were nations as such that trade (and not individuals) is in part due to this 
difference in attitude, but some authors have stressed the importance of national 
monetary and credit systems. Others have looked upon problems of location as the core 
of the theory of international economic relations. 

* 7 ’he element of distance thus did enter the picture. But it entered the picture only 
in this and in no other way. 'Hie ‘classic’ writers did not make distance per sc, 
i.e. cost of transportation, the center of their picture. This was done by some of their 
later followers or critics, Sidgwick in particular, but must not be confused with the 
quite different and much more modest role that was assigned to distance by Ricardo 
and Mill. 
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the theoretical characteristic of their new doctrine is, all the same, not con¬ 
fined to this practical purpose. 

'fhe second contribution, as cvcrvbody knows, was the theorem of Com¬ 
parative Costs. As Professor Vincr (op. cit. p. 440) has pointed out, A. Smith 
never went bevoiid stating that under free trade everything would be pro¬ 
duced in the place where costs (taking account of transportation costs) were 
lowest. He also has pointed out that some earlier writers had formulated the 
more general pro])osition that, under free trade, commodities would be iin- 
l>orted whenever thev can be ol>tained most cheaply in this way. This includes 
the ease of exi)orts that cost le.ss than it would cost to produce the corre¬ 
sponding imports at home, and thus implies the theorem of Compaiativc 
Costs." 1 also follow Vincr, however, in believing that there was distinctive 
merit in stating explicitly tJiat imports can be profitable, even though the 
coTinnoditws inifyorted can be produced at less cost at home than abroad. 
'I'liis merit belongs to 'I’orrens {The Economists Refuted, iSoS) and to Ri- 
eardo. 'J hc former bai)tized tlic theorem, the latter elaborated it and fought 
for it victoriously.*’ The simplest way of conveying it is to let Ricardo’s famous 
example do duty once more, 'l ake two countries, England and Portugal, and 
two eommodities, wine and cloth. l^)rtugal, being more efficient than Eng¬ 
land in both lines of production, can produce a certain quantity of wine by 
the labor of So men and a certain quantitv’ of cloth by the labor of 90 men, 
whereas in England the production of the same quantities of wine and cloth 
takes, respectively, the labor of izo and of 100 men. Under these cireuin- 
stanccs, Portugal will advantageously ‘specialize’ in wine and import cloth, 
while England will ‘specialize’ in cloth and import wine provided, of course, 
that wine and cloth exchange on anv- terms between the limits of one unit 
of English cloth for % of a unit of Portuguese wine and one unit of English 
cloth for % units of Portuguese wine. In the former case, all the advantage 
goes to England, and Portugal is no better off than she would be without 
trade; in the latter case all advantage goes to Portugal, and England is no 
better off than she would be without trade. So far as this goes, any inter¬ 
mediate exchange ratio is possible with advantage to both countries, and if 
traders in both countries acted as monopolists, the exchange ratio w'ould be 
indeterminate between those limits. Ricardo and his immediate followers did 

® To the instance mentioned by \'incr may perliaps be added M. Delfico’s argument 
in liis niciiioranduni Su/hi liberta del commercio (1797). 

* In spite of weak resistance that was in part supported by incompetent argiiincnt, 
the theorem may be said to have conquered in England. In the United States it did 
not catch on so well and still le.ss did it do so on the continent of Europe, where it was 
widely misunderstood even among free traders. But Chcrbulicz gav^e a good account of 
it. And von Mangoldt improved it, or carried it further, in one very important point 
(sec Viner, op. cit. ])p. 45S ct scq.; but if the reader refers to the original text, he 
should turn to the first edition of Mangoldt’s Grundriss, which appeared in 1863 and 
contains the relevant appendix that the editor of the posthumous second edition of 
1871 thought fit to omit; see above, ch. 4, sec. s). 
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not worn' about this but glibly assumed that the advantage would be halved— 
which may have spelled error but also may ha\e been merely carelessness. 

Other writers, among them Torrens, realized however that the indetermi¬ 
nateness of the terms of trade or exchange ratios would be in general removed, 
at least under conditions of perfect competition (or of one-sided monopoly), 
by the mechanism of what Torrens uus, I think, the first to call Reciprocal 
Demand (in print). }. S. Mill, surpassing himself in generositx’, not only de¬ 
fended Ricardo against any charge of having committed a mistake but also 
disclaimed credit for the original conception of this idea, although he had 
dc\ eloped it in all essentials in an essay written as early as iSzq-'^o but not 
published before i^^44 (in his Some Umettled Questious). hroin it, he took 
the substance of Sections 1-^ of the famous Chapter iS of his Principles 
(Book III) • that to all intents and purposes set the theory of reciprocal de¬ 
mand on its feet—the third no\clty that was contributed during that period 
to the general analysis of international economic relations. 

The problem being complex and quite beyond his command of technique, 
J. S. Mill dealt with it by means of a number of simplifying assumptions some 
of which he tried to remove in Sections 6-9 of the chapter. In particular, he 
confined his argument at first to the case of only two commodities and of 
two countries—the latter, it should he added, of similar size and prodnctiNc 
capacity*—and it is in fact in this case that the principle invohed can be best 
displayed. In order to determine the point at which, within the limits set 
by comparatixe costs, the exchange ratio or the terms of trade between tlic 
two countries and commodities will tend to be fixed. Mill fell back once more 
upon the ‘antecedent* (logically fundamental) law of supph' and demand, lie 
perccix'cd that (under fairly comprehensive assniniJtions) the equilibrium ex¬ 
change ratio would be determined by the condition that the quantity of each 
of the two products that the importing country is willing to take at this ratio 
be equal to the quantity that tlie exporting country is willing to give at this 
ratio (Equation of International Demand)." It is assumed that, if the one 
countr}' is willing to take more or less at this ratio than the otlicr is willing 
to give, competition of ‘buyers' or ‘sellers' will adjust the exchange ratio until 

^ It is only these five sections of that chapter that have attained such fame. 'I'he 
rest of the chapter, added in the third edition, in deference to the ‘intelligent eriti 
cisins' of friends, has liad no share in the applause and has been voted ‘laborious and 
confusing’ even by good Millians such as Bastahic and Edgeworth. I cannot cpiitc 
share either opinion. There arc valuable eontributions in tlie rest. For instanee. Mill 
nes'cr came so close to a grasp of the nature and use of the concept of elasticity of 
demand (which he called ‘extensibility’) as he did in )[ S of that cha])tcT. Some of the 
criticisms that were leveled at it rest on nothing but the clumsiness and ambiguity of 
expression that are unavoidable in a verbal presentation of this topic rcinfort:e<l by 
nothing except numerical examples. 

* The equivalent formula that the ratio is such as to equalize the values of exports 
and imports is simpler but brings out less well than docs ours that the proposition is 
an equilibrium condition and not an identity. 
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it fulfils this condition.® It should be recorded to Mill's credit that he saw 
that this will not exclude multiple equilibria,^® and there are more delicate 
questions that cannot be touched upon here. Also it should be recorded that 
he put the apparatus he created to good use. Ilis treatment in Section 5 of 
the effects of technological impro\'cmcnt in an export industry that are not 
necessarily favoral>le to the exporting country deserves to be mentioned in 
particular. For further light on the matter the reader is primarily referred to 
Professor von Haberler's well-known treatise.*^ 

l,ct us note at once that in this field Marshall did not do more than to 
polish and develop Mill’s meaning. He cast it into an elegant geometrical 
model (The Pure Theory of Foreign Trade, 1879) greatly clarified the 
theorx’.^- But he was well aware (see Memorials of Alfred Marshall, ed. by 
A. C. Pigoii. 1925, p. 451) that his curves ‘were set to a definite tune, that 
called b\- Mill.’ This applies even to the geometrical apparatus: Mill’s reads 
almost like a somewhat clumsy instruction for choosing these cur\cs rather 
than any others. Edgeworth's famous restatement (‘llie Pure Theory of Inter¬ 
national \ allies,’ Economic Journal, 1S94. reprinted in Papers Relating to Po¬ 
litical Economy, vol. 11) added many interesting details but also did not go 
bc)()nd Mill in fundamentals. Serious attacks do not antedate the 1920’s, and 
even ihen leading masters in the field substantially adhered to his teaching. 

Since ad\ocae> of fiee tradc policy was the main practical purpose the 
‘classical’ wliters had in mind when the> developed their thcors of interna- 
tifinal \allies, they were naturally much interested in displacing the ‘gains' 
that accrue to a nation from foreign trade. We have noticed elsewhere the 

‘'"I'his implicit assumption of Mill's really constitutes an additional condition, the 
so-callcd secondary or stability condition. 

The matter is a little complicated. On the one hand, as Professor \’incr has 
pointed out (op. cit. p. 537). Mill had the correct idea of the nature of his equation of 
.supply and demand, i.e., he saw and a.ssc*rtcd against objectors that it was an equi¬ 
librium condition and not an 'identical proposition,* which would, of course, be 
incapable of determining an cquilibrinin point. This passage from a letter of his to 
Cairnes {Letters, ed. by Hugh S. R. Elliot. 1910) should be borne in mind pre¬ 
cisely because it proves that he understood this difTerence perfectly. But, on the other 
hand, he stated (]j 6 of the chapter on internaticmal values) that 'it is conceivable that 
the conditions [of the equation of international demand] might be equally satisfied by 
every numerical rate which could be supposed,’ and this would make an identity of 
that ‘equation.’ If, however, wc read this pas.sage in its context, we readily realize that 
it docs not really mean more than the pcrccjjtion of the possibility of the existence of 
more equilibrium positions than one, and then a distinct merit emerges to claim recog¬ 
nition instead of the demerit to w'hich critics—including Edgew-orth—have called 
attention. 

C. von Haberlcr, The Theory of hitematUmal Trade (1936, chs. 9-12). The refer¬ 
ence also covers the subject of comparative costs and is intended to help all those 
readers who will find my brief account un.satisfnctor>' or even imuiiderstandable. 

On this model, see Maberler. op. cit. pp. 153 ct .scq.; also Appendix J of Marshall’s 
Money, Credit and Commerce. There is a London School Reprint (1930) of the papers 
of 1879 under the title. Pure Theory (Foreign Trade—Domestic Values). 
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bias which this imparted to their argument and their tendency to underesti¬ 
mate the possibilities of unilateral gain from protection. Here we are more 
interested in finding out how they defined these gains and how they tried to 
quantify them. Of course, in the early stages of the discussion it was quite 
sufficient to say that foreign trade will supply a nation with commodities which 
it could not produce at all or could produce only at higher cost. 'I’he latter 
element ha\ing been reinforced by the introduction of the comparative-cost 
principle, it was not less natural for Ricardo to stress the resulting saving in 
cost per unit of product. There arc two aspects to tliis. On the one liand, 
this comes to the same thing as stressing the gain in quantity of product i>cr 
unit of costs.’" Ricardo recognized, of course, that foreign trade cannot iii- 
crca.se the sum total of real value (in his sense) in a countr\, but 'it will very 
powerfully contribute to increase the mass of conunoditics. and therefore the 
sum of enjoyments’ (Principles, eh. 7). lliere he stops because he strongly 
believed that utilih (value in use) cannot be nicasured^^ But still we might 
express Ricardo’s meaning by saying that foreign trade increases enjoxment 
per unit of his real value. In any case, this is as far as he went into the wel¬ 
fare economies of foreign trade—further, however, than is coiinnonly believed. 
On the other hand, foreign trade does bear upon the structure of Ricardian 
real \aluc in this way; if, as wa.s the ease uith F.ngland, imports consist to a 
considerable extent of foodstuffs and other necessities—such as cotton—that 
enter largely into the consumption of the working class, then tlie share of the 
latter in total value will fall .uid the real value of profits and the rate of profit 
will rise. Needless to say, this is an essential part of Ricardo’s fice trade aigu- 
ment: foreign trade increases indeed the ‘happiness of mankind’ b\ improving 
the allocation of resources and by gi\ing ‘incenthes to saxing and to the 
accumulation of capital’—‘by the abundance and clicapness of commodities’ 
which it brings about—but does not, except temporarily, raise profits unless it 
is instrumental in reducing the Ricardian real value of wage goods just as 
would a technological improxement in their production. 

So far as there is anything at all in Malthus’ argument on the subject, it 
does not contradict Ricardo’s. Of course, as Professor Vainer has pointed out 
(op. cit. p. 531), he might have said that the *mm of enjoyments’ is a trcach- 

Referring to the e.\ainplc by wliith Ricardo explained the operation (»f the com 
parative-cost principle, we observe that if F.ngland and Portugal each produced one unit 
quantity of cloth and one unit quantity of wine without trade, this would take 390 
labor units in all whereas, after specialization through free trade, these same four unit 
quantities would take only 360 labor units. 

But since he said that foreign trade will increase the sum of enjoyments ^tbe word 
‘sum’ is out of place, of course, if utility is not measurable), he should not have said 
that utilities cannot be compared. The latter is in fact implied by tlic comparative cost 
principle, which is relevant only because comparison of utilities is possible. At a stretch, 
we might credit Ricardo with the modern idea that there is such a thing as 'ordinal 
utility,' although there is no such thing a.s 'cardinal utility’—tliat a utility is capable 
of being greater or smaller than another, although it is not cajjable of being a multiple 
of another. 



GENERAL ECONOMICS: PURE THEORY 6ll 

erous concept to use because foreign trade will influence tlic distribution of 
incomes, conceivably in a direction that may be unfa\orablc to small incomes. 
But he did not say this. Nobody did at the time excepting some politicians 
who argued on this line, in the Knglish corn law controversy, on behalf of 
farmers. I do not maintain, of course, that cither Ricardo or Mill handled the 
welfare asjK’cts of foreign trade satisfactorily. Objectively, Mill’s theory of 
reciprocal demand was a step in advance because it pointed more directly 
toward welfare (utility) aspects. But Mill himself did not exploit the possi¬ 
bilities, such as they were, that his approach suggests. This w^as reserved for 
Marshall and Mdgeworth, who dcrelopcd methods which, though they have 
become obsolete by now', ga\c satisfaction to many in the 1890’s (see below, 
Part IV, ch. 7, Appendix), llicy, Edgewxirth especially, criticized Mill for esti¬ 
mating benefit from foreign trade exclusively by the criterion of exchange 
value (terms of trade).’’* In view' of Ricardo’s emphasis on increase of means of 
enjoyment, this criticism hardly applies to him. In the case of Mill there is 
more to it, but not much more. Both saw the nature of the ‘social gains of 
trade’ correctly. It is truer to say that they did not attempt to measuie them 
at all—and there is something to be said for stopping at what Cairnes regret- 
fulh’ called an ‘indefinite and vague result’ (Leadhig Principles, p. 506 of Eng¬ 
lish ed.; the pagination differs in the American cd.)—than it is to say that 
the>’ attemjited to estimate them from the terms of trade. 

I.et us now ask the question how’ were the theories of comparative cost and 
of reciprocal demand related to Ricardo’s and Mill’s general theories of value 
or, to put it in the usual way, what was the relation between their theories 
of foreign and domestic \aluc? 

hirst of all, what was the relation of the theories of comparative cost and 
of reciprocal demand to one another? Mill’s generosity* has obscured the ob- 
\ioiis answ'cr. As we ha\e seen, in his Essays on Some Unsettled Questions, 
1S44 (Es.say 1. ‘Of the Laws of Interchange between Nations’), he presented 
his equation reciprocal demand as a modest supplement to Ricardo’s 
comparative-cost principle that the great jiionecr had had no time to add 
him.self. Most historians and critics have taken the same view*. But it should 
be clear that this view' is entirely wrong. 'Phe demand-supply schedules, whose 
intersection gives the geometrical picture of the equation of reciprocal demand, 
represent an approach that Ricardo always rejected except for temporary fluc¬ 
tuations and for monopolized commodities. The>' introduce a new' and more 
general principle just as, in the monetary department, the general theory of 
the rates of foreign exchange docs not supplement the proposition that, under 
international gold monomet.illisin, exchange rates fall within the gold points— 
and arc, in this sense, ‘determined’ by them—but ousts it from the key posi¬ 
tion it used to hold. Just as a general theory' has reduced the gold-point theorem 

That is to say, Edgew'orth and others accused Mill of believing that a coiintry'’s 
total gain from trade always increased or decreased as its gain per unit of exports (the 
quantity of (krinan linen that England received for a unit of her cloth) increased and 
decreased, just as w'hters on wages sometimes assume that the national pay roll always 
increases or decreases when wage rates do. 
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to the status of one of many propositions about a special case, so the theory 
of reciprocal demand has reduced the comparative-cost principle to the status 
of a proposition about a particular aspect of trade under commercial competi¬ 
tion, that indeed retains some importance—iK’causc it is jDarticularly useful in 
destroying a prevalent error—but is no longer fundamental to the theoiy of 
international values.*** 'riuis the two are not complements of one another, 
any more than they arc alternati\e theories of international values, but their 
relation is that of a particular theorem and a comprehensive theory. 

Now for the relation of comparati\e cost and reciprocal demand to the 
general xaluc theories of their authors. As regards Ricardo, we may look upon 
the coinparati\C'Cost principle as an exception from the labor-quantity law, 
for it describes a case where commodities no longer exchange according to this 
law. This exception is the more serious because it covers not only international 
values but also, in all cases of less than perfect mobility of labor, domestic 
values. In fact, together with all the other exceptions and qualifications that 
Ricardo was forced to make, it really rips up the entire fabric of Ricardo’s 
theor}' of value. But we can also, with almost equal justification, interpret the 
comparati\c-cost principle as an outgrowth of the labor-quantity theory from 
the standpoint of which the problem of international value did present itself 
to Ricardo and which docs supply the tcchniciuc of his argument. Accord 
ingly, it has been held by high authorities (Ohlin, Mason) that Ricardo’s anal 
ysis of international trade is vitiated by its dependence on an obsolete theory 
of value. But it must not be forgotten that, as ITabcrlcr has shown, the prin¬ 
ciple of comparative cost admits of restatement in terms of opportunity costs. 

Quite diflrerent is the relation between Mill’s reciprocal demand and his 
general theory of value. Reciprocal demand—notwithstanding an impression 
to the contrarv' that might be created by Mill’s wording, which was as we 
know at times misleadingly Ricardian—is completely independent of any labor- 
quantit}' or even real-cost theory of value. On the contrary, it blends perfeetb 
with his general supply and demand theory, which, by virtue of reciprocal 
demand, is successfully extended to the case of international values.** 'I'his 

*** I quite agree with Professor von Ilabcrlcr's phrase that the comparative cost prin 
ciple 'merges* into a general theory of international value of which tire equation of 
reciprocal demand is the central theorem (op. cit. p. 12s). But precisely because I 
approve of this phrase, I cannot approve of the otlicr phrase llaherlcr uses in tlic .same 
place, viz., that the theory' of reciprocal demand is 'an c.sscntial sirpidernent to the 
theory' of comparative co.sts.* 

We may thus can.sider Mill's theory of international vahres (or of commercial 
competition) as a particular case of his general supply and demand analysis, defined 
by the assumption that there be no mobility of factors. But tirerc is notliing to slop 
us from putting it the other way round and from saying that the general ease is repre 
sentecl by his theory' of international value and that domestic value coristitutcs the 
particular case, which is defined by perfect mobility of factors. This is worth our while 
to ohserv'C because a similar situation lias emerged of late with respect to Keynesian 
doctrine: most economists would describe the difference between the Walrasian and the 
Keynesian models by saying that the latter i.s, as it W'cre, cut out of the former by means 
of several restrictive (‘particularizing') assumptions; but Lord Keynes himself regarded 
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case, joining the list of all the other cases in which analysis by ‘cost of pro¬ 
duction’ also fails, thus helps to strengthen and to unify Mill’s theory of 
value, whereas it weakened that of Ricardo. Now, supply and demand, con¬ 
sidered as a theory t)f value (which it is not really, as we know), is a half-way 
house between real-cost and marginal-utility theories. Therefore, Mill’s equa¬ 
tion of reciprocal demand constitutes another step away from the former and 
toward the latter. And this is the reason why the theory of international values, 
as formed by Mill^ stood up under the fire of criticism so much better than 
did the rest of the 'classical system and why it remained dominant doctrine 
right into the ic)2o*s. 

A discussion of the criticisms—both justified and unjustified—that were lev¬ 
eled. then and later, at both the comparative-cost principle and the equation 
of reciprocal demand would be interesting in itself and highly revelatory of 
the amount of ability and analytic power that went into economic controver¬ 
sies at \aiious times.' More important still, such a discussion would greatly 
improve the reader’s understanding of the theory of international values and 
of what it can and cannot do. But it is quite out of the question to embark 
upon such a discussion here. Fortunately, however, reference to the works of 
V'^incr and Haberler will ampl\- fill this lacuna.^** Recommending careful study 
of both, I can therefore conclude with the following two remarks. 

I'irst, the student of the ‘classical’ literature on international values must 
bear in mind that he is dealing with very rough groundwork rather than with 
a complete structure. I’or instance, neither Ricardo nor Mill can have looked 
uix)!! a thcoiA that deals only with two commodities and two countries as 
more than an illustration of principles—Mill did in fact treat briefly the cases 
of three commodities and three countries (Book iii, eh. 18, )j 4)—though they 
certainly bclie\cd the task of generalizing it to n coiimioditics and n countries 
to be easier than it was.''-* The same goes for the ‘classical’ practice of con¬ 
fining analysis to the case of constant costs: variable costs, increasing and de¬ 
creasing, must no doubt be introduced into the ‘classic’ theory, but the critic 
who cannot do this should blame hiiiLSclf rather than the pioneers. Also, the 
‘classics’ did not ask themsehes what the dropping of their assumptions of 

his theory' as the general case from which the writers whom he described as classics 
(Marshall and his immediate follow'crsl cut out the special case which yields full- 
cinployineiit ecjiiilihrium by assuming away certain facts. The reader will obscr%’e that 
this, though in strict logic a distinction without a difference, matters a great deal in 
the psychology of scientific warfare. 

'I'his must not be interpreted to mean that I agree with those eminent authors in 
eveiy detail of their analysis. 

Mill held that trade among any number of countries and in any number of com¬ 
modities ‘must’ take place on the .s;nne essential principles as trade betw'een two coun¬ 
tries and in two commodities. I'his is not quite so. 'I’he generalization to more than 
two countries presents indeed no great difficulties. It w'as undertaken w^ithin the period 
by several w’riters, who also realized how far this extension affects the validity of results. 
But cxteiLsion to n commodities rai.scs more difficulties. So far as I know, it was first 
tackled by M. Longfield {Three Lectures on Commerce, 1835) 
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‘free' competition and of full employment of resources might do to their 
theories. It can be sho\\Ti, however, that monopolistic competition and perma¬ 
nent unemployment do not destroy the validit) of either the comparative- 
cost principle or the equation of reciprocal demand, although both do make 
considerable difference to the practical inferences to be drawn.-** 

Second, when wc indict the many slips and inadequacies that no doubt 
disfigure the ‘classical’ analysis, wc should never fail to notice that many of 
them may be removed \\ithout much injury to essentials and that they arc 
fairly matched by slips and inadequacies on the part of their critics. An ex¬ 
ample is the manner in which the ‘classics* treated the question of the ‘ratios 
... in which the ad\antagc of the trade may he divided between the two 
nations.* Mill had explained already in the Essay of 1S29 (published 1S44) 
that these ratios may \ary all the way between the limits set by comparative 
costs and even considered the ‘extreme case* in which ‘the whole of the ad- 
\antage . . . would be reaped by one party.’ lie ma> ha\e underrated the 
likelihood of such cases—for example, he hardly thought of the ease of a 
large and a much smaller country—and theic arc other criticisms to make of 
his treatment of this question. In substanee, however, he was all right, and 
the corrections that might be applied leave his argument substantially intact. 
But even if that were not so, the case would be of serious importance only 
with two commodities, two countries, and constant costs—conditions that 
w'OLild be automatically eliminated in any more realistic presentation of the 
theory. Another though related example is the manner in which the ‘classics* 
treated the question of the extent to which countries would specialize in the 
line of production in which they have a comparative advantage. Ricardo’s 
carelessness, assisted by the carelessness of his critics, has created the impres¬ 
sion that he considered nothing but complete specialization and that he con¬ 
sidered such complete specialization to be the thcf)rcticallv and practically 
ideal case. But even if these allegations were wholly true—which is debatable— 
they would not amount to much. As regards the first, complete specialization 
of the trading countries, if physically possible —that is to say, if both countries 
arc big enough—would indeed be the rule iiiidci the Ricardian assumption 
of constant costs. If wc drop this assumption, as we must do in any case, we 
also get rid of the offending proposition. As regards the advantages of com¬ 
plete specialization in comparison with partial specialization or with no trade 
at all, Ricardo and Mill certainly did not think the matter through properly. 
And critics found it easy to show that complete specialization is necessary in 
order to reap the full advantages of international trade only in a limiting 
case W'hercas, in general, partial speciali/ation may be more ‘advantageous’ 
and, in other limiting cases, complete specialization may not be better than 
no trade at all. Since, however, trade that is not ‘advantageous’ in the Ricarclo- 
Mill sense will akso not be profitable, the rccpiisitc corrections again do not 

20 The simplest way of convincing oneself of this as regards jK-Tsistent underemploy¬ 
ment of resources is to consider the argument for protection that gains in force— 
though it may be debatable how much it gains—in this case. 
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greatly matter, llieir effect may indeed be to obscure fundamental truth rather 
than to reassert it. 

Not all weaknesses of the ‘classicaF analysis of international values are 
venial. E\en Mill had a very imperfect conception of all the repercussions 
of international trade upon the structure of domestic values, which he also, 
though not so much as Ricaido, took as given or, which is not much better, 
as adjusting themselves appropriately. Primitive technique and bias for free 
trade, m(jreo\er, aeeount for the nearly complete neglect of all those cases in 
which well devised tariffs might greatly benefit at least one and conceivably 
all of the trading countries.-' But on the whole it is more misleading than it 
is true to say that the ‘classic’ theory of international values has ever been 
refuted,-- though, as has been said already in another connection, some of 
the j)raetical inferences that the ‘classic’ writers drew from it have been re¬ 
futed. And the ‘classic’ theory was altogether unequal to the burden they put 
upon it ill making it a ‘guide to policy.’ Above all, it does not ‘prove free 
trade.’ 


4. Say’s Law of Markets 

In a famous chapter of his tieatisc [ Iraite deconomic politique), J. B. Say 
ex]^ounded a doctrine that has come to the fore again during the last decade: 
his loi Jt's* debouches or Lxiw of Mt/rkc/s.' Ihe fact tliat it has become the 
target of ad\eise criticism from Keynes and the Keynesians has invested it 
with an importance not naturally its own. Because of this, wc shall have to 
retiini to it in our discussion of the \\'alras-Marshall s\stem, of which, ac- 

-* riiat this ne^lcet sliould not he attributed to bias only is shown by the case of 
I'.dgewdith. who did luiuh to rcincdy that state of things and still remained a strong 
ficf tra<ier. At ihc time, it was 'Itirreiis especially who in his tracts on The Budget 
HS41 41 poiiikd out the jHJssibilitics enshrined in the ‘classic’ theory, for an analysis 
of protet tixe measuie.s that does not quite bear out the loo per cent argument of tlic 
more aident free tiadeis (which iiiiist in fact be c.\plained by England’s position and 
intciesis rather than by any theory), who, for tactical reasons, were very reluctant to 
admit the real extent of tlie possibility of unilateral advantage fiom j^roteetioii. Cournot’s 
contribution to the theory of international values lies in this field. Only it does not 
lie in the argimicnt of Chapter 12 of his Revlwrehes, which lias come in for deroga¬ 
tory enticism time and again and part of whieli he disa\owed himself, but in the 
argument of C'liapter 10 which, though not faultless either, show's successfully that, 
under international trade witlioiit barriers, tlic total quantity produced of a coinmodity 
may conceixably be smaller than it would be if the two markets wx*rc completely iso¬ 
lated from each other. But he does not seem to have reah/ed the limitations of this 
argument. 

See O. von Mcriiig, ‘ 1 st die 'I’lieorie dcr internationalcn W'erte widerlegt?’ Archir 
fiir Sozialwisscnsvhaft, April 19^1. 

' Book 1, c.h. XV, pp. 7f) of the Priiisep traiLslation (1S21). It occupied four pages 
only in the first edition of the Traite (1803) but in response to criticism continued to 
c\]>and, in successive editions, grow-ing more W'oolly all the time. Law of Markets is 
the usual English version of the French loi des dihouchis. Tlie term Outlets would 
render Say’s meaning better. Prinsep used the term Vent. 
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cording to some Keynesian critics, it is a basic proposition. For the same rea¬ 
son, we must now discuss its original meaning and its earlier fortunes with 
greater care than would otherwise be called for. 

Our first task is to find out what Say*s original meaning really was. With 
so inexact a writer this is not always easy. But in this instance his meaning is 
clear enough, illustrated as it is by his examples and conclusions. Let us start 
with one of these examples, which he added by way of comment upon the 
plight of the English e.xport industries around 1810, that was a standard ex¬ 
ample of Sismondi’s for the deadlocks that unrestrained production might 
cause. Say’s argument was that the trouble did not lie with the superabun¬ 
dance of the English products but with the poverty of the nations that were 
expected to buy them. Take the ease of Brazil. If English producers were 
unable to dispose of the wares they tried to export to that country, there 
could be onl\- two reasons for it: cither English exporters were making mis¬ 
takes as regards the commodities the Brazilians wanted—as, in the then state 
of information about distant countries, they actually did—or else the Bra¬ 
zilians had nothing to offer in return or to export to third countries in order 
to procure the money with which to pay the English producers. In other 
words, the trouble was not that England produced too much but that Brazil 
produced too little. Also, as Say did not fail to emphasize, it w^ould not ha\e 
remedied the situation if the Brazilians had produced acceptable cqui\alents 
but had been prevented from exporting them by import restrictions in Eng¬ 
land or in third countries. So far as this goes. Say’s reasoning amounts simply 
to part of the ordinary free-trade argument, which was gaining currency at the 
time and was to be formulated later by Sir Robert Peel in the adage: 'in order 
to be able to export, we must open our ports to foreign commodities’—an 
oversimplification no doubt, but one that contained a good deal of funda¬ 
mental truth and of practical wisdom. This stands out particularly when we 
remember that, in the picture of the ‘classics,’ international economic rela¬ 
tions reduced wholly, or almost wholly, to commodity trade: if we exclude 
movements of short- and long-term capital and disregard the vagaries of gold 
production, then exports and imports must ‘ultimately’ pay for one another. 

More clearly than did others. Say perceived however that this argument de¬ 
rives from a more general principle that applies also to domestic trade. Under 
division of labor, the only means normally available to everyone for acquiring 
the commodities and services he wishes to ha\e is to produce—or to take 
part in the production of—some equivalent for them. It follows that produc¬ 
tion increases not only the supply of goods in the markets but normally also 
the demand for them. In ifm seme, it is production itself (‘supply’) which 
creates the ‘fund’ from which flow's the demand for its products: products arc 
‘ultimately’ paid for by products in domestic as well as in foreign trade. In 
consequence, a (balanced) expansion in all lines of production is a very dif¬ 
ferent thing from a one-sided increase in the output of an indi\idnal industry 
or group of industries. To have seen the theoretical implications of this is one 
of Say’s chief performances. We have now to make them clear to ourselves. 

Consider an individual industry that is too small to exert perceptible in- 



GENERAL ECONOMICS: PURE THEORY 


617 

fluence upon the rest of the economy and upon the social aggregates such as 
national income. 'ITiercfore, the conditions in the rest of the economy may be 
considered as data for the purposes of an in\'estigation into the operations of 
this industry, a procedure that we shall discuss in Part iv. Chapter 7, under 
the heading of Partial Analysis.^ In particular, the demand schedule for the 
product of the industry in question is derived from the income generated by 
all the others: its owii contribution to total income being negligible, that 
schedule may be considered as gi\cn independently of its own supply and so 
may (in general) the prices of the factors it uses. \\"c then have given inde¬ 
pendent demand and cost schedules that summarize the whole of the eco¬ 
nomic conditions of society to which the industry in question has to respond 
and which may be said to determine the output it will produce at each price 
(supply schedule). 'Phe ‘right’ or equilibrium amount thus being, in general, 
well defined by this demand and this supply schedule, there is no difficult^' 
or ambiguity in saying that, in any particular case, the industry has produced 
*too little’ or ‘too mucir and in describing the mechanisms that will be set 
in motion by such under- or overproduction. But it stands to reason that the 
particular industr\’s equilibrium output, the output that is neither too great 
nor too small, is the right output only with reference to the outputs of all 
the other industries, 'riicre can be no point in calling it right irrespective of 
them. In other words, demand, supply, and equilibrium arc concepts with 
which to describe quantitative relations wilhin the uniwise of commodities 
and scrxiccs. ‘Micy do not carry meaning with rcsj)ect to this universe itself. 
Strictly .speaking, there is no more sense in si)eaking of an economic system’s 
total or aggregate demand and supplv and, incidentally, of ()\erproduction 
than there is in speaking of the exchange value of all \cndiblc things taken 
together or of the weight of the solar s\stem taken as a \\hole. But if we do 
insist on applying the terms demand and supply to social totals, we must be 
careful to bear in mind that they then mean something that is entirely dif¬ 
ferent from what they mean in their usual acceptance. In particular, this ag¬ 
gregate demand and aggregate supjdy are not independent of each other, be¬ 
cause the component demands ‘for the output of any industry (or firm or indi¬ 
vidual) comes from the supplies of all the other industries (or firms or indi¬ 
viduals)’^ and therefore will in most ca.scs increase (in real terms) if the.se 
supplies increase and decrease if these supplies deeieasc. This is the proposi¬ 
tion which (like Lcrncr) 1 call Say's Law and which 1 believe renders Say’s 
fundamental meaning. 

As stated. Say’s law is olniously true. Nevertheless, it is neither trivial nor 
unimportant. In order to eonxinee oursclxes of this, xxc need only notice the 
errors that arise to this day from the mistaken application to social aggre- 

2 The argument above is uiiiicas.sarily restricted. 'I'lie essential point is ac tually inde¬ 
pendent of tlic particular assumptions of partial analysis. But our exposition is not 
materially impaired and gains mucli in .simplicity by the use of the restrictions involved. 
I’or the same reason, also, we i-onfmc ourselves to the ca.se of perfect competition. 

2 A. P. Lcrncr, "I hc Relation of ^^’age Policies and Price Policies,* American Eco¬ 
nomic Review, Supplement, March 1939, p. 158. 
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gates of propositions derhed by means of the demand-supply apparatus. Tims, 
observing that 'depression in a particular industry may be cured by a restric¬ 
tion of output,’ the man in the street .sometimes believes that *to cure de¬ 
pression in the economy as a vhole all that is necessary is that there should 
be a general restriction of output/ * and less crude reasoning of this kind oc¬ 
curs too often, even in writings of scientific standing, to permit us to brush 
aside Say’s law as a stale truism. Moreover, Professor Lemer’s example may 
be reformulated, I think, in a manner that will bring out the considerable, if 
negative, importance of Say’s law for the theory of crises or ‘gluts/ It avers 
correctly that crises can iic\er be causally explained soleK* b>' e\erybody's bas¬ 
ing produced too much. Finallv', the law, at least by implication, amounts to 
a recognition of the general interdependence of economic quantities and of 
the equilibrating mechanism by which they determine one another, and therC' 
fore has a place—^as have other contributions of Sa\’s—in the history of the 
emergence of the concept of general equilibrium. 

But Say himself was little interested in the analytic pro):)osition per sc 
which for us constitutes the merit of his chapter on debouches. lake many 
other economists of all times, he was much more anxious to exploit it for 
practical purposes than to fonnulatc it with care. He was an addict to the 
Ricardian V’^icc (see above, eh. 4, sec. 2). 'Ihc chapter, being inainly an argu¬ 
ment for laissez-faire and against restrictions upon production, abounds in 
reckless statements, which were precisely the ones to attract attention. His 
readers were treated to a picture of the cajiitalist ])ioccss that showed only 
a triumphant onward march of industry with nothing to disturb perinancnt 
advance at full cniplo\nicnt except sectional maladjustments and rcstricti\c 
government policies. All the other ills under which people groaned ^anished 
before the battle cry, Supply creates its own Demand, which was made to 
mean much more than it can possibly mean when properb interpreted. It is 
not w'orth our while to stay in order to collect the grains of truth that even 
this picture contains and to point out, for example, that the difficulties ex¬ 
perienced by French industry in iSii, 1S12, and iSi^ were in fact largely 
caused by the policy of the Napoleonic regime (Milan Decree and the rest) 
and that it was the lack of complements to what it produced, rather than 
the quantities of what it did produce, that accounts for the economic vicissi¬ 
tudes of those years. But it is worth oiir while to note that Say's careless state¬ 
ments, whatever else of merit or demerit impartial criticism may find in them. 
ga\c ample scope to the propensity of hostile critics to speak of capitalistic 
apologetics—‘whitewashing,’ reckless denials of real difficulties, shallow op¬ 
timism, ‘dwelling in a dreamland of equilibrium,’ and the like. Still more is it 
worth our while to scrutinize some of the analytic consequences of his care¬ 
lessness. 

Tlie first point to be made is that, though Say’s law' is not an identity, his 
blundering exposition has led a long series of writers to bclicwc that it is one 
—and this in no less than four different scn.scs. 


* Lemer, ibid. 
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I. Some writers hiivc defended Say\s law on the ground that it asserts not more tlian 
that 'whatever is sold is bought' or that the sum the seller receives is the same sum 
that the buyer pays. 'I his interpretation is obviously wrong. But a sentence in Say's 
chapter actually reads as if he had intended to mean precisely that. It may be re¬ 
marked that, as has been shown by Richard Goodwin in an unpublished paper, the 
truism just stated is by no means useless. Only it is not Say's law. 

Ji. Other writers, who are disposed to allow Say's law' to stand for the ca.se of a 
barter economy and who base their objection to it entirely on the neglect of the role 
of money whicli it seems to them to imply, jioint to the fact that in a barter economy 
every ‘seller’ is inevitably also a ‘buyer.' In this sense, there is indeed identity of selling 
and l)uying ami again it is true that Say him.self may be quoted in support. But this 
identit}' is quite irrelevant for Say's purposes. To make it relevant, it would be neees- 
sar\' to prove tliat. in barter, everyone's offer is at all exchange ratios equal to what 
other peoi)le wish to take at tlie same ratios. 'I'his is obvious nonsense, of course, for 
diseciuilibrium is as isossible in a barter economy as it is in a money econom>-. though 
the latter may display additional sources of disturbance. This mistake had already been 
made by Maltims and has been often repeated. 

III. Still anotliei interi)retation of Say's law as an identity has been adopted by Lord 
Keynes and will be i^resentcd in the more c.xact form that O. Lange has given to it 
rSav's Law . , .' in Studies in Mathematical Economics and Econometrics; Lange, 
Meliihre, Yntcma eds., 1942). Denoting by pi the going price of a repre.sentative 
commodity or service /, by Dt the quantih' demanded, and by Si the quantit>' supplied 
at that price, he makes Say’s law mean, if there arc n — 1 commodities (exclusive of 

n-l «-, 

*-l i-1 

which, if money be considered as the nth commodity, is equivalent to D» = Sn. 
It is iKThaps not superfluous to state explicitly that my interinetation of Say’s law 
amounts to replacing the identity signs ( = ) by equality signs valid only in a state 
of i)erfcct equilibrium of the system. Of course, there is nothing to stop us fiom devel¬ 
oping. as a useful exercise in pure theory, the consecjiiences of the hypothesis, D» == Sn. 
But it should not be called Say’s law, because Say, though he did not consider the 
problem of hoarding, did consider the problem of increasing the effective quantity of 
money in case increase in transactions should require it. Once more, however. Say him¬ 
self is to blame for this interpretation. In his exce.ssivc zeal for establishing the prac¬ 
tical importance of his theorem, he c.xprc.s.sc.s himself in .several places as if indeed the 
total monetary value of all commodities and semccs .supplied (exclusive of money) 
w^oiild have to equal the monctars- value of .all commodities and ser\’iees demanded 
(exclusive of money), not only in equilibrium but ‘always and ncce.ssarily.’ 'I'his is, of 
course, logically wrong if he actually meant it, but is practically wrong even if he 
meant only ‘always and nccc.s.sarily in equilibrium* but at the same time belies'ed— 
as perhaps he did—that reality actually conformed, or would conform in the absence 
of government interference, to equilibrium conditions most of the time: the reader 
will realize Iiow easily these hvo meanings can be confused. 

IV. 'Fhe last type of identity or tautology was ludicrously created by Say for the 
express purpose of making his law unassailable. Driven to something very like despair 
by the attacks upon his law, he simply reformulated his concept of production so as to 
confine it to the production of things, the price of which w'ill cover cost. What could 
not be sold except at a loss does nut constitute production in the economic sense any 
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more so that overproduction is excluded by definition! ^ The professional world has 
laughed at him ever since. Space docs not permit us to analyze the psychology of this 
miscarriage or to make the attempt to discover a defensible kernel in it. 

The second and on]> other point that needs to be made here about Say’s 
carelessnesses concerns his treatment of the clement of money, which must 
prove a vicious luirdle for an>one who relics on tlic model of a barter econ¬ 
omy. Say's few and fragmentary pronouncements on the subject may be divided 
into two groups: pronouncenicnts of a theoretical nature and pronounce¬ 
ments coneeming the practical doubts his readers might harbor about the 
realism of his ros\ picture. The former ma>- be reduced to a single theorem: 
the inter\ention of money does not make any difference of principle to his 
law. W^ith or without money, products exchange, in the last analysis, for prod¬ 
ucts, since money is nothing but a medium of exchange that, owing to the 
losses of satisfaction or business gain that are incurred by keeping it idle, 
everybody will try to spend as promptly as the gi\cn habits of income and 
business payments permit. Now wc arc being taught a different doctrine so 
generally that it is necessary to emphasize that there is nothing wrong with 
this thcoii- per sc if it is stated and used with due regard to its abstract char¬ 
acter and to the assumptions it invohes.® The main criticisni that may be 
leveled at it and the main reason why wc prefer another theoretical pattern 
is that Sa>', like practicalh- all the theorists of that age, neglected the storc- 
of value function of monc> and therefore the fact that there is an clement in 
the 'demand’ for it that i.s not accounted for by his theory. \\'hate\cr the 
theoretical conseciucnccs for the whole organon of economic theor\ that may 
follow from this, they do not justify wholesale rejection of tin's theory or re¬ 
fusal to recognize that as an early step in analysis it had its value. Much point¬ 
less controversy might have been spared us, and much confusion among be¬ 
ginners might have been a\oidcd, if wc liad been content to insert the 'de¬ 
mand for cash to hold’ into the theoretical pattern that Say adopted and to 
speak of supplementing rather than of refuting it or of adding a second to his 
first approximation. 

Tlic 'practical' group of Say’s pronouncements on the monetary questions 
raised by his law may be rendered as follows. Unlike his interpreter J. S. Mill, 
he evidently did not think much of the practical importance of the phenom¬ 
ena that might be produced by widespread refusal to spend receipts promptly 
either on consumption or on 'real’ investment (that is, inscstment involving 
demand for goods and services). Had lie been asked whether he admitted 
that such refusal, if it occurred, would create disturbances and, if .so, why he 

5 This new concept of production w'as first presented in a letter to Malthas (1820); 
see Melanges et correnpondance . . . , p. 202) and then in tw'O articles in vols. 2:^ 
and 32 of the Revue encyclopedique I'scc especially the earlier one entitled 'Sur la balance 
des consoinmations avee les productions*) and is embodied in the 5th ed. of the Traitc 
(1826) and in the Cours complet (1828-9). 

^ Inasmuch as loss of satisfaction or interest is made the reason why people should 
spend promptly, it might even be claimed that in this passage Say pointed beyond his 
sketch toward a more complete theory. 



GENERAL ECONOMICS’. P\3RE THEORY 


621 


had not pointed this out, he might with justice have replied that he was 
writing for readers of normal intelligence. But he did ad\ert, in a perfunctory 
note (Traite, op. cit. p. 77), to the fall in price level that would be induced 
by expansion of output if the circulating medium failed to expand correspond¬ 
ingly. He answered, however, that if the increase in traffic requires more 
money, this want will be ‘easily supplied’ by the creation of substitutes such 
as trade bills, bank notes and demand deposits and that in addition money 
will ‘pour in’ from abroad. This was taking the matter a great deal too lightly 
and shows that his opponents had at least that much of a case: Say’s argu¬ 
ment was practical in intention, and he understated unjustifiably the gulf that 
separates his theorems from the realities of the economic process to which he 
applied them uncritically.^ 

W e turn to the controversy that developed around Say’s law. Critics being 
mainly interested in its practical implications, this controversy turned chiefly 
on the question of ‘general gluts.’ therefore, a few remarks arc sufficient for 
the moment. 

Say’s teaching—wheat and chaff—was accepted by Ricardo (Vriuciples, 
eh. 21) and the Ricardians. James Mill, as his son claimed, ma> even have 
discovered the law independently.^ It was attacked almost simultaneously by 
Sisiuondi and by Mai thus,*’ who were followed b\ Chalmers and others. Some 
of their arguments were wrong to the point of ineptness (though Say’s replies 
were not much better), and J. S. Mill, in summing up in fa\or of Say (IV/n- 
dpleSy Book iii, eh. 14), had little difficulty in disposing of them. In doing so, 
and in pointing out that difference of opinion in this matter involves ‘rad¬ 
ically different conceptions of Political Ecoiiom), especially in its practical 
aspect,' he applied an important improvement to Say’s exposition, though it is 

^ Moreover, we are here giving him the full benefit of the iiiii)licnti()ns of his footnote. 
Jlis text, where he tried to dispose of tlie wliolc problem by asserting that tlic true fund 
of purchasing power is goods and that any amount of money will do for any amount 
of physical transactions—statements that arc also not simply wrong but hold only in 
the sphere of abstract logical principles—^is still more objectionable. It is interesting to 
note, however, that part of his argument—that which attacks the view of the business 
man, who blames scarcity of money for his troubles—had been expounded already by 
Sir Josiah Child. 

It appeared first in James Mill’s Commerce Defended (iSoS), so that Say’s priority 
is beyond question. Let me add that he, and especially Ricardo, went beyond Say on 
one point (see Ricardo’s Principles, ch. 21, note 2). Say admitted that abundance of 
disposable capitals relative ‘to the extent of employment for tlicm’ or, as we say, to 
the available investment opportunity, will leduc'c the rate of interest. aUhough he 
lield that at falling rates of interest this investment opportunity will indefinitely ex])ancl. 
'I'his—with apinopriate qualifications with regard to the conditions that prevail in 
depressions—is quite correct and evidently involves no contradiction. But Ricardo 
thought that it docs and held—which is also correct but only within his own theo 
retical model and not without it—that, except for a rise in {the real value of) yvages, 
investment is possible to an indefinite extent w'ithout depressing the rate of ‘profits.’ 

^The first edition of Sismondi’s Nouveaux Priiicipes was published in 1819; the first 
edition of Malthus’ Principles in 1820. 
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quite clear that he did not look upon it as a correction of Say’s thought. He 
fully admitted that there are times of crisis at which ‘there is really an excess 
of all commodities above the money demand; in other words there is an 
under-supply of money. . . Almost everybody is therefore a seller and there 
are scarcely any buyers: so that there may really be . . . an cxtreinc depres¬ 
sion of general prices, from what may be indiscriminately called a glut of 
commodities or a dearth of money.' This passage is \ery interesting in various 
respects. First, it shows that. Say's wording notwithstanding, an eminently 
competent follower of Say did not interpret his doctrine as implying denial 
of the actual occurrence of ‘general gluts.' Second and a fortiori the passage 
disposes of all those interpretations of Say that turn his law into an identity 
of some kind or another and reinforces ours.^^* I'hird, there is a curiously 
modern ring about this passage, which should not go unnoticed. Notice, in 
particular, the phrase ‘under-supply of money/ which evidently docs not mean 
that mines or printing presses have not produced a sufficient quantit\- of 
money but is the exact equivalent of the modern phrase ‘excess demand of 
firms and households for cash to hold.’ Tliis goes some way toward reducing to 
their proper proportions the objections that may be raised against Say’s cavalier 
treatment of the monetary factor—^besides setting an example for the man¬ 
ner in which such deficiencies in their predecessors should be treated by serious 
and fair-minded workers. 

So far as this point is concerned, there seems to be no difference at all 
between Mill and Marshall. Both recogni/.cd the imiiortanec that the desire 
to hold money, rather than to spend it on goods and services, ina\- acquire 
in certain situations—crises and depressions in particular. .And the only dif 
fcrcncc there is on this point between Mill and Ke\nes is this: the former 
confined this excess demand for money to situations of this kind, of which 
it is one of the consequences and which therefore cannot be explained by it; 
whereas the latter considered the excess demand for money in depressions 
only as the most spectacular form of a phenomenon that, in less spectacular 
forms, is well-nigh ubiquitous or is well-nigh ubiquitous at least in certain 
phases of capitalist evolution, so that it may become the cause of cither cycli¬ 
cal downturns or ‘secular stagnation.’ Malthus seems to have taken the latter 
view.^' 

A much more important reason for Malthus’ dissent from Say and much 
more basic to his principle of effectual or effective demand was. however, his 
opinion that .sa\ing, even if promptly invested, ina\ lead to deadlock if car¬ 
ried beyond a certain optimal point (op. cit., ch. 7, J 3). He did not go as 

It might be objected that J. S. Mill himself asserted the identity that ha.s been 
discussed under (ii) above in a passage of his ch. 14, J 2. where he stated tliat every 
buyer is a seller ex vi termini. But the later argument of Mill's chapter proves suffi¬ 
ciently that sellers may refuse to become buyers and thercfoie that, if they do buy, 
they do so from choice and not by virtue of the meaning of the term Sellers. 

Tin's is how I interpret, as did Lange fop. cit. p. 61), the passage in Malthus, 
Principles (footnote on pp. 361-2 of the 1st ed.). 
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far as Lauderdale,’“ who was the real anti-saver of the age. lie granted to the 
pro-savers even more than he should have done, namely, that increase in capi¬ 
tal cannot be effected in any other way than by sa\ing. But he maintained 
that, carried beyond an optiinuin point, saving would create an untenable 
situation: the effectual demand for consumers* goods from capitalists and 
landlords would not increase enough to take care of the increased supply of 
products that results from an ever-increasing conNcrsion of rc^enuc into capi¬ 
tal; and the effectual demand for eonsuniers* goods from laborers, though it 
would increase indeed, cannot constitute a moti\e for further acemnulating 
and emplo>inent of capital. It is this which constitutes Mallhiis’ fundamental 
objection to Say*s law. The mistake invohed will be anahzed below. But it 
cannot be charged to Keynes, 'riioiigh many j^assages in Malthiis and also in 
Lauderdale undoubtedly are suggestive of part of today’s (or yesterday’s) anti- 
sa\ing argument, 1 cannot help thinking that Lord Ke>nes should not have 
approved of .Malthiis’ e\ery word so swecpingly.’" llowexcr, the idea of a 
schedule of aggregate demand for consumers’ goods taken as a whole, though 
without any awareness of the problems this concept raises,” is in fact present 
in Malthus’ analytic set-up, and it may be therefore claimed with justice that 
he anticipated W'icksell, who was the next first-flight economist to adopt it. 

Since the iiuestion of general gluts will come up again in the next chapter, 
I leave the matter at this jHiint. And since neither Say, nor Malthiis, nor 
Mill was aware of the problems of deterininateness of equilibrium that the 
monetar\ factor may raise, we shall leave this aspect for the next Part. But 
some readers may weleome a summary with further reference to Ke\iies’s 
anabsis, which accordingly 1 shall i)iesent now. 

Keynes, of course, ne\ei meant to contradict the i)roposition that has been 
called Say’s law' above. 'I his shows in his warning that his Aggregate Supply 
r’linction and Aggregate Demand Tunetion must not be confused with 

.Malthiis, in leferring (op. eit. p. 352 11.) to Chapter 4 on faisiinoiiy in Lautlcr- 
dale's Inquiry and in cxpicssing the opinion that Lauderdale went ‘as iiiikIi too far in 
deprecating accniniilation as some otlier w liters [Smith included | in iccoimneiKling it,’ 
wrote a .sentence that is worth quoting both Krause of its wisdom and Krause it is 
so characteristic of tlie man: ‘I'liis tendency to extremes is exactly what I consider as 
the great source of error in political economy.’ 

*'*Sec Gnieral Theory, pp. 4 and c.speeially the e.ssay on Maltlius in Keynes’s 
Essays in Ihn^raphy (1933, PP- *39 47) on the controversy between Malthus and Ricardo 
on our subject, where generous enthusiasm carried Keynes beyond all bounds of reason. 
’Ihcre lie punctuated his report with applause for Malthus and derogatory comments on 
Ricardo’s ‘blindness’ and became blind himself to obvious weaknesses in the former’s 
and to all the strong points in the latter’s argument. But the collection of extracts he 
prc.scntcd is nevertheless interesting, especially because it contains some pieces that have 
not as yet been published elsewhere. 

” 'riierefore, the principal coiiinient to make upon Malthus’ dissent from Say is not 
that he may not have done justice to possible elements of truth in Say’s practical con 
elusions, but that he did not understand the theory at the back of them. 

For the meaning of these terms, see General Theory of Employment, Interest and 
Money, p. 25. The warning, with rcsix.'ct to the concept of aggregate supply price 
occurs on p. 24, n. 1. I'his docs not alter the fact that this terminology is misleading. 
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supply and demand functions ‘in the ordinan sense/ But he believed that 
Say's law asserts ‘that the aggregate demand price of output as a whole is 
equal to its aggregate supply price for all volumes of output’ (op. cit. p. 26); 
that is, he interpreted Say's law as Lange did later 011. Our own interpreta¬ 
tion may be restated as follows if, in order to facilitate comparison, we w'aive 
our objection to the concepts of aggregate demand price and aggregate sup¬ 
ply price: the law asserts that aggregate demand price of output as a whole 
is capable of being equal to its aggregate supply price for all volumes of 
total output; or, alternatively, that equilibrium within total output is pos¬ 
sible for all volumes of output whereas equilibrium is not possible for all 
outputs of shoes; or, still differently, tliat there is no such thing as equilibrium 
or disequilibrium of total output irrespeeti\e of the relations of its com¬ 
ponents to one another.^'* If correct, this interijrefation seems to rcmo\e 
Keynes’s objection. Actually this is not so, howe\er. I'or the weaker proposi¬ 
tion which asserts only the possibility' of equilibria at all lc\els of total output 
and no identih' of ‘demand for and supply of total output’ still yields the 
further proposition—which is, however, not equivalent to it—that competi¬ 
tion between firms always tends to lead to an ex])ansion of output up to the 
point of full utilization of resources or maxiinuin output.'’ And this is the 
proposition to which Keynes really meant to object. Since, howexer, the only 
reason he had for objecting w'us that people do not spend their whole in¬ 
come on consumption and do not necessarily invest the rest —thus barring, 
according to Keynes, the w’ay toward ‘full employment’—it would have been 
more natural not to object to this proposition either, just as wc do not i)bjcct 
to the law of graxitation on the ground that the earth does not fall into the 
sun, but to say simply that the operation of Say's laxv, though it states a 
tendency correctly, is impeded by certain facts which Kexncs beliexed impor¬ 
tant enough to be inserted into a theoretical model of his oxvn."' 

So it gets down to this. A man of the name of J. B. Say had discovered a 
theorem of considerable interest from a theoretical i)oint of view that, though 

From this it is no great step to a more usual formulation, which will be familiar 
to many readers, viz., that total output is always in neutral ecuiilibriimi. In itself it is 
meaningless, since tliere is no equilibrium of output as a whole. Hut I believe that some 
at least of the xvriters who cxpie.ssed themselves in that xxay meant just this. If so, they 
stated a true proposition although in a very misleading way. 

If readers refer to the second paragraph on p. 26 of the General Theory, they will 
find that Keynes formulates this proposition niiich more strongly as the drift of his 
argument requires. But there is no justification, from any standpoint, for going beyond 
the formulation of the text—unless it be that Say was just as much given to over 
statement. 

^s'l'his statement is crude. Pos.sibly rigidity of wages constitutes another rea.son. 
But we cannot go into this here. Sec below. Part v, ch. 5. 

^®This xvould have made Keynesian theory a special ca.se of a more general theory. 
But Keynes preferred to start from a pattern that contained the obstructions to full 
employment, which he believed he saw, and then to look upon what he called the 
classical theory as the theory of the special or limiting case in which those obstructions 
assume the particular value of zero. 
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rooted in the tradition of Cantillon and Turgot, was novel in the sense that 
it had never been stated in so many words. He hardly understood his discovery 
himself and not only expressed it faultily but also misused it for the things 
that really mattered to him. Another man of the name of Ricardo understood 
it because it tallied with considerations that had occurred to him in his anal¬ 
ysis of international trade, but he also put it to illegitimate use. Most people 
misunderstood it, some of them liking, others disliking what it was they made 
of it. And a discussion that reflects little credit on all parties concerned 
dragged on to this day when people, armed with superior technique, still keep 
chew'ing the same old cud, each of them opposing his own misunderstanding 
of the ‘law’* to the misunderstanding of the other fellow', all of them con¬ 
tributing to make a bogey of it. 


5. Capital 

Under this heading vve shall carry on our discussion about the ‘classic’ anal¬ 
ysis of the structure of the productive process beyond the point reached in 
Chapter 5. Rut fust vve must attend to some matters of terminology. 

(a) Terminological Squabbles about Wealth and Income. No better illus¬ 
trations than these squabbles can be found for what has been said above on 
the futilih of the ‘method’ of hunting for the meaning of words, which 
nc\erthele.ss we cannot afford to neglect entirely (1) because the manner in 
which writers conceptuali/e ma\ serve as a measure of their analytic maturity 
or experience; (2) because it is interesting to see how they fitted recalcitrant 
facts into the conceptual arrangements they adopted; and (3) because in many 
cases terminological discussion is only the garb of more significant things and 
in particular reveals parts of a writer’s analytic set-up or model 

'llic chief div isions of ‘classic’ economics being production and distribution, 
the first question seems to be what it is that is being produced and con¬ 
sumed. 'Ihc answ'cr was Wealth.- But this only served to raise discussions on 
what this wealth is or, since it is obviously identical with the goods produced 
and distributed (or, possibly, their value), what ought to be included in these. 
These discussions display a surprising degree of analytic immaturity. Authors 
wavered betw'cen wealth considered as a fund or stock and wealth considered 

1 Of this the reader can best convince himself by a perusal of Malthus’ Definitions in 
Political Economy (1827), which may be called the standard w'ork of the genus and, 
to repeat, merits much more attention than it has received. Among other things it 
contains one of the best criticisms of Ricardo’s theoretical setup ever written (ch. 5). 
Also one cannot fail to admire the wisdom of the Rules for the Definition of Terms 
(ch. j). 

2 Many authors, Senior in particular, in making Wealth the fundamental concept of 
economic theory, emphatically disclaimed any idea of implying that Wealth w'as more 
important than Happiness, Welfare, Virtue, and the like. As for Ricardo, it suffices to 
point out that the argument for free trade that is so important a part of his work was 
entirely a welfare argument. 
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as a flow of goods;« they sometimes even failed to make it clear whether 
they meant a social total or wealth per head; they gravely discussed the 'prob¬ 
lem' of the relation between wealth ('riches’) and value or the ‘problem’ of 
the relation between social (national) wealth and private wealth; in defining 
goods some were insensitive to rcduiidancc or irrele\ance of criteria; and even 
some of those w ho did not hold either a social philosophy according to which 
labor alone produces the whole product or a labor thcoiy of value insisted on 
the clement of human exertion as a definiens of wealth or economic goods. 
"I'o adduce instances of blemishes of this kind would serve no useful purpose. 
It is sufficient to state that that discussion substantially centered on A. Smith’s 
definition—material objects that arc useful and transferable and cost labor 
to acquire or produce—and that Senior partly improved and partly condensed 
this into ‘all things that have exchange value.' The impro\cment consisted in 
the replacement of the labor-cost requirement b\ the requirement of ‘limita¬ 
tion of supply’: Senior at least realized clearly the logical relation between 
the two, that is, the fact that limitation of supply is the logically decisi\c cri¬ 
terion and that difficult\ of attainment comes in only as one of the factors 
that limit suppb. But J. S. Mill did not see this clcarlx’ although he also de¬ 
fined wealth b\' choosing ‘all useful and agreeable things' for genus proxiinum 
and exchange \aluc for differentia specified. 

Ihc way in whicli economists dealt with recalcitrant cases may be illus¬ 
trated by the case of human services not embodied in any physical commodity. 
No difficulty arose for those who, like Lauderdale and J. B. Say, did not re¬ 
strict the concept of economic goods to material objects.* But those who did 
were faced by a spurious problem, that is, a problem that owed its existence 
sold}' to their own conceptualization. We have alread\ noticed, first, an 
egregious instance of a verbal solution of a verbal difficult}' (Ferrara's handling 
of a ‘material' goods concept). Second, wc may notice a device adopted by 
Senior. lie counted human beings and their ‘health, strength, and know-ledge, 
and all the other natural and acquired pow-ers of body and mind* as articles 
of wealth, a thing which was done, then and later, by a great many econo¬ 
mists.® And then he declared that, for example, a lawyer does not sell services 

3 The latter meaning prevailed as the popularity of the phrase. Distribution of 
Wealth, suffices to show. It was the meaning adopted in the V^’ealth of Nations. 

^ 'I'he question of nonmatcrial wealth is, of course, wider than that, for such wealth 
also comprises claims (which cancel out in a closed domain) and such things as patents 
and good will. 'Hie question of what to do with them continued to attract undeserved 
attention throughout the century and even beyond. Bohin-Dawerk’s first publication was 
on Rechte und Verhdltnisse . . . (1881). There is no need for us to go into this, 
how-ever, 

5 E.g. by W’alras. There is a slight advantage in doing this: the three agents of pro¬ 
duction, land, labor, and capital, then receive more symmetrical treatment. 1 take the 
opportunity to advert in passing to the attempts that recur from time to time at evalu¬ 
ating statistically the economic value of man. One of the best performances of this 
kind that belongs, however, to the next period is Emst Engel's Der Wert des Menschen 
(1883). 
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but sells himself—the difference betv^'cen him and a slave being that he docs 
so by his own will and for his own benefit and only for a definite time and 
purpose, whereas the slave is sold by his owner and for good. The objections 
to this, however, should not be that, legally. Senior’s construction is nonsense 
and that there is no such thing as a 'sale' for a limited time and purpose: for 
the construction might still be analytically convenient. ITie true objection is 
that this conceptual arrangement offers no ad\antage and is completely un¬ 
necessary. But it acquires a certain interest from the fact that Marx—and 
later on Walras—adopted it also.® 

It was only toward the end of the period under survey—and then not so 
much in England as on the continent of Europe—that economists started the 
discussion on what ‘should be’ called income, individual or national, that 
produced another not c.xactly fascinating literature later on," But we must not 
infer from this that the economists of that period overlooked income aspects: 
elements of what we now call Income Analysis were, on the contrary, much 
in evidence in their writings. The reason why the word Income does not occur 
in them more often ® is simply that they used other words. W'calth was one 
of them. We have seen that the ‘classics’ were not ^'er\ clear concerning the 
differences between funds and flows, and between wealth and the services of 

* In Marx’s selienia workmen do not sell labor (i.c. scrsices) but their labor force 
or power {Arbeitskraft). It might be urged that, in this case, this arrangement is not 
otiose but serves a definite analytic ])urpose. W'e .shall, in fact, see that it comes in 
handily for his exploitation theory. But. quite independently of other objections to this 
theory, a little reflection will show that his argument could also ha\c been couched in 
terms of the labor services themselves. Mcncover, the leason why Marx liked his arrange¬ 
ment so much—he eonsidcred it as one of his main contributions to economic thcor>‘— 
derives from a factual assumption that is patently false: he conceives that the ‘capi¬ 
talist,’ having bought the laborer’s ‘force,’ then decides arbitrarily how many hours the 
workman is to work. This is not so c\en where the labor contract docs not specify 
hours: for these as well as other conditions arc always implied. An instructor in eco¬ 
nomics may be simply ‘aj^pointed.’ but he knows well enough how many hours of 
teaching that means at the institution he contracts with: and this ap]dies to all kinds 
of employments. I he reader should make sure that he understands why it is no objection 
to .say that workmen, having no other .sources of income but their labor power, have 
no choice but to accept ‘any’ conditions—even in cases where as a matter of fact this 
is or was true. W'ith Senior, however, this construction served no such purpose and 
in fact none except to remove an entirely imaginary difficulty. At the bottom of this 
difficulty was a disability that Senior .shared with most economists of his and even a 
later time: they found it .surprisingly difficult to grasp the distinction between wealth 
and service of wealth—so much so, in fact, that there was some novelty about it even 
in 1906 when Irving P’isher, in Suture of Capital and iuconie, insisted upon it. 

^ I’oward the end of the period under sur\cy two factors hcl])ed to start that discus¬ 
sion: first, the growing interest in income .statistics (Robert O. Baxter’s Saiional 
Income appeared in 1868), and. second, the growing interest, on the Continent espe¬ 
cially, in the problems of the income tax (A. Held's Die F.inkotnmemteuer appeared 
in 1872). 

''This applies to the English ‘classics.’ Continental writers of the period did use it 
more. We have already noticed in ch. 4 above the works of Storch and Sismondi. 



628 in: FROM 1790 TO 1870 

wealth. Mostly, however, they actually meant flows of income goods (or e\en 
services) when the\- s]ioke of wealth, so that at least in i)art wc ha\e already 
been coininenting on tlicir concept of income when dealing with wealth. 
ITiis applies in particular to A. Smith, whose wealth is simply the 'wliolc 
annual produce of a countrx ’s land and labour,’ which, altcniati\cl\. he also 
called Gross Revenue iBook ii. ch. 2, Modern Library ed., p. 271). Barring 
technicalities, this is substantially what we mean by Gross National Pr<»clnct. 
This quantit>’ minus ‘the expence of maintaining . . . capital’ is liis Neat 
Rexenue or (again; substantially) our Dejiarhnent of Coniincrce National In¬ 
come. Most economists of the period discusseil these definitions—some, like 
Say, accepting them with minor amendments; others, like Ricardo,"’ finding 
fault with them. 

A. Smith then gave what he evidently thought was only another way of 
formulating the same thing: ‘neat revenue’ or, as wc should say. income was 
what people, individually and collectively, ‘without encroaching upon their 
capital . . . can . . . spend upon their subsistence, conxeniences. and amuse¬ 
ments’ (ibid., p. 271). This is the basis of what became known in Germany 
as the Hcrmann-Schmollcr income definition.” '1 he modern discussion on 
what it means to keep capital intact or to maintain capital—another si)urious 
problem—grew from that root. 

On Productive and Unproductive Labor, Wc digress for a while in order to 
touch briefly' upon the famous controversy on productixe and unproductive 
labor. 7 'he only reason whx- this dusty niuseuin piece interests its at all is that 
it affords an excellent example of the manner in which the disemsion of 
meaningful ideas may lose sight of their meanings and slip off into futility. 
In the case before us, two meaningful distinctions may be discerned, 'l ire one 

“ I do not think that Marx xvas right in chargiim Say with the ri(li< ul«ms mistake of 
overlooking depreciation. .Ml Say intended was to cmpliasi/c tlic basic importance of 
the ‘gross’ concept. See Theoricn iiher den \lchrwcrt. 

Principles, ch. 26. lliis chapter read so strangely even to Ric.ndo himself that he 
felt it desirable to insert qualih'ing footnotes. But on referiiiig t(j tliis chapter, the 
reader xvill find that on the last page of it nnciuding footnote,' Ricardo suceessfiilly 
corrected an error committed by A. Smith and another error committed by Say. 'fhe 
first four paragraphs of the chapter seem to restrict the net income of a country to 
profits and rent, and to treat wages like depreciation charges. 'Ihe reason given for this 
misleading arrangement is that only profits and rent constitute tlic national surplus 
from which taxes and savings can come. But profits arc. according to Ricardo himself, 
not or not xxholly a dispo.sable surplus, and wages, according to his own admission, do 
contain, in general, some disposable surplus—another cxam])lc of Ricardo's exasperating 
W'ay of first insisting on a pro])nsition with treincndous energy and then blowing it up 
himself. But the argument points to a iinitars' concept of profits plus rent—wholly 
foreign to Ricardo’s usual reasoning—from which Marx may lia\c learned something. 
The argument also points toward a coiKC]>tioii of income that mav have some uses and 
certainly has a great hold on the popular mind, namely, the concei>tinii of income as 
a surplu-s over necessities. 

Ilemiann, see above, ch. 4. Gustav Schiiiollcr. ‘Die Lchrc von Einkoinmen . . . / 
Zeitschrift fur die gesamte Staatswissemchaft, 1S63. 
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springs from the fact that a pri\atcditcrprise system generates incomes that 
provide for consumption in two wavs: directly for the consumption of those 
W'ho 'earn’ them, and indirectly for tlic consumption of those who arc 'sup 
ported’ by them, for example, eliildien and the retired aged. It stands to rea¬ 
son tliat tlic relation between tlie two, in our exainjde determined (in parti 
by the age distribution of the population, is no matter of indifference but 
on tlie contrary one of the most important elianieteristies of a society’s eco¬ 
nomic life. Controversies al)ont the question whether or not there are also 
tvpes of emplovinent that, for some piiiposes or for all, should be treated as 
'supported’ out of the incomes earned in the business process, for example, 
whether public officers should be so treated on the ground that their incomes 
derive from the taxation ol other incomes, may be entirely meaningful.*- 'I'he 
other meaningful distinction springs from the fact tliat services of labor (or 
of natural agents) that are direetlv bought and consumed by households, such 
as the services of servants, teachcis, and physicians, occupy a position in the 
economic process that is different from the position of services of labor that 
arc bought and ‘consumed’ by firms and have, economically speaking, still to 
go thiough a business j)ioccss. 'I'h.it tin’s is not a distinction without a differ¬ 
ence—although, of course, these services, in the form of products, also reach 
the consumers’ sphere eventually—is readily seen from the fact siifEcicntIv 
expressed by the common slogan that thc.se services arc paid from some firm’s 
capital, vvlKTcas the former arc paid from sonic household’s income or rev¬ 
enue.*’^ So soon as tlic servant has received his wages or their equivalent in 
goods, there is no further problem. When the factory worker has received his 
wages, further problems arise of selling the product he has helped to produce, 
of lags, risks, disegunts, and so on. all of which are pertinent to the determina¬ 
tion of those wages themselves. Thus the distinction is indeed relevant to 
the striicliire of the economic process and imposes itself upon the analyst at 
many turns of liis way (e.g. in matters of the wage-fund doctrine, sec below, 
subscc. 6f). 

It will be seen that these two distinctions arc entirely independent of one 
another: each has meaning without reference to the other. But both—and a 
lot of confusion in addition—were bequeathed to the WTiters of that period 
by A. Smith. On the first page of his Introduction, lie placed great emphasis 
upon ‘the proportion between the minihcr of those who arc employed in 
useful labour, and tliat of those who aic not so employed.’ For lack of space, 
1 must leave it to the reader to satisfy himself that, with an admixture of 
extraneous matter, tliis passage really adumbrates the meaning of our first 

Compare llie controversies that have arisen in our own time in connection with 
the statistics of national income 011 tlie que.stion whetliei ui not public administration 
should l)c considered as an inclustiy like any other so that there would be no analvtieally 
relevant diffeienee lictween tlie salary' of a government official and the W’agcs of, sav-. 
a workman in a motor car factory. 

As will be pointed out presently, this must not be confused with the case of people 
who live oil derived ineomc in tlic sense intended under the first distinction, e.g. the 
ease of tlic retired aged. 
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distinction. Only it docs so hazily and, by employing the vague term ‘useful/ 
gi\es the clue to all the confusion that disfigured the subsequent controversy 
on productive and unproductive labor, though this j^hrasc docs not figure in 
Book I of the Wealth of Nations. Iliis phrase docs emerge in Chapter of 
Book 11, where A. Smith, having experienced ph> siocratic influence, developed 
his theory of Accumulation. He had no use. of course, for the ph\siocratic 
proposition that only labor employed in agriculture is productive any more 
than he had use for the ‘mercantilist’ proposition that only labor employed in 
export industries is. But pouring away the plnsiocrat wine, he retained the 
bottles and filled them with wine of his own; he defined labor as productive 
that ‘adds to the value of the subject upon which it is bestowed’ (op. cit. 
p. t;!^) and exemplified this b\' the ease of factorx- workers who, as he adds 
by way of explanation (ibid. p. 516), live on ‘that part of the annual produce 
of the land and labour which replaces capital* (with a profit); and he defined 
labor as unproductive that does not add (exchange) \alue to an\ thing and ex¬ 
emplified this by the labor of the menial .serxaiit and that ‘of some of the 
most respectable orders in the society’ such as the so\ereign ‘with all the 
officers both of justice and war who serve under him’ and ‘are maintained 
by part of the annual produce of the industry of other people.' 'I wo things 
arc clear: he had got hold of our second distinction: and he had confused it 
with the first. 

'I’lic first man to see this quite clcarh was Marx, who adopted our second 
distinction, giving A. .Smith ample credit for having uncovered so important 
an element of the structure of capitalist society, and pointing out that this 
piece of insight was, in the work of A. Smith, wrapped in considerations that 
Marx thought superficial and in any case quite unconnected with it.^^ Of 
course, nobodv mi.>sed the point entirely—most writers made, tacitly or ex¬ 
plicitly. use of it when analyzing the demand for labor. But when they dis¬ 
cussed the distinction as such, they lost .sight of it and always thought of the 
first distinction. Nor is this all. W c have seen that this distinction also may 
be made meaningful. But giving themselves up to the associations evoked by 
the terms ‘useful’ and ‘productive,’ economists concentrated on such ‘issues' 
as which acti\itics were worthy of these honorific epithets. 'I’eachers and civil 
servants did not like to be called ‘unproductive/ feeling—sometimes rightly 
and sometimes wrongh—that this phrase was intended to carr\' a derogatory 
meaning.’-' And so a meaningless discussion became a standard item of nine- 

’ ♦ Marx eknborated this at length in liis discussion of Smithian doctrine in the 
Thcorien iiber den Mehrwert. From his standpoint the decisive distinction was between 
labor that docs produce surplus value' and labor that does not. But the distinction 
between labor that is paid from business capital and labor that is paid from ‘revenue' 
is preferable: a servant might work more Iioiirs than arc embodied in the ‘value' of his 
labor and hence might be ‘exploited’ just as may a factory worker. 'I’he former's 
employer may also derive a .surplus. I'he point is. to continue in Marxist language, that 
this suridus need not be ‘realized’ in any market. 

IS Some such feelings assert themselves again each time modern economists discuss, 
for the pur])oscs of national-income statistics, the conceptual tieatmcnt to be accorded 

f/^ rr/-\\n*rrttnf‘nh 
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teenth-century textbooks in spite of the increasing awareness of its futility, 
which eventually killed it. An account of all the ramifications and of all the mis¬ 
spent ingenuity that soinctiines went into it would fill a vuluinc. But it could 
serve one purpose only, namely, to display the word-inindcdiicss of economists 
and their inability to tell a real problem from a spurious one.^'' |J. A. S. in¬ 
tended to have this digression On Productive and Unproductive Labor printed 
in small tyjK* so that the average reader could skip it easily.] 

(b) The Structure of Physical Capital.^^ On its most abstract level, the anal¬ 
ysis of economic choice, which is really all that is imolved in what we arc 
accustomed to learn in tlic jiarticular form of a theory of \alue, can be carried 
out in terms of unspecified things called ‘goods’ that hasc no other properties 
than those of being desired and of being scarce, ft stands to reason, however, 
that in order to make headway beyond the most arid generalizations wc must 
pick, from our vision of realih’, further restrictions ui)un economic choice such 
as are imjdied in our ‘know-how’ or, less colloquially, in the limitations of a 
given technological horizon, which will permit some, and exclude other, trans¬ 
formations of our initial stock of goods. In any ease, wc must postulate given 
wants, a gi\en technological horizon. gi\en environmental factors such as land 
and personnel of giNcn kinds and (|ualities, aud a given stock of produced 
goods with which to start. But this is not enough. 'Phis initial stock of goods 
is neither homogeneous nor an amt^rphous hcaj). Its various parts ccnnplcment 
each other in a way that we readily understand as soon as wc hear of build¬ 
ings, equipment, raw materials, and consumers’ goods. Some of the.se parts 
must be a\ailable before we can operate others; and various sequences or lags 
between economic actions impose themsehes and further restrict our choices; 
and thc\ dt) this in wa>s that differ greatly according to the composition of 
the stock we ha\e to w'ork on.*'^ Wc express this by saying that the stock of 

lliis discussion induced a related one on the concepts of prcKluctive and unpro¬ 
ductive c:onsuin])tion that in.jy be illustrated by a statement of Senior’s (op. cit. p. 57): 
‘if a judge . . . retjuired by his station to support an establishment costing £2,000 a 
year, slioulcl .si)t‘nd £.4.000. half of his consumption would be productive and the other 
half unproductive.’ Productive consumption, then, was ‘that use of a product which 
occasions another product.’ 'I'he idea that commodities and services do not leave the 
economic process for good as soon as they enter the sphere of the hon.seholds that con¬ 
sume them, hut that they ‘produce' there tlie productive services of the members of 
these households, turns up again and again. In our day it has been adojited by Leontief. 
in whose system households arc treated ns an industry that consumes productively like 
any other. 

Sonic readers will find this subsection difficult reading. It attempts to explain 
an uneonvetifionai view of the role of phy.sieal ‘capital’ within the logic of the economic 
process that might be pressed into this phrase: from the standpoint of analysis, capital 
means a set of restrictions. I bis will iKreome quite clear before long, and 1 believe 
that the render will derive some benefit from taking the trouble involved in mastering 
this subsection. 

i** 'riic stock of wealtli of all kinds that exists at an instant of time has been called 
Capita] by Irving Pislier (J^attire of Capital and Income, 1906, p. 52), who has success¬ 
fully shown that, properly thought out, the capital definitions of most, if not all, of 
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goods existing at any instant of time is a structured quantity or a quantity 
that displays structural relations within itself that shape, in part, the subse¬ 
quent course of the economic process. Natural!>' we wisli, for the purposes of 
pure theory, to reduce tlicsc structural cliaractcristics to as few- and as general 
ones as possible, steering as best we can betw-ecn the Scylla of unmanageable 
lifelikeness and the Charvbdis of sterile simplicity. Mver since the time of 
Cantillon and Qiiesna> , when scientific model building began, economists 
have, of course, been aware of all this. In the preceding chapter we have ah 
ready had a glimpse of the manner in which the writers of the ‘classic' period 
took—haltingly—the first two steps in the anahsis of the structural prciperties 
of the economic process: the one was to recogni/c capital as a 'rec|uisite’ of 
production and the other was to adopt tlie plnsiocrat 1 Cantillon Quesnay) 
idea of ‘advances.* W’c have now to fill in the more imi)ortant of the remain¬ 
ing elements of this analysis, which constitutes what is eommouly known as 
theory of capital. 

The reader need not be afraid that wc shall ha\c to wailc through another 
morass of verbal controversy. I he theory of capital does indeed eriio\ a rci)uta- 
tion for this kind of thing that is ri\aled bv few other field>. IVopk- kept on 
asking the meaningless question: What is Capital? .\iul souk have tried to 
answer it by speculations about Ihe original meanings of the \\ord> caput, 
capitale^ y.eqri/.afov, and the like. Senior cNeii held that the ttrm Capital has 
been so variously defined that it may l)e doubtful whether it ha\e any gen 
erally received meaning’ .Outline, p. In a sense, this is tine.'‘ ‘ Hut it is 
true only: first, owing to relatively minor faults of etmeiptuali/ation commit 
ted by the indi\idual authors, and these we can disregard if their .inaKtie in¬ 
tention is clear enough: second, owing to the wisli, the father of so many 
futile controversies, to ha\c a unitary or all jnnpose eonec pt of ea|)ital, and 
this wish I do not share; third, owing to Ihe not less unwaiianted wish of 
many authors to approximate the ‘cajutal’ that is useful in their analssis to 
either the asset or the liability- side of a business eoncenrs balance sheet; 
fourth, owing to occasional waverings between jdr.'-ical eai^it.il concepts, on 
the one hand, and inonctar> concepts, on the othei. which will be noticed in 
the next footnote. Tor the rest, the matter is nmeh simjiler tlian it looks be¬ 
cause there really is only one dominant analytic purpose to describe that 
practical!} all the leading economists tried to seT\e. 

Since it was a requisite of prodiietKai. capital consisted fif goods.Morc- 

the writers of the period under surety conic precisely to this. \\*c shall not adopt 
Fisher’s concept here but instead vve shall simply use the exerlient Smithian term Stock. 
This W'ill make it easier to distinguish it from \arions other meanings of the term 
Capital without adding each time: ‘in our sense.’ 

Readers interested in the history of economists’ use of the term arc referred to 
Irving Fisher fop. cit. ch. 4, J 2) or to the chapter on the concept of capital in the 
second volume of Bohm Bawerk’s great work. 

20 But even those authors who expressed themselves most strongly in favor of a physical 
capital concept sometimes drifted into the preserves of a monetary one. Ricardo and 
J. S. Mill, among others, occasionally penned sentences which carry meaning only if 
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ON'cr, like our initial stock, it uas a stock of goods. But, unlike our initial stock, 
it did not include all goods existing at an instant of time. From these the 
‘classics' separated out their capital by excluding from it, first, natural agents 
(though not ‘iniprovcinciits’ such as drains, fences, and the like) and, second, 
all consuiiKTs’ goods other than the means of subsistence of i)ioducti\'c labor. 
Let us stop for a moment in order to make this clear. 

First of all, it should be understood tliat the division of the stock of 
wealth existing at an instant of time into a mass of things that arc capital 
and another mass of things that arc not is a dc\ice for dc.scribing what we 
have called above the structure of, or the structural relations within, the uni¬ 
verse of goods, 'ihc second thing to observe is that the effect of excluding nat¬ 
ural agents uas to set uj), in addition to labor, another ‘original' factor of 
production, tliough main, especially the Ricardians. failed to realize the im¬ 
plications of it. 'I'his, then, would liave left us with the stock of produced 
goods. But, third, the structure of the mass of these produced goods was fur¬ 
ther analyzed b\ means of a distinction that warred between two of an in¬ 
definite number of possibilities. 

On the one hand, if nc want to .separate out that part which is a requisite 
of production in the technological sense, we arrive at the concept of produced 
means of luoduction or, as it was to be called by the Bbhm-Bawcrkians, of 
intermediate ])roducts. It is. however, one of the salient characteristics of the 
theoretical schema of the English ‘classics’ and their continental followers 
that thc\ understcuKl the term ‘requisite of productioir in a wider sense which 
included the consumeis* goods that support labor during the process of pro¬ 
duction. There is no logical reason for not including also the consumers' 
goods that support landowners—Senior even included tho.se that support capi¬ 
talists—during that procc.ss but, actually, these were mostly excluded by the 
Ricardians because their schema prevented them from considering rent as an 
element of cost. 

(,)n the other hand, if we want to .separate out that part of the mass of 
wealth existing at an instant of time which is in the business process or 
serves business purposes—or, as A. Smith put it, from which ‘profit is ex- 

they refer to monetary capital. This has lx*cn critically noticed, for the first time I think, 
by 'rchcrnyclicvsky. in Ucconninie politique jugve par la science (1874), an elaborate 
analysis of Mill’s Principlcx, It is still more obvious in the Manual of Mill’s follower, 
Fawcett. W’ith Mill, capital is ‘exi)cnded’ on raw materials, goes from hand to hand, 
migrates from industr\‘ to industry and from country to country in a manner that sug 
gests that he was thinking of balances and not of goods. It may be replied, of course, 
that sums of money may he tlionght of as reprcscnling goods and also that, especially 
within the theoretical organon of that time, monetary processes may be reduc'cd to 
‘real* processes in the last analysis. But such reductions are dangerous short cuts at best 
and inv(»lve neglecting monetary mechanisms that give ri.se to many essential problems. 
Thus, even if the fundamentals of the economic process could in fact be .satisfactorily 
described in real terms, we should still have to observe that, in capital theory' as else¬ 
where, the ‘classic* attempt to carry out fundamental analysis in real terms only was 
seriously at fault. 
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pectcd'—we are led to include besides plant, equipment, raw materials, and 
the ‘means of subsistence of productive labor,* also other items, in particular 
the following hvo. One is another mass of consumers' goods—which in part 
overlaps \\'ith the one included among recpiisitcs of pro<Iuction—namely, the 
mass of consumers' goods that is still in the hands of inaiuifacturers, whole¬ 
salers, and retailers iircspccti\e of who (lalx^rer or capitalist) is going to buy 
them. The other is cash in hand. The implications of this, though not un¬ 
interesting. cannot be considered here. All that can be said is that this dis¬ 
tinction is not more right or wrong than is the <»[hcr. Both scr\e relevant ana¬ 
lytic purposes; that is, both are useful in descril)ing iele\ant aspects (»f reality. 
But we shall keep to the first one (‘requisite of production' in the wider sense) 
because it is more germane to what I have called above the dominant analytic 
purpose of the cp<»ch, especially of the work that was summed up by f. S. Mill. 
Marx would have a])pro\ed of our choice. lie was all for the first distinction. 
'Fhe second he considered to be incapable of serving aii\ purpose other than 
that of eop\ing the surface of reality as it apjx’ars to the caj)italist. 

\Miat has been said nbo\e, barring details, reproduces the actual way in 
which A. Smith ‘structured’ what he called the ‘general stock of an\ e<iimtiy 
or socieh' by sejjarating out capital (\X'e<i///i. Book ii, eh. 1) and In enumer¬ 
ating its chief components. It matters little that he iand Malthus: did not 
specifically include wage goods or the means of subsistence of labor, lor he 
always argued as if lie had included them.-* Also, the capital concept de 
scribed represents fairl\ well the wording of most of the leaders, 'riiiis, Ri 
cardo defined the concept: ‘Capital is that part of the wealth \my italics] of 
a country which is employed in production, and consists of food, clothing, 
tools, raw materials, machiners , etc., nccessaTv to gi\e effect to labour' (JVin- 
ciplcSf ch. 5). ITiis docs not differ in essence from Senior's definition: ‘an 
article of wealth, the result of luiman exertion 'meaning, as he explained a 
few lines further on, ‘of lal)oiir, abstinence, and the agency of nature,* or 
simply, a produced article of wealth] cinplfjyccl in the production or distri¬ 
bution of wealth.' Nor docs it differ from J. S. Mill’s influential passage: 
‘What capital docs for production, is to afford the shelter, protection, tools, 
and materials which the work requires, and to feed and otherwise maintain 
the labourers during the process. . . Whatever things are destined for this 
use . . . are Capital* (Book i, ch. 4. 1).-- Marx added nothing to this ex¬ 

cept that, in obedience to his principle of amalgamating economics and so¬ 
ciology, he confined the term capital to those things of this class that arc 
ow’ned by capitalists—the same things in the hand of tlic workman who uses 
them are not capital. 

See, e.g.. Wealthy p. 316 [Modem Librnrs' cd.l. No additional coininents are needed 
on A. Smith’s inclusion of ‘the acquired and useful abilities of all the . . , incnilHris of 
the society,* a precedent that was widely followed; Kf)Sf.her even iinhided ‘virtue.’ I’or 
this remained entirely inoperative. Note, however, the parallelism witli ‘the improve 
nients of land’ that may have suggested the Marshallian concept of cpiasi rent. 

22 The merely verbal concession to the labor tlieory of value (pointed out above) that 
is contained in this formulation could be easily rectified. 
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'V^Tiat capital does for production/ however, means two very different 
things, and the distinction between wage capital and the rest—we shall call 
it technological capital—readily suggests itself and so docs a coefficient, de¬ 
scriptive of the quantitative relation between the two, which must obviously 
constitute one of the most important characteristics of the structure of capi¬ 
tal. Nevertheless, it was left to Marx to point this out in so many words 
and introduce such a coefficient explicitly. IXnoting by the term constant 
capital (c) what has just been called technological capital, and by the term 
variable capital (v) what has just been called wage caj^ital, he chose for 

structural coefficient the ratio: ^ ^ y* which he called the Organic Composi¬ 
tion of Capital.-‘ The merit there is in introducing such a concept explicitly 
must not be underrated. But. of course, the writers from A. Smith to J. S. 
Mill had not failed to recognize the peculiar role of wage capital within total 
capital. 'I his is abundantly indicated by the fact that wage capital is identical 
not onlv with Marx’s \ariablc capital, but also with the ‘classic’ wage fund. 
Morco\er. both Ricardo and Mill .sometimes used the Marxist concept inad- 
\ertently: they sumctinies meant variable cajntal when they actually wrote 
Circulating Capital.^'’ 

Not less obvious is the necessity of analyzing the internal structure of tech¬ 
nological capital. It was quite clear to the physiocrats, whose various aranccs 
A. Smith reidaeed by the distinction between Fixed and Circulating Capital. 
'I’he former he dctlned as capital from which the owner derives profit by 
keeping «using) it, such as factory buildings and machines; the latter he de¬ 
fined as capital from which the owner derives piofit by ‘parting with it’ 
(turning it o\er|, such as raw materials. Ricardo saw that there was some¬ 
thing of deeper significance behind A. Smith’s comiiion .sense and common¬ 
place distinction, which accordingly he bni.shed aside.-*' Let us make an at¬ 
tempt to reconstruct his thought. 

expressed Ixjtli in terms ot labor embodied. But inasniiich as hi.s coefficient 
always refers to a given point (»f time, expression in money values does just as well. It 
should be oliservcd that both measures earry full meaning and in ]rarticiilar allow of 
intcTlemporal (oinpaiison only for states of perfect equilibrium. I he reason why Marx 
chose those terms (and why we camud accept them here) is that, in his theory, techno 
logical capital transmits to the iiroduct only its own value—or that, in the productive 
process, its value in terms of labor embodied remains eonst.mt—whereas wage capital, 
as it were, swells in the process by virtue of the labor hours that workers add to the 
labor embodied in it. 

'Fbus, since tlic labor hoiu dimension is present in both nvnncraloi and denomi¬ 
nator and therefore cancels out, this coefficient is a pure number. Still it is worth while 
to remcml>cr that the eominmcnts of the coefficient arc values and not physical 
quantities. 

riiiis. Ricardo wrote in jj 4 of eh. 1 of the Principles: ‘In one trade ver>' little 
capital may be emphned as circulating capital, that is to say [my italics], in the support 
of labour. . .* Other instances arc found in eh. 31. 

See Principles, eh. 1, sec. 4. first footnote. This footnote—saying as it docs that 
the distinction between fixed and circulating capital is not essential—reads strangely in 
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Evidently, Ricardo’s attention was drawn to the problems of fixed capital 
by the fact that its presence causes exchange \alucs of products to diverge 
from the labor-quantit>' law unless, of course, all the branches of industry 
employ ‘the same proportion of fixed and circulating capital.* lie also per¬ 
ceived, apparently without difficulty, the further fact that, in order not to 
disturb this labor-quantity law, this fixed capital would in addition have to be 
of the same durability everywhere. Finally, however, he perceixed something 
else, namely, the analogx that exists between different durabilities of the fixed 
capital iiscd in different lines of production and the different rates of turn¬ 
over of different kinds of circulating capital, such as the farinei’s seed and 
the baker’s flour. I’his, then, makes three apparently different facts that have, 
at first sight, nothing in common except that they all interfere with the op¬ 
eration of the labor-quantih* law of value. Now, by what almost amounted to 
a flash of genius, he saw^ that all three of them did so for the same reason or, 
to put it differently, he saw the same fundamental element in all of them, 
namely, the time distance between investment and the emergence of the 
corresponding consumers’ good. 

I’his was very easy to see in the ease of differences in periods <jf turnover: 
wheat that is being used as seed and wheat tliat is being worked up into 
flour directly differ {’from Ricardo’s standpoint; b> the time distances between 
each of them and the emergence of flour and h\ nothing else. But it was not 
so easy to sec that the difference which the presence of fixed cajjital goods 
and of fixed capital goods of different durability makes to the process of pro¬ 
duction. and hence to values, is of the same kind in that it also may be 
looked upon as a matter of differences in these time distances or rates of turn¬ 
over. Consider, for example, a machine that, in the Ricardian manner, has 
been produced by labor alone, say. in a single day. Suppose it is t(j last ten 
years. During these ten years, the machine or the labor embodied in it ma¬ 
tures into consumers' goods exactly as will raw materials or .semifinished prod¬ 
ucts. Each of the days of service ‘contained’ in it—becoming available in a 
definite sequence—behaves like the seed in the ground until its turn comes, 
^rhis definite sequence is a restriction upon cconomie decision or action, analo¬ 
gous to the restriction placed upon the farmer’s decision by the circumstance 
that he must wait until his seed matures into a crop. There is thus in fact, at 
least on the most abstract level, no essential difference and no clear line of 
demarcation between fi.\cd and circulating capital, as Ricardo pointed out in 

view of the fact that the whole argninent of Sccti<^n 4 turns upon problems of fixed 
capital. But our reconstruction of his thought will innkc it dear that he meant not 
more than that A. Smitirs distinction failed to bring out the essential point involved. 

2^ I call this a flaJih of genius without necessarily comniittiiic; myself to the theory 
of capital tliat developed from this flash. In orrler to clarify a veiy important piece of 
doctrinal history, I refrain entirely from CTiticism at this ])oint. l*rofessor Knight himself, 
who rejects the theory in question, could tliercforc accept my exposition just as could 
have F. W. Taussig, who made it his own. llic essential thing, for tlie moment, is to 
sec the relation between Ricardo's analysis and Bohm-Baw'crk’s, which has been cnipha 
sized by both Knight and Taussig. 
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the footnote referred to above. Both arc nothing but immature (elements of) 
consumers’ goods—intermediate products or ‘inchoate wealth’ as Taussig was 
to call them al^oiit eighty >'ears later. Or both may be ‘resolved’ into hoarded 
labor—James Mill’s term, which expresses Ricardo’s meaning very well and 
was to ])e used again by W'ickscll, also about eight}' years later —though wc 
must not forget that the \arious agglomerations of hoarded labor embodied 
in the various goods carry different indices of time distance or indices of places 
in the time sequences to \shieh they belong. 

'riuis, Ricardo's rudimentary capital analysis issues in a time concept of 
technological ca])ital,"'' time being the element that unifies all its specific 
forms, 'liiose who entertain s\ni]>athies for the labor-quantity theory of value 
might claim with some justice that he thereby saved the latter by making it 
valid (to some extent at least) for labor quantities that carry different time 
indices. 'J hose who accej^t Ih)hm>Bawerk’s theory of capital might claim, also 
w ith scune justice, that Ricardo w c irked up a bad theory of value into a good 
thecuy of capital. In any case, Ricardo was clearly Bbhm-Bawerk’s forerunner 
so far as this set of problems is concerned, ’i bis is not to say that Ricardo’s 
theoiA of ca]hlal was com])lete or that he saw all the implications of his flash 
(»f genius. In particidar, he neglected all its short-run implications.-^’ .ALso, 
though he did study cases of conversion of circulating into fixed capital—the 
most imiHiitant case is to be found in his chapter On Machiner\—and occa¬ 
sionally brushed against the manifold relations of substitution that exist 
within the unixtise of technological capital—the ‘Ricardo effect’ if thought 
through would afford an instance—he was, as were ino.st of the ‘classics,’ too 
mueh given to aceeptiug time sequences as technological data and to neg¬ 
lecting the fact that durabilities, and, in general, the relations between the 
quantities of cajhtal goods of diffeient t}]K*s, also the relation between wage 
capital and non wage cajrital. are economic variables that depend, and in turn 
react, upon w.igc rates, efficiency of labor, rate of interest, and other factors. 
But this is onl\ another way of restating the fact that his theory was no more 
than a preliminary sketch—a fact that must always be borne in mind, just 
as much when wc are criticizing as when wc are defending his performance. 

(c) Senior’s’ Conthbutiom. 'IVo most curious facts now call for our atten¬ 
tion. On the one hand. Senior realized that Ricardo used the terms fixed and 
circulating capital in a sen.se that differed from A. Smith’s use {Outline, pp. 
62-3). But the true meaning of Ricardo’.s capital analysis escaped him so com- 
plctel}' that he saw nothing in that difference except a reprehensibly unusual 

More ]>rt‘iiscly NN'ickscll said saved up services of labor and land, and should have 
added the services of picvious acciiniulatioiis. 

If the line of thought, for which he offered but fragments, were carried on to its 
logical c-onseciiieiKcs. we might even say that his analysis comprised technological plus 
wage eajntal, resohing all physical capital into wage capital or rather into a gener.il 
siibsistciue fund. 'J'his idea is still more clearly indicated in James Mill's Elements. 
Nevertliclcss, its explicit recognition bc’longs to )evons and Bdhm-Bawcrk, though 
implicitly it is also present in one of the various aspects of the wage-fund theory. 

Such as that fixed capital, in the short run, behaves like *land.' 
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use of terms. On tlie other hand, in spite of this failure to understand the 
Ricardian anahsis. he actually carried it further in two directions—an excel¬ 
lent cxaniplc of the way in which we bluiidci along. 

First, there is Senior’s third postulate or elciiicutary proposition, which 
reads: 'Tliat the powers of Labour, and of the other iustruiueuts which produce 
wealth, may be indefinitely increased by using their Products as the means 
of further Production.' This proposition, which might ha\e been derived from 
Rae, improves Ricardo’s theory by adding the powers ‘of the other instru¬ 
ments which produce wealth’ to those of labor. But it ailds also something 
else that lies entirely bc>ond Ricardo's analysis. W’ith Ricardo, the time ele¬ 
ment comes in to cause deviations of xalucs from the labor-quantity law by 
putting a brake on the snp]d\ of the products of the capitals that turn over 
more slowly than others: the man whose products take relatively Icmg spans 
of time to reach their markets simpb ‘must’ be compensated for this disad¬ 
vantage. According to Senior, however, there is more to this higher value of 
such products than the mere fact, if it is a fact, that a profit of accruing 

c\ery second \ear is not economically e<iiii\alciit to a profit of accruing 

every year. The profit from the two-year investment will be more than twice 
the profit from two succcssixe onc->ear inveNtments of the same quantity of 
(say) labor, because the prodiictixc ‘power’ of this labor, hence its product, is 
increased if the product <jf the first year be used ‘as the means of further pro¬ 
duction' in the second >car. Now. Ricardo’s real value of a product cannot in¬ 
crease simply because the same quantih' of labcjr i)roduces a greater quantity 
of product in the two-year process than it would in two successive one-year 
processes. But Senior’s xahie may.'** 'Ibis puts an cntirclx new face upon the 
matter and points straight ahead toward Bbhm-Bawcrk—who, by the way. 
did not understand Senior any better than Senior did Ricardo, but who never¬ 
theless carried on Senior’s capital anahsis exaetb as Senior carried on Ri¬ 
cardo’s. The relation that exists on this ])oint between Senior and Bohm- 
Baw'crk will stand out partieularh if wc obserxe that using a product as the 
means of further production might well be called using it in a ‘roundabout’ 
w'ay. The only difference is that ScnH)r confined himself to stating that the 
productive power of labor is increased ‘indefinitely’ by using it in that way; 
w^hercas Bbhm-Bawcrk added the hypothesis that the rate of this increase 
decreases as the ‘length’ of the productive process increases. 

Second, there is Senior’s ab.stincnce theory of capital. Though his name is 
chiefly remembered because of this contribution, it (abstinence) is actually 
much less important, as an analytic pcrforniancc, than is the contribution 
just discus.sed (using a product as the means of further production). It will be 
as well to distinguish two different aspects of Senior’s al)stincncc. On the one 
hand, if for reasons good or bad, we clioose to analyze the structure of techno¬ 
logical capital in terms of what wc have called the time indices of its com- 

No difficulty arises from the fact that the value of the creater quantity of product 
that results from the two year process need not have a greater value than tlie smaller 
quantity that results from two successive one year processes. For in tliis case the two- 
year process wdll not be used. 
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poncnt elements, the fact we wish to cnii)hasizc is that these component 
elements (that is. the various capital goods) have different rates of turnover 
or that their products become available or ‘malurc' after lapses of time of 
diffcieut lengths, which somehow or other intrude into the list of costs of 
production. Whenever we mean this, we had better use the term Waiting 
that was to be suggested later on by MeVane and to be adopted b\’ Marshall. 
On the other hand, if wc adopt the theory that technological capital is the 
result of a ‘eonxersion of revenue’ into something that is expected to yield 
revenue in the future, but. in order to do so. has to be withdrawn from the 
sphere of rexenue for f^ood, then wc had better use the term Abstinence. In 
til is case \x e reserx c the term for the psx chic cost of sax ing or, if we keep 
saving suijiciently close to irnestment, of the capital goods in which past sax¬ 
ing has been inxested. 'I'liis element of psychic cost then becomes analogous 
to the ‘psxeiiic cost’ of labor, later on called Disiitilitx. Going a step further, 
\xe can constitute abstinence itself—instead of the saxing or the capital goods 
that result fiom it—as a factor of production.'’- I’his is the sense in which 
Senior’s abstinence has been commonly understood and in which the phrase 
xvill ])e used in this book, although his own definition shoxvs that he meant 
to comprise in his concept also what aboxc lias been called Waiting.®^ 
Rec<ignition of what the term abstinence—in the strict sense—is intended 
to denote is, of course, as old as is the recognition of the role of saxing. A. 
Sniith's p.iisimonx or frugality means nothing else. Practically all the econo¬ 
mists who wrote after 177b deal with it in one xxay or another, though not 
all xxcre ])ieparcd to accord to it everything that A. Smith claimed for it. It 
also cnteied the theoretical schemata of anti savers like Lauderdale and 
Malthus. Ricardo's schema considers waiting rather than abstinence but in 
anx case this schema requires, as our cxpo.sitioii amply shows, a conceptual 
couipleineut of this kind. Actually, howexer, the concept was formally cstab- 
lished bx Read and esi)ccially b\ Scropc. 'Phe latter stands to Senior in this re¬ 
spect in the same ]iosition as did Rac in respect to the postulate about increas¬ 
ing the productixe poxxers of factors by using their product for further produc¬ 
tion. No reflection on Senior’s subjective originality is intended, but it is impor¬ 
tant to note that objcctixely Senior did no more than is implied in bringing 
an existing doctrinal tendency to a head. Propelled by the sponsorship of 
J. S, Mill, Cairncs, and, to some extent, Marshall, abstinence analysis became 
firmly established in h’nglisSh economics, though it was never so popular else¬ 
where. It is not difficult to guess the reason why the spearheads of the attack 

It docs not greatly matter whether wc call thi.s factor a 'primary* or a 'secondary'' 
one. Senior <lid the latter but later tendencies fax’ored the former. 

Senior deiined abstinence as ‘the conduct of a person xvho either abstains from the 
uiquoduetivc use of what he can command, or designedly prefers the production of 
remote to that (»f immediate ies\iUs’ {Outline, p. 58). 'Phe first alone denotes saving or 
conversion of revenue into ca]>ital and is abstinence stricto sensu; the second means 
only rearrangement W'ithin the capital structure and is what wc mean by waiting. Senior 
was evidently aware of the distinction, the validity of w'hich is not impaired by the 
possibility of reducing one to the other by appropriate wording. 
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upon it are to be found in the \\Titiiigs of Marx and Lassalle, who saw noth¬ 
ing but the apologetic possibilities that the word Abstinence suggests. But 
this will be more conveniently dealt with below under the heading of profits. 

(d) /. S. MilVs Fundamental Propositions Respecting Capital. Some addi¬ 
tional points about the ‘classic’ theor\' of capital may be coineniently made, 
and others ma\' be restated by way of comment on the four connected ‘propo¬ 
sitions respecting capital’ that J. S. Mill presented in Chapter of Book i 
of his Principles.^ ^ 

‘The first of these propositions is, 'Hiat industry is limited by capital.* though 
of course industry docs not always work up to this limit. I'otal emploNincnt 
of labor is not so limited, liowevcr, since it also proceeds from ‘revenue.* J. S. 
Mill believed erroneously that ‘industry’s’ being limited b>' capital implies 
that ‘every increase of capital ... is capable of gi\ ing additional emplo\inent 
to industry; and this without any assignable limit’ i ^ :;). Carefulb stated (and 
the ‘capable’ properly emphasi/ed), this can be shown to be true, and the 
use of this proposition against the opinions of Maltluis, Chalmers, and Sis- 
mondi —who asserted that ‘wealth’ is at any time limited not only by pro¬ 
ductive power but also b\* the system’s capacit> to consume—is perfectly 
legitimate. Only it should have been stated as an additional proposition—wc 
might call it the 'rheorem of Hitchlessncss—for it does not follow from in 
dustry’s being limited by capital and. though Mill’s argument against those 
three authors was successful as far as it went, it falls far short of proving 
this theorem. Moreover, the theorem is interesting only if it be made to hold 
for the total of technological plus wage capital. But Mill restricted it to the 
latter so that the pro])Osition he meant to defend amounts only to this: ‘the 
portion \^■hich is destined to their fthc laborers'] maintenance, may (suppos¬ 
ing no alteration in anything elsci be indefinitely increased, without creating 
an impossibilih' of finding them employment’ —which is either trivial or 

3 -* This chapter, though disfigured by slips, inadequacies, and chnnsinesses, is not 
witliout logical beauty. 7 ’hc reader who knows how to mend these shortcomings will 
be impressed by its .symphonic qualities. 

At the end of this chapter’.s section 1, Mill uses this proposition to combat what 
he considered a popular fallacy about the effects of a jnotcctivc tariff. The reader’s 
attention is called to this curious nuxture of truth and error, which exemplifies excel¬ 
lently a situation that occurs so frequently in economic arguments: an incontestable 
truism is u.scd in an inadmissible manner so as to protlucc a result that should be false 
and nevertheless i.s not (wholly; so, because elements of truth extraneous to the logic of 
the argument may be invciked in order to peg it. Unfortunately, considerations of space 
forbid us to explain this fully. Mill was no trickster. But the pa.ssage nevertheless 
exemplifies a weli-kiiown trick, namely, the trick of making some politically relevant 
result follow apparently from an obvious truth so that the political opponent is subtly 
put into a position which it is implied only an absolute fool could take. 

Mill failed to add Barton. 

3 ^ In the same paragraph Mill inadvertently used a nonphysical capital concept 
when be spoke of the other ‘portion’ of c-apital that is fixed in niac;bincr>', building.s. 
and the like. Capital that is fixed in machines instead of consisting in machines cannot 
be capital in the sense of hi.s own definition. 
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false. It is a very interesting question to ask why he should have thus maimed 
a theorem that was certainly not be\ond his range of vision.'**^ The answer 
cannot be that in the short run technological capital is an asscinblage of spe¬ 
cific goods, the kinds and quantities of which constitute data. Kor Mill evi¬ 
dently did not intend to write a treatise on short-run analysis. Rather, the an¬ 
swer seems to be that, while of course he was not unaware of the fact that 
the relation between tcehnologieal and wage capital is variable, he was in¬ 
clined on principle—that is, when arguing matters of fundamental principle— 
to take it for granted, perhaps as tcelinologicalK' fixed, and to neglect the 
substitutability between the two, the nature and importance of whieli, though 
emphasized b\ Barton and Longficld, were liardb clear to him. 'Ihis is why 
he found it so easy (as had Ricardo) to follow the example set by A. Smith 
and to speak of a ^portion of capital’ or of a fund that is ‘destined for the 
maintenance of labour,' that is, to speak of a wage fund. Let us obserse at 
once that one of the most characteristic features of the so-called wage-fund 
theor\', namely, tlie imjjlied assumptioi* or at least suggestion that this fund 
is a sort of datum, thus rests on nothing but primitive technique.'^’* 

W'c take another step toward understanding the wage-fund theory when we 
consider Mill’s ‘second fundamental theorem respecting Capital [which] re¬ 
lates to the source from which it is clerived* and which makes capital ‘the 
result of sa\ing' ( \ 4): capital inciea.scs b\ re\emie’s being converted into it. 
W'c know’ already (see above, ch. 5, sec. 6) that the ‘classic’ schema of eco¬ 
nomic e\ohition was at fault both through oserrating the importance of mere 
increase in the items that eonstitute capital and through oxcrraling the role 
that (voluntary) saving plays in this inciease. Also, the ‘classics,’ in their anx¬ 
iety to emphasize the fundamental meanings of economic mechanisms, were 
given to drawing together much loo closely decisions to save aT\d decisions to 
invest. These decisions, though never quite identified,**’ tended to shade off 
into each other to the exclusion of all that may intervene between them,^^ 

3 **'I’his theorem slioiilcl read that on the long run trend (that is to say. ncglcxtiiig 
the effect of temporal)' disturbances) there are ikj assigiiabk' limits to invcstnient oppor 
tunity at approjniately falling rates of interest, except possibly, institutional ones. 
Lauderdale, Malthus, Storch, and others denied this, but Mill, of course, accepted it, 
and there was no good reason for him not t(» put it in so many words, especially since 
it had already been staled by James Mill. 

It is not true, however, that Mill’s refutation of Malthus’ argument depends upon 
this or on any other part of the w'agc fund doctrine, as Lord Keviies seems to have 
believed (General Theory, p. ?64). 

W’hat they may indeed be said to have identified is (the schedule of) .savings and 
(the schedule of) loanable funds: what was saved was r/r.so facia made available for real 
investment either in the saver’s business or in someone clse's cxrcjjt in times of deep 
depression; and for them there was no other soiuec of loanable funds except saving— 
the money created by Ixink cralit never being taken into account when fundamental 
principles were nndcr discussion. 

Maltlin.s, on tins point, fully shared the prevailing vicw^ See. c.g.. his turn of 
phrase: ‘parsimony or [my italics] the conversion of revenue into capital . . .' (Prin¬ 
ciples, p. 36911.). 



642 III: FROM 1790 TO 1870 

SO that saving unconditionally enriches and spending unconditionally impov¬ 
erishes both individuals and nations. Like Say, Mill reasserted all this; in 
other words, he reasserted—with added emphasis even—the Turgot-Smith 
theor\' of capital formation. 

But then how was it that he was able to hold (as he evidcntl> did)—also 
in conformity with dominant tradition—that sa\ing, and sa\ing alone, in¬ 
variably increases not total capital only but also \\agc capital, the wage fund, 
‘without assignable limit’? No difficult}' arises iiiimediateK, because the fixed 
capital, to the production of which the labor is assigned that is comi)ensated 
from the new addition to sa\ings, must be first produced. IVovided that acts 
of investment follow sufficiently closely upon the decision to save, it is in¬ 
deed true, at that first turn of the wheel, that demand for producti\e serxices 
—and let us grant their reduction to labor serxices onlx—is imniediatelx' in¬ 
creased to the full amount of the nexv addition to savings. 'That is, the xvage 
fund is increased so as to gixe, to this amount, ‘to labour either additional 
employment, or [an increase in xxage rates, amounting to] additional rcnuiuer- 
ation,’ xvhich means either a larger aggregate j)r()duce, if the laborers in 
question have been unemployed bcfc^rc, or a larger share of labor in the same 
‘aggregate produce,* if they liaxc to be draxxn from other einj)]ox incuts. But. 
so far as nexv technological capital results from this cmploxinent, things max 
obviou.sly look very different xvhen all the adiiistnieiits haxc taken ])lace. W’e 
may be faced by a different ‘organic composition of capital,’ possibly even an 
absolute decrease in the xariablc capital or xxage fund. -Xgain, neglecting the 
possibility that Mill xxas thinking of short run effects onlx , xve once more fall 
back upon the explanation offered before: like all the ‘classical* leaders, he 
took the relation bctxxcen technological and wage capital as a datum, so that 
in the final result saving xxcnild incTca.se both of them in the same proportion. 
If this xvcrc so,^^ then and only then could xxc speak of a xxage fund in anx 
sense other than that the sum total of xxage incomes is uniquely determined 
under the same conditions as is any other economic quantit>% for cxamjde. 
the sum total ‘destined’ for the purchase of motor cars. Replacement of xxork- 
ers by machinery was, of course, not oxerlooked. But it was treated, except 

This niu.st, lipxxcvcr, be taken cum graiin salts. Mill admits freely (J 21 that many 
persons are maintained from capital (not from the return to capital > who juoduee 
nothing and that there is such a thing as unproductive (:onsuinptit>ii by productive 
workers. If saving provides capital that goes into unproductive crmsiimption. it tannot 
be held, without qualification, that it ‘enriches' society or, for that matter, that it is all 
but synonymous with expenditure on maintaining and aiding productive labor. 

^3 W^hich on Mill's own shoxving xvoiild in general mean unproductive cinidoymcnt 
of part of the new' savings; see preceding footnote. 

** Strictly it can never be so. For .savings, other things being equal, must affect the 
rate of interest and the rate of interest must affect tlie rate of turnover of capital, i.e., 
the relation of technological capital and xxage fund, as well as the .structure of the 
former, rare cases excepted in which rates of turnover are actually nniqtiely determined 
by technological necessity such as that of the period that must elapse between sowing 
and harvesting. 
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by Marx, as a special ease that belonged in a separate compartment and was 
never organically assimilated by the body of theory. And then and only then— 
that is, b} virtue of a hypothesis forced upon the ‘classics* by the priiniti\ity 
of their technique—it d(ies become true that ‘demand for labor,* meaning 
demand for ‘productive’ labor as distinguished from labor paid out of revenue, 
or the means destined for the maintenanee of such labor, given a certain 
le\el of social produetix it>, can increase and decrease only tlirough saving and 
dissa\'ing,‘"’ which in fact become synonymous with ‘destining’ more or less 
means for this purpose. Or, to put it differently, the wage fund is a fund or 
aggregate sui generis because its size and variations arc determined by a proxi¬ 
mate cause sui generis, namely, past and present savings; everything else acts 
upon it only through the rate of saving. 

Of (•ourse, tlie ‘elassits’ \v(»nl<l not have denied that the rate of savings itself and 
thciefore total wage paynunts are determined by many factors, sniiie of which arc in 
turn reaited ni-um by tlie rate of savings. Jii addition, they would not have denied 
that the kinds and quantities of wage gooils the workmen actually net depend upon 
mans othei uKumstances that are not uniquely determined by the rate of savings. 
Hut they would have replied that those factors, such as the rate of profit, act upon 
the wage fund onl> at one leinove, so tliat their doctrine was formally still valid; and 
that the tmunistances that dti directly affect what goods the workmen get. such as 
the level of sinial j^rodnetivity, were simidy taken as given. 'I'he reader will obsen’e. 
however, tliat this means little more than teasing tlie ojiponent. It is. of course, al 
ways possible to say: ‘given .\. B, C . . . , then Y depends upon X*—the practice 
revivet] hy Keynesian economics and dublicd ‘implicit reasoning' by Professor Leoiitief. 
SmiplifKation may amount to caricature. Caricature may be ideologically biased, though 
there is no reason to sirspect tliis in Mill's case. 

Mill’s third proposition need not detain us. It is to the effect that saving 
docs mU decrease consumption. Here again Mill upholds the Turgot-Smith 
tradition; in fact he docs so with increased cmidiasis: the saver saves and 
hands tner what he would have con.sunicd or its equivalent to some productive 
worker .so that what is sined is spent on consumers’ goods * quite as rapidly* 
[my italics; Smith went slightly less far. J. A. S.] as what is not saved.^*^ But 
Mill’s ‘fourth fiindaincntal theorem respecting Capital’ does call for comment. 
It runs: ‘Demand for commodities is not demand for labour* (]( 9). Let us 
first di.scard a surface meaning that might be attributed to this proposition. 
Of course, the derived demand for labor that may be said to be implied in 
the demand for a cominodih- is never demand for labor alone, whereas the 
demand for personal scr\'iccs is. But this is not what Mill meant. What he did 
mean is enshrined in a confused and embarrassed discussion that has puzzled 

1 do not again repeat the other assumptions that have to be made which have 
been indicated already. 

It cannot be emphasized too often that unrealistic neglect of intermediate steps is 
all that can K* charged against this theor>\ At worst, it may be wrong. But it does not 
involve any logical mistake as sonic Bohin-fiawerkian.s seem to have believed. Of course, 
not eveiy act of saving needs to issue in a net increase of technological capital. 
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followers not less than opponents. For brevity I shall simply state what I 
conceive to be the core of the matter. 

The industrial employer's demand for labor no doubt deri\es from the ex¬ 
pected demand of consumers for the commodities that arc being produced. 
On a high level of abstiaction. on which only fundamental meanings count, 
it is perfectly proper to emphasize this nexus before any other. Ihis con¬ 
forms not only to the view that was naturally taken b>' the theorists of the 
last decades of the nineteenth century—particularl>' by those who emphasized 
'iinputatiorr—but also to the \iew of the economists of that iieriod, such as 
Say, who taught the doctrine that, ultimately, production and distribution 
reduce to an exchange of ser\ices. There is no great harm, from this stand¬ 
point in using such turns of phrase as that demand for commodities is de¬ 
mand for labor (and other productixe serxices) or. as Ilerinann put it. that 
the true wage fund or source of wage pa>'ments is consumers' income. Rut 
the reasoning should ncx er ha\ c been used—as it has been—for an attack upon 
Mill’s position. 

For on a lower level of abstraction, tlie fact should be taken into account 
that the corisuincr’s pax incut for a coininodity does not in gcneial ])ay for the 
labor that entered into the latter's production. At most, the consumer’s pay¬ 
ment enables the inaiuifactiirer to replenish his capital, normally with an ad 
dition. For this actually to come about, a distinct decision must intervene in 
the process, namely, the manufacturer's decision to sa\e or at least not to 
dissave. It is this decision—and it should ncjt be taken for granted—which 
may be said to 'benefit' labor at the next turn of the wheel and not simply 
the consumer’s decision to buy. So far. then, we ha\e before us a piece of 
sequence analysis, that is, an analysis of successive steps in a process that is 
kept continuously running, at an increasing, decreasing, or constant rate, only 
by a sequence of appropriate decisions. 

There is something else, however. If we do assume that consumers’ savings 
are being turned into labor-employing capital prornptlv, it follows, as we 
know', that the labor interest would be further benefited, and demand for labor 
increased, if income receixers also saxed, instead of bux ing consumers* goods. 
For, barring the disturbances that result from the necessity of industry’s chang¬ 
ing over from the production of goods consumed bv capitalists and landlords 
to the production of wage goods, thi.s would, on the one liand, increase the 
amount ‘destined’ for the maintenance of productixe labor and, on the other 
hand, cause no deficiency of demand for products. \Vc may, then, imagine 
the saving to take place by the income receiver’s handing oxer to productixe 
workers goods instead of money: the goods will then be produced and find 
purchasers as before, and the working class xvould, in addition, receive part 
of the saxcr’s income goods. If instead of saxing, the income receiver had 
merely shifted his consumer’s demand from commodities to personal services, 
this addition xvould last so long as he continues this practice. But if the in¬ 
come receixer saves, this addition will last until he decides to dissaxc to a 
corresponding amount. Tlicre is nothing ununderstandahic or illogical in all 
this. The usefulness or realism of this model is, of course, another question, 
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but it should not be forgotten that, even if we vote that the argument of this 
paragraph is inadmissible, the argument of the preceding paragraph still stands. 

6 . The Disi ributiv i: Shares 

From Section 5, Chapter ^ we know that there was indeed a large group 
of writers who, partly anticipating the dominant tendency of the next period, 
conceived the j^roblcins of income forniaticm as problems in the c\aluation 
or pricing of prodiicti\e ser\ ices—thus unih ing the phenomena of value, cost 
(production), and distribution. But we also know that this view, though to 
some extent sponsored by A. Smith and reasserted by ]. S. Mill, was not gen¬ 
erally accepted and that c\cn those IVeneh, German, and Italian economists 
who did more or less aece])t it—^and e\cii Sa>' himself or Ferrara—did not go 
through with the program that this view implied. For the rest. Professor 
Caiman * was right in stating that distribution remained a semi-independent 
department of economic analysis; and that what people meant by Thcors’ of 
I")istributi()n, espccialK in Fiigland, was a compound of separate theories of 
profits, rent, and wages, each of which was based on a distinct principle of 
its own.- \\\ adoj^t the same sc;hcm:i for the following sur\ey. 

(a I Profits. B\ this term, the ‘classics* simply meant the sum total of the 
gains of the business class, the theoretical t>pe of which, with the Ricardians, 
was lilt farmei.^ 'Ihe analxlie woik on these profits during the stretch of time 
that was lH>imded b\ the books of A. Smith and J. S. Mill did much to clarify 
issues and to la> the bases of later analysis, though it can hardly be described 
as either brilliant or j)ri»foimd. W'e shall ]ook at it from two points of view, 
which we iesj)ecti\ely denote as the entrepreneurial and the interest point of 
view*. 

W’e ha\e .seen in tlie preceding chapter both that some progress was made 
in the anah sis of the entrcpreneui's function in the capitalist process—prog¬ 
ress ehiefls due to Sa>—and that, for the time being, this progress did not 
go \cr> far. One thing, howewer, did come of it; exonomic theory acquired at 
least a fouith agent, the agent that hires or ‘combines’ the others and this 
could ha\c led—more tluin it actualU did lead—to a clearer perception of the 
role of the ‘capitalist,’ who might ha\e been ousted from his position in the 
center of capitalist industry and put into a more appropriate place among the 

* Theories of Production and Distribution, 5rd ed., p. 1S8. Cannan's detailed discus- 
sion of the leading English writers* analyses of distribution is again recommended, both 
for study on its own account and for comparison with the argument of this book. 

^ Such statements are never quite true and must be taken cum grano salis. Neverthe¬ 
less, in this statement, truth greatly prevails over error, so far as England is concerned. 

* This may seem surprising. But it is really natural enough since the farmer’s case dis¬ 
plays the three divisions of national income and the ‘icntless margin* better than does 
any other. Also it must be borne in mind that for West and Ricardo the farm held a 
key position, owing to the relation of marginal cost of food to wages and hence to 
profit. 
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owners of factors that are being hired.* Though neither Ricardo nor Senior 
followed suit, vve have in J. S. hlill's Princifiles a fair presentation of the point 
of view that the profession at large actually reached in the jicriod. His anal¬ 
ysis of business incomes in particular became the standard, in all countries, 
for more than half a century to come. ^Flie businessman recei\ed, first, what 
Marshall was to call \\"agcs of Management, the imix)rtancc of which was 
underlined by ^■on Mangoldt*s notion of Rent of .\bilit\', the germ of which 
is already to be found in Mill. He further received a premium for risk-bearing; 
nobody that I know of took the trouble to investigate why this item should be 
ncccssaril) positive. Cantillon’s ‘buying productive services at certain prices 
in order to produce a product whose price is not certain’ did not, however, 
come quite into its own until the publication of Professor Knight’s work,-’ 
that is, not within the period. "ITiird. the businessman received interest on 
the owned part of the capital be emploved. Hut it should be observed that, oc- 
casionallv. both Ricardo and Marx recognized a fourth hj^c of return, of an 
essentially temporary nature, that accrues to the busiuessinan, namely, the 
return he derives for a time from the first introduction into the economic 
process of a novel improvement such as a new machine.’’ ITiev thus discovered 
a special case of what is rcalK' the most tvpical of all entrcpieneurial gains. 

Mill made nothing of the latter item. His an.ilysis strongly suggests that, 
like everybody else and in spite of his enqdiasis upon the wages of manage 
ment, he looked upon interest as the most important element in the total net 
receipts of the business class. Now, this interest was not a monetary jrhe 
nornenon. So far as the ‘classics/ within the irrecincts of fundamental anal 
ysis, spoke of monetary interest at all, they did not mean a return on money 
loans per sc, as did the scholastic writers and as do some of us, but only a 
monctars' expression for a return on phvsical caiiital that, moreover, was ex¬ 
pressed in terms of money solely for the sake of convenience.' Actuallv, as wc 

* I must, however, not be understood to mean that I consider this place as the idcallv 
correct one. 

5 F. H. Kniqht, Risky Uncertainty and Profit (1921}. But vmi Thiinen was in full 
possession of the principle involved. 

* See. e.g., Ricardo's Chapter 31 Tin Machinery ffirst page;. Both he and Marx not 
only recognized the existence of this gain but made it an essential iKirt of their analytic; 
structure. With Marx it is particularly clear that it was indispensjible for him Ixicatisc 
it motivated the process of mechani/atioii which, as he saw, docs not benefit the 
‘capitalist’ class permanently. 

7 1 use this opportunity to clarify a point that has given rise to a criticism of ‘classic ’ 
theory' that is only in part justified. Many writers of that and even a later time spoke 
glibly of wages per hour, rent per acre, and jnofit per cent as if these were comparable 
magnitudes. It is quite true that, in very many cases, this practice indicates Iiazincss of 
thinking, to say the least. But it is not always true. Ricardo in particular expressed his 
real (or absolute labor quantity) values in terms f)f a money that also embodied a con 
stant quantity of labor and vs'as invariant in this Ricardian value. Capital goods embody 
ing 100 labor days were therefore capable of yielding, say, ‘5 per cent’—since this only 
means that they were capable of yielding a net product embodying % labor days—without 
reference to any discounting process. 'Hiat is to say, this phrase was really quite 
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know, tlicir capital was goods. 'J*hc biisincssiriaii's profits were, in siibstanec, 
‘profits of stock,’ net returns on a stock of cajjital goods, all of them or some 
of them. And interest, being simply that part of a business’s net receipts which 
its ownermanager hands over to a lender whom he saves the trouble and risk 
of doing business, also remained a (pure) ‘profit of stock.’ 'lliis is so with 
all the economists (jf that period—Marx not less than Say—and with nearly 
all of the next period. The point of view is important. A great part of our 
picture of the capitalist process hinges upon it. Let us therefore make sure 
of its implications. 

In the first place, since pure interest, if we neglect the interest on con¬ 
sumers’ loans, was nothing but the bulk of business profits, the fundamental 
problem was the explanation of those business profits: there was no separate 
prijblem of interest at all. With the possible e.vccption of Senior’s abstinence 
theoiA — to be discussed presenth—all the theories of interest throughout the 
ninetci ntli centuiy are based upon acceptance of this view, including Ri- 
caido's. .Marx’s, and later on, Bdhm-liawerk's. 'Ibis was one of the results of 
the Jiabit of identif\ ing the roles of the industrialist and the capitalist, which 
subtb innuenced the thought e\en of those who occasioiialb recognized the 
essential difference between them, and is the cornerstone of that period's 
theor\ of distribution. 

In the second i)lacc, since business profit itself was conceived as being, es¬ 
sentially, a letnrn on capital goods, it followed that interest was identical with 
(not determined byj the net >ield of capital goods, ibe first to state this 
theoiA explicith, so far as I know, was Nicholas Barbon. Sanctioned by A. 
Smith, it prc\ailed throughout the nineteenth centuiy. Of course, it was par¬ 
ticularly agreeable to the adherents of the triad .schema—though, in a particu¬ 
lar form, we also find it in Marx. Barbon had already attempted to explain 
interest b\ analog} with the rent of land.^ Adherents of the triad schema 
would ha\e had no difficulty in going a step farther and in extending the anal¬ 
og} to wages, thus rounding off their triad of factors by a triad of incomes, 'riic 
first to show definitixely that the yield of capital goods, whatever else it may 
be, is not interest was Irving Fisher.** 

(b) Marxs E\pU)iiatioii Theory of Interest. Having removed any danger of 
confusion, we shall henceforth use the term interest for (the bulk of) what 
Smith, Ricardo, Senior, and Marx called profit. And haxing put the problem 

annlogoiis to tlic wages ]Kr hour or the rent per acre and no circular rca.soning was 
involved in it: the 100 labor days were an ‘objective’ quantity like the bud; and it is 
only because ‘interest per cent’ with us refers to a capital value of a different kind— 
namely, to a capital value that is derived from the returns—tliat critics objected to 
Ricardo's language. 

** This line of thought, later on, bore interesting fruit in Marshall’s quasi-rent. But 
the latter concept really points in the opposite direction: its emergence was one of the 
earliest signs of dawAiing recognition of the fact that yield of capital goods per se is 
not interest and should be distinguished from it. 

^ Rate of Interest (1907); sec below, Part iv, chs. 5 and 6, where this argument will 
be taken up again. For the moment the pointer above must suffice. 
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of interest in its proper setting within the analytic thought of that period, 
we can now make short work of the solutions offered and of the related 
‘proofs’ of the vSccular tendency of the rate of interest to fall. 

The reader will realize, of course, that the doctrinal tendency we have 
traced to Barboii—that is, the tendency to identify interest with the net 
yield of capital goods—docs not in itself furnish a solution of the prolilcin 
of the nature of interest or a definite answer to the question what it is that 
interest is paid for. For that net >ield itself needs explanation. But the ecoiu)- 
mists of the period under survey were slow to realize this. Ha\ing lost contact 
with the thought of the scholastic doctors. the> were at first inclined to take 
the solution of this problem for granted and to be content with the vaguest 
ideas about it. 'J'hus. A. Smith may be credited with two different ‘theories’ 
of interest, and Ricardo, as wc shall see, with three or even four. But it is 
more realistic to say that they had no definite theory at all. 'They simply did 
not W'orr\- about the matter. After all, one of the methods of dealing with a 
problem—and not always the worst one—is to ignore it. 'I'he first to reeogni/.e 
its existence—if wc except Turgot—was I.aiKlerdale; and the second was 
James Mill. I he elements of a genuine theory of interest—true or false—were 
then contributed by Longficld. Rae. Scropc, and 'I hiinen, none of whom made 
much of a hit at the time. The man who did was Senior. But before follow¬ 
ing up developments on the Barbon line, wc shall deal with the I'..\ploitation 
Tlieory. 

Tlic essential thing to understand ab(»ut the exploitation theory of interest 
is that it is a rationalization of the age-old slogan that expiesses the feeling of 
manual laborers and philosophers about the upjKT strata’s living on the fruits 
of manual labor, 'fhe social psychology of this and the question when ami 
why this became synonymous with exploitiw^ manual labor cannot be ana¬ 
lyzed here: it must be enough for us to realize the i)rescnce of this problem 
and to recall that this idea entered the Wealth of Satious through the phi- 
lo.sophy of natural law. 'riicrc it took the form of the proposition that rent and 
interest are deductions from a total produce that, in its entirety, should be 
considered as the produce of manual labor. In this sense, A. Smith gaye a 
lead for the numerous writers who were to work out exploitation theories of 
one kind or another. More important for us, however, is the fact that turns 
of phrase, suggestive of the idea that the relation between industrial employ¬ 
ers and their workmen necessarily involved exploitation, occur quite fre¬ 
quently in the literature of that time even outside of its specifically laborist or 
socialist branch. Thc.se turns of phrase derived quite naturally from the view 

It is essential to keep this notion strictly separate from the general observation or 
impression that labor ver>' often got a raw deal that shocked moral feelings, or from 
the still more obvious observation that the masses lived in niiscr>* whereas other people 
rolled in wealth that shocked humanitarian sentiment. All this, of course, created an 
atmosphere favorable to the reception of exploitation theories but forms no part of 
these theories; for these it is essential that the wage contract implies exploitation; it is 
not enough that it is—often or always —associated with exploitation or, simply, with a 
low' standard of living of the wage earner. 
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of the function of the industrial employer as described by A. Smith. The in¬ 
dustrial employer, being siinpl> a capitalist who furnished the workers with 
tools, materials, and means of subsisleuee and for the rest did very little, 
received these ‘advances’ back with a profit that was evidently part of the 
result of the workers’ ‘industry.’ 'i’his highly unrealistic picture of the role of 
labor we find, for example, in Mrs. Jane Marcct’s ConverHativus on Political 
Economy (1816), and it is conveyed by Ricardo’s naive sentence: . . the 

capitalist begins his operations by liaving food and necessaries in his ptisses- 
sion of the value of ii;5,ooo . . . : at the end of the year’ the workmen 
‘replace in his possession food and necessaries of the value of 5.15,000’ (eh. 
^1). Not more than this was necessary for the Ricardian socialists to take the 
hint; and not more than this is necessary for us to trace Marx’s exploitation 
theory—the particular form, that is, which Marx ga\e to the exploitation idea 
—to his study of Ricardo.'^ 'I’his i.s not to deny the iiossibilih' that he may 
also have derived inspiration from the Ricardian socialists, especially from W. 
'riiompson. Besides, there were plenh- of other forerunners, for example, Sis- 
mondi. But Ricardo’s suggestion, together with his theory of value, would 
liave sufficed. 

Marx’s exploitation theory may be put like this. Labor (the ‘labor power’ 
of the woikman, not his .services) is in capitalist society a commodih . There¬ 
fore. its value is equal to the number of labor hours which arc embodied 
ill it. How many labor hours are embodied in the laborer? \\’cll, the sociallv 
necessary’ amount of labor hours it takes to rear, train, feed, house him, and 
so on. Suppose that this labor quantity, referred to the labor davs of his active 
span of life, figures out at four hours per day. But the ‘capitalist’ who bought 
his ‘labor power’—Marx did not go quite .so far as to say that the ‘capitalist’ 
buy.s laborers as he could buy shares, though this is the iini)lication—makes 
him work six hours a day. Lour of these six being enough to replace the value 
of all the goods that went to the laborer, or the variable capital advanced to 
him (\), the two additional hours produce Surplus \^aluc (.sj, the Meliruert. 
For these two hours the ‘capitali,st’ has not given any compensation. They 
constitute ‘unpaid labor.* I’o the extent that the laborer works hours that are 
unpaid in this sense, he is exploited at the rate s v. I his rate of surplus value is 
not, of course, the rate of interest. The latter equals the ratio between surplus 

value and total (constant plus variable) capital, that is, —~ . If wc suppose 

c -f >' 

that s/y is equal for all sectors of the economy and all firms—that is to say, 

Tills defines the sense in which an exploitation theory of intcrest may be attributed 
to Ricardo. Let me recall the three other interest theories that may be attributed to 
him, which have been mentioned already and will be mentioned again (suhsec. c. below); 
the abstinence thcorv': the residual theory; and. possibly, even a productivity theory: 
V'. Edelbcrg (‘The Ricardian Theory' of Profits.’ F.cojwmica, makes Ricardo a 

productivity theorist, who would have had nothing to learn from \\’ickscll. Perhaps 
he is right. In a sense, Newton had nothing to learn from Einstein. But to .say so 
would not make for a realistic history of mechanics. 

Strictly we ought to say: its equilibrium value under perfect competition. 
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that all workmen are equally exploited—^and further suppose that the rate of 
interest, inust also be equal for all concerns, we run up against the 

difficult}' that has been mentioned already, namely, the necessiK of redistrib¬ 
uting the total surplus among firms in such a way as to make equal 

for all. But in order to avoid going over this ground again, we merely note 
here that this difficulty constitutes a possible objection to the Marxist t>]K‘ 
of exploitation theory.^® For the rest we assuznc tliat this difficulty docs not 


prevent us from accepting the ratio - - ^ as the expression of the Marxist 

rate of interest when we interpret s, c\ and v simply as national aggregates, 
the values of \^hich arc proportional to their ‘pi ices,’ though \\v know that 
this docs not hold for the indh idual commodities. 

W’^c may then interpret Marx’s exploitation thcor\ as an application of his 
thcor\' of \ahic to labor: according to it, labor recedes not less than its full 
value and consumers do not pay more for the products than ihcir full value.* * 
Therefore, it is exposed not only to all the general objections that iiia\ be 
raised against Marx’s labor-quantity theor> of \alue but also to the special 
objection that may be raised to its appheatiem to ‘labor power.’ 1 or sr) far 
as the labor-quantity theor\ of \aluc is valid at all. it is valid onb !>>• virtue 
of rational cost calculation: only economically applied (socially necessary) 
labor quantities create value. But evidently human beings are not produced, 
according to the rules of capitalist rationality, with a \iew to cost-covering 
returns. The situation of the exploitation theors' could be improved somewliat 
by inserting into it the Malthusian law in a very strict form or by sonic other 
contrivance that would keep wages on a level of the cost f)f bare subsistence. 
This was done by l,assallc (iron law of wages, hi iTairain, chcrtwft Lohn- 
gesetz). But Marx, wisely pcrliaps, refused to do this. Malthiis’ law of popu¬ 
lation n-as anathema to him; moreover he reer^gnized both cselical increases 
of wage rates besond the value of labor and a tendency, of longer span, for 
the degree of exploitation to fall through reduction in daily hours brought 
about by trade-union action, legislation, and so on, Tims he reduced his 
exploitation to the rank of an ‘absolute law’—an abstract tendency—that need 


The nature of this objection will become clear when we consider Marx’s relation 
to the abstinence theor>’. 

This feature constitutes a claim to superiority of Marxist exploitation as against 
all other attempts to rationali/.c this meaningless phra.se. All the others (this docs not 
apply to the meanings attached to that phrase in our own time by Professor Pigon and 
Mrs. Robinson) must rely on laborers' being somehow cheated or robbed, cither as 
participants in production or as consumers, and then the>' have a hard time trying to 
prove why this should be so always and necessarily- But there is no cheating or robbing 
involved in Marx’s theor>'. The exploitation there results, irrespective of anyone's mis 
behavior, from the vcr>' logic of the capitalist law of value, and therefore is ingrained 
in the s>'stcm much more irradicahly than any other exploitation theory can show it 
to be. 
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not prevail in real life. Another objection, however, is less serious than it 
seems. According to Marx, surplus value is a costless gain of the capitalist. 
Moreover it is not defined as an intramarginal gain, like Ricardian rent. It 
might be thought that such a gain would induce individual capitalists— 
whose individual contrilnitions to the total output of their industries is too 
small to influence prices—to expand output until the surplus falls to zero. 
This conclusion is indeed inescapable .so long as we keep to the scliema of 
a statioium- piocess; such a jjrocess could not be in equilibrium until the 
surplus is eliminated. But we may xsave the situation by taking account of 
the fact that Marx thought primarily of an e\olutionar\' process in which the 
surplus, though it has a tendency to vanish at any given time, is being in¬ 
cessantly recreated.^' Or else we might drop the assumption of perfect compe¬ 
tition though the surplus we may salvage in this way will be quite different 
from Marx’s. W ithout going further into the matter,^*’* we turn to Marx’s 
exjdanation of the 'reiuiency of the Rate of Profit to Fall, in which both 
Marx himself and some of his followers took great pride. 

If we do grant, first, that there is such a tendency and, second, that Marx’s 
thcor> of surplus \ahie is all right, then this pride was not unjustified. Few, 
if any, experiences of an anabst arc more gratifying than is the discovery 
that a theory (sa>, gravitation) will explain a fact (say, the tides) which the 
author of the theory had not had in mind in constructing this theory. 

(c) Marx, West, and Ricardo on the Falling Rate of Profit, 'llic first re¬ 
mark to be made applies not only to Marx, W^est, and Ricardo but to all 
the economists who busied themselves in finding an explanation for the secu¬ 
lar fall in the rate of interest: it never occurred to any of them to ask whether 
there was such a secular fall. 'I'hcy simply took it for granted and, in doing so, 
displayed an almost unbelievaldc degree of scientific carelessness. For the 
only thing that is so obvious is that medieval princes promised their creditors 
So per cent and more, whereas in iSoo govemments were thought to be pav¬ 
ing a high rate if they paid about 5 per cent and in iqoo when they paid 
3 IKT cent—and similarly, of course, businessmen. But this was due, obviously, 
to the very high premium of risk that attached to loans to princes who, 
niostlv', did not even repay the capital; to the primitive organization of money 
markets; and to the anticipation of inflation. Where none of these factors 
was present—for example, in the Netherlands in the .second half of the seven¬ 
teenth century—interest was not obviously higher than it was under similar 
conditions two hundred years later. Since it was the rate of pure interest, the 

An analogous argiiincnt finin the incessant displacement of labor in the process 
of accninulation may serve, instead of the Malthusian law of population, to motivate a 
tendency in usages to seek the level indicated by the Marxist ‘value of labor.’ This, too. 
would not work in the process of .simple reproduction, but it could be inserted on the 
consideration nicntioncil above. 

Marx’s economic theory did not attract attention and come in for professional 
criticism l>cforc the next period, when a critical Marx literature developed. The most 
important performances, especially Buhni-Bawerk’s criticism, are mentioned by P. M. 
Sweezy, op. cit. 
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fall of which \ras to be explained, and not the conditions that produced 
greater or smaller premia of risk or other costs of borrowing, those economists 
would have been better ad\ised if they had bestowed some trouble on finding 
out what there really was to explain. 

Second, Marx’s explanation rested on two j^ropositions. The one was that, 
in the course of economic development, the Marxist \aluc of constant capital 
increases faster than docs the Nfarxist value of xariable capital because pro¬ 
duction becomes increasingly mechanized. I'lic other was that only variable 
capital (wage capital) produces surplus value whereas constant capital, as we 
have said before, only transniits its own value '• to the piodiiet. Accepting, 
for the sake of argument, both these projjositions and further assuming that 
the rate of surplus value remains constant and that the Marxist \alue of cai^i- 
tal goods docs not fall, we ha\'e no difficulty in reaching the conclusion that 

C 

-must fall (Das KabitaL vol. in, eh. 1 i). Objections that were raised 

c-f V 

against this conclusion by Marxists cither arose from failure to take account 
of all these restrictions or else from unwillingness to admit their realism. In 
fact, we have here another ‘a])solutc law’ and. if we look at all that these re¬ 
strictions exclude,’'* we may well sympathize with those disciples of Marx who 
feel that. c\cn from the standpoint of the Marxist theories of value and ex¬ 
ploitation, no great confidence can be placed in this abstract tendency. Hut, 
within the general framewoik of Marx’s theoretical system and the additional 
assumptions indicated above, it is not logically wrong. 

Tliird, though emphasizing the abstractness of his law. Marx trusted it suf- 
ficicntly to make it the 'barrier,’ inherent in capitalist production, that will 
eventually prevent the capitalist process from going on beyond a certain limit 
—which is not indeed the whole of the Breakdown 'I'hcory but an important 
element of it. 

By way of contrast I shall now present the W’est-Ricardian explanation of 
tlic historical fall in the rate of interest that, like everyone else, they took to 
be an indisputable fact. It links up with what may be described as Ricardo’s 
second theory of interest. We hare seen abo\c that Ricardo’s theoretical set-up 
really makes 'profit* a residual and simply equates it to what remains to the 
farmer on rcntless land when he has paid his laborers. The origin of this way 
of viewing ‘profit’ is obviously in the practical businessman’s mode of think- 

It sliouki not be forgotten, however, that the value of constant capital includes 
surplus value. 

Marx Sfjoke of ‘counteracting forces’ that ‘inhibit and annul’ the operation of his 
absolute law. 'rhe list of these could have been copied from J. S. Mill (coiintcrncting 
circiinistancc.s, Book iv, eh. 4, J 5), whose ‘tendency of profits to a ininiinnnr w'as in 
similar ease. It should be observed, however, that tlie latter phra.se permits an inter¬ 
pretation tliat brings the falling rate of profits more definitely w'ithin the range of the 
theorist than, in the nature of things, it is possible to bring any historical tendency: 
within a given setting fincluding a given technological horizon), it can in fact be proved 
that the rate of interest tends to the minimum—and the wage rate to the maximum-— 
that is compatible with that setting and its given investment opportunities. 
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ing as reflected in his profit-aiid-loss account (income statement): his profit 
is 'what is left'—the item that balances his account. Since, on the rentless 
margin of jiroduction, the whole of the net product, measured in ‘labor em¬ 
bodied/ is di\idcd between labor and capital, both shares also measured in 
‘labor embodied,' and since labor's share is explained separately, we easily get 
the two propositions which are, when this point has been reached, really not 
more than trivial.-*^ 'I'hc one is that ‘profits depend upon wages'—what else 
could they depend upon in this schema? 'Jhc other is that, under the in¬ 
fluence of increase in population and of the law of decreasing returns on 
land, more and more labor has to be embodied in each additional unit of 
food and that the value of labor's share must rise—though the per capita 
;mu)unt of wage goods need not rise or may cncii decrease somewhat—leaving 
less and less rahte for capital. This and nothing else, as West and after him 
Ricardo laborioiish explained, accounts for the phenomenon that w'C arc sup¬ 
posed to obser\e in the guise of the falling rate of interest. But there was no 
need for elaboration, b'or according to this wonderful theory, it is logically 

Observe liow neatly this fits the Marxist seheiiia: all that we need to obtain the 
latter is to measure, in addition to labor’s share, also labor itself (the labor power, that 
is) in ‘labor embodied.* i here is in faet no incompatibility between what w'e call 
Ricardo’s first and second theories of interest: in bolli, the amount and rate of profit 
are determined by (the ‘real’ value of i wages. This follows from the set up discussed 
above, after elimination of total output and of rent. The notion of exploitation (no 
matter whether we call it so or not) simply adds a particular interinetation. But this 
seems no longer to be so if we attribute to Ricardo an abstinence theor\' (the same 
would hold for a productivity theory, which we do not attribute to him, however). In 
order not to have to return to this point, which is not without theoretical interest, I 
^hall settle the matter in this footnote. Wc have then ‘profit' determined by ‘wages' 
iin general, uniquely). If thereupon we declare, as Ricardo did, that the same profits 
are a ‘just eonipcn.sation' (i.e., obviou.sly, a price) of wailing, his system seems to become 
overdetennined: a quantity that is determined already is being subject to an additional 
condition. This, however, is so only in this system and need not be so in a wider system 
that may be behind the former. 'I’he reader .should always be careful to scrutinize argu* 
ments from overdcterminatencss of a system (which are today .so j^opular) before he 
accepts them. Suppose ‘wages’ have determined ‘profit’ at a certain figure, h'urther sup¬ 
pose that this figure docs not ‘justly compensate* the ‘capitalists’ for their waiting. If 
this state of things is not expected to mend, the ‘capitalists’ will reduce their invest¬ 
ment (within that schema, they have no opportunity of doing anything else). Capital or 
at least variable capital, the wage fund, will accordingly be reduced. And, through a 
scries of rearrangements throughout the system that play ‘at one rcmo\e’ or ‘behind the 
scenes*—I leave it to the reader to cany this out—we arrive eventually at a situation 
in which wages still ‘determine’ profit but at a level that will satish' the ‘capitalist.' 
I''rom this, the reader may also learn an important lesson as regards the meaning of 
the phrase ‘determined by*—a lesson wdiich it is indispensable to learn if he is ever to 
understand economic theory and its tricks and some of its critics and their tricks. 

And an excellent example they are of that Art of 'Friviality that, intimately con¬ 
nected with the Ricardian Vice, leads the victim, step by step, into a situation where 
he has got either to surrender or allow himself to be laughed at for denying what, by 
the time that situation is reached, is redly sl triviality. 
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impossililc that the rate of interest (excepting short-run ‘market' fluctuations) 
should CNcr fall for any other reason. In fact, Ricardo (ch. 21) asserted that 
unless wages rise (in his sense) no amount of accumulation can jiossibly re¬ 
duce the rate of profit; and he not only took to task A. Smith for explaining 
the falling rate of profit b\- acciimulation but also boldb charged J. B. Say 
with haxing forgotten his own Law of Markets whcti he stated that ‘the more 
disposable capitals arc abundant’ in relation to the extent of investment op- 
portunih-, the more will the rate of interest fall."* *^1 uo things are clear: first 
that, in the sense meant and within Say’s conceptual arrangement, Sa>'’s 
proposition is correct, also that it does not conflict in the least with his l.aw 
of ^larkcts; but second that, in the sense meant and within Ricardo’s con¬ 
ceptual arrangement, Ricardo’s proposition is not wrong cither. 

J. S. Mill’s position is nothing short of pathetic to behold. He had a wide 
understanding of all the phenomena relevant to interest. In ixirticular, he 
understood the theoretical prt)blems of monetary interest and of the capitali¬ 
zation of returns more deeply than any other theomt of his time: in Chap¬ 
ter 2^ of Book III (Principles) he anticipated some of the de\elopmcnts in 
this field that were forh' or fift>' \ears ahead. In addition, he had learned 
from Say, Rae, and Senior. He was fairly in possession of a value theory that 
was greatly superior to Ricardo's. Thus he was, as he proved himself to be in 
Chapter 4 of Book iv, in a position to build up an analysis that would have 
fitted all known facts. But, God knows wh>, he had U) uphold Ricardian 
doctrine. And so, from Chapter 1; of Book ii on, he dealt w itli these matters 
in an unnatural and cramped manner so as to force them in a surface con¬ 
formity with Ricardian doctrine. It would be extremely interesting to anal\/c 
this and, by so doing, to arri\c at a fuller understanding of how economic 
analysis moves along, over self-built barriers. But I am afraid tliat, even as 
it is, readers will not share my regret at my inabilih' to do .so in the available 
space.*- 

On A. Smith’s argument, .see below, siibscc. c. He went exactly as far in .stating 
the antagonistic tendency of wages and rate of profit as fact.s and common sense (but 
not the Ricardian conccptuali/ation) will warrant: acciimulation. so far as it means 
additional demand for labor (and ser\ices of lancl). will ceteris paribus depress the rate 
of interest and raise wages hind rents). But Ricardo, entirely neglecting the inapplica 
bility of his conceptual apparatus to this mechanism, would not hear of it. 

22 Nevertheless, I .shall in this footnote give an example of the methods by which 
conformih- was in part secured and offer a comment that applies to many theories, 
some of today or yesterday included. The example: even if rent be excluded, the capi 
talists’ advances, for an adherent of the abstinence theory like Mill, cannot possibly 
consist of wages alone; yet this is precisely wliat Mill averred in \ 6 (Book ir, ch. 15). 
How was this possible? Nothing simpler: ‘profits’ too are being advanced, of course, but 
these advances are no advances but a sort of payment on account of the profits that 
are expected to ht earned. 

Tlie comment: under appropriate assumptions, in particular if frictions, rigidities, 
and sequences be neglected, all economic quantities, and especially the usual social 
aggregates, hang together in a definite way; and any procc.ss of change that run.s 
through them will affect them all. No proposition to the effect that one of them has 
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(d) The Productivity Theories of Interest. For the votaries of the triad 
sehema and of the theory that iiieonies are essentially prices (times quantities) 
of productive scrxiccs, the natural thing to do was to interpret the yield of 
capital goods—which they, like all the writers of that period, identified with 
the rate of interest—as a price for the productive services of those capital 
goods.“® 'lliis again may be done in several ways, though, unfortunately, all 
of them meet with this fatal objection: nothing is easier than to show that 
capital goods or their scr\iccs, being both requisite and scarce, will have value 
and fetch prices; nor is it difficult to show that their o^^Tlership \Nill often 
yield temix)rary net returns; but all the more difficult is it to show that—and, 
if so, wh\—these values and prices arc normally higher than is necessar\' in 
order to enable their owners to replace them, in other words, why there 
should be a permanent net return attached to their ownership. Tliis point 
was not fully brought home to the profession at large until the publication 
of Bdhm-Bawcrk*s histor\' of interest theories in the first \olumc of his Kapital 
und Kapitalzins (1SS4). Until that time (perhaps in some cases even now; 

particular causal imiiortancc and that others depend upon it, however absurd it may 
be, is ever likely to be contradicted by facts, 'riius, in Book iv. ch. 4 of the Principles, 
Mill discussed the tendency of profits to a ininimiiin and the ‘counter agencics' such as 
capital export, technological iinproNCiiient, and so on in a perfectly reasonable manner 
on the lines of Say. But home investment, foreign investment, and technological change 
all have their effects—though in different degree and direction—on the national wage 
bill. And so there was no difficulty in making that theoiy conform to the Ricardian 
schema. All Mill had to do was to single out the wage link in the chain and to allocate 
to it the role of ultimate cause: the misuse of the word ‘cause' (or of equivalents^ is 
really the only cxceiition we have a logical right to take. Yet a theory that lias no other 
logical fault than this may still be a rotten thcor\’, which is good for nothing except 
for lending sham support to some pet tenet of its author. For instance, what if high 
rates of profit and high cost of labor go together, as they undoubtedly did in the 
United States? Mill worried about this, as we know from his letters to Cairnes that have 
been published by G. O'Brien ('J- S. Mill and J. E. Cairnes,’ Economica. November 
1943, pji. 279 82). leather the fact had to be challenged or else it had to be explained 
away. 'Fo be sure, this can always be done: for any theory can be made to fit any 
facts by means of appropriate additional assumptions. But it would have been much 
more simple and straightforward to adopt another analytic schema that recognizes the 
important fact that high rates of profit and high wages normally go together, without 
making a difficult problem of it, the more $0 because such a simple schema had been 
clearly outlined by A. Smith. 

This a])plies to technological capital only, though the exponents of the productivity 
theory of interest did not in general restrict their capital concept correspondingly. In 
fact, as wc know, there was a tendency to resolve the stock of technological capital 
goods into the subsistence fund. But this spells a move away from what wc call pure 
productivity theories, i.c. theories that invoke nothing hut the productive service of 
plant and equipment. Since the total non-w'agc capital, which according to these 
theories is the source of interest, is Marx’s constant capital that does not generate any 
surplus at all, we may consider the pure productivity theories as the antipodes of the 
exploitation theories. 
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people thought (or think) that the easy proof of the proposition that capital 
goods must yield a return establishes ipso facto that they must \ield an in¬ 
come to their owners. This confusion of two different things Nitiates all the 
pure productivih’ theories of interest (as Bohin-Bawcrk called them), both the 
primitive ones (Bohin-Bawerk's naive prodiicti\ it> theories) and the more 
elaborate ones (Bohm-Bawerk’s motivated productivity theories). The same 
confusion \itiatcs also what Bohm-Bawerk called the use theories, which do 
not essentialh' differ from the productivit>' theories.-^ 

Lauderdale, the first exponent of an explicit productixity theory, was also 
the first to set the example of explicit commission of the logical error pointed 
out above. But this error was veiled if not mended by his peculiar definition 
of the productive role of capital, which according to him consists not in ‘as¬ 
sisting' but in ‘supplanting’ labor. ITic owner of capital receives what the 
supplanted labor would have received {Inquiry into the Nature and Origin 
of Public Wealthy 1S04, p. 16:;). TTiis is interesting as a pointer toward the 
relation of substitutability that exists behveen technological cai^ital and labor, 
and as a first step in the anahsis of the true relation between wages and in¬ 
terest. But it would solve the problem of the net yield of capital goods, as 
Bohm-Bawerk was to obserxe, only if machines did not wear out: if they do, 
Lauderdale’s theory explains why they earn their depreciation quota, but it 
docs not explain why they earn more—if indeed they do —which is not so 
certain after all. 

Tliis example suffices. We should not get more light by discussing, for 
example, Malthus’ version, which issues into the statement that ‘profits’ are 
‘a fair remuneration for that part of the production contributed by the capi¬ 
talist’ (PrincipleSy 1st cd., p. Si). The reader finds in Bohm Bawerk’s pages 
a list of writers who adhered to the productixitx' theory of interest throughout 

2+The self-explanatorx' term Use 'rheorx' is not without sucgcslivcncss. Tlic return 
on durable goods, monetarx' or imputed, has certainly something to do w-ith the pre 
vailing rate of interest, and it is, in some respects, an improvement if this notion be 
extended to durable consumers* goods. But 'use* evidently reduces to Scrxicc.* I’lic use 
theoiy is usually associated with the name of Hermann (1S521 and continued to enjoy 
for a long time considerable popularity in Germany. Knics and Menger were among 
its adherents. 

23 Longfield and von Ibiincn had indeed the great merit of introducing marginal 
analysis into the productivity theor\- of interest and of carry ing on the investigation into 
the relations betw’ecn interest and w-ages. But on the fundamental point, they are in 
no better case than other productivity tficorists. Longfield. however, improved his situ 
ation by calling to his aid the proposition tliat capital formation requires saving, hence 
the willingness of savers to ‘sacrifice the present to the future’—that is. abstinence. 
But von Tliiinen, who was immeasurably superior to him in tcchnicjne. did not get 
beyond the formula that interest is determined by the use (or productive effect^ of the 
‘last element of capital applied.' This must not, of course, be understood in the West 
Ricardo sense. It must be understood in the sense in which, in our own day, Profc.ssor 
D. H. Robertson seems to wish to uphold it fsee his article in the Economic Journal, 
September 1937, one of three rejoinders to an article by Keynes entitled ‘Alternative 
Theories of the Rate of Interest’). 
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the nineteenth century. They were much more numerous on the Continent 
than in Kngland. Since they made no serious effort to establish the existence 
of a perinancnt positive yield of physical capital goods, they a fortiori never 
asked the qncstioii whether this yield was interest. 

Another type of interest theory will be mentioned here, thougli our right to 
range it under the heading of productivity' theories may perhaps seem doubt¬ 
ful. It is associated with the names of James Mill and McCulloch and was, 
to some extent, their joint product and may be rendered by the latter’s state- 
ment that ‘the profits of stock arc only another name for the wages of ac¬ 
cumulated labour’: capital goods themselves are accumulated or hoarded 
labor; the labor they embody simply goes on to earn wages; if wine, as de¬ 
posited in the cellar, embodies a certain amount of labor, then, this labor or 
else ‘nature’ goes on working ^^•hile this wine matures; payment for this ad¬ 
ditional work is interest. I'hc obvious interpretation is that James Mill and 
McCulloch were grimly resohed to extend their master’s theory of value to 
the cases, which Ricardo himself recognized as being beyond the range of 
his labor-quantity law, in order to make the latter perfectly general—as Marx 
tried to do by means of another construction. Critic after critic has held that 
they achieved this generality by what was nothing but a \crbal trick and a 
very silly one to boot.-' Also, it may be urged against this theory of interest, 
that in addition to being a failure as an attempt to peg the labor-quantity 
thcor\ of \alue, it is exposed to the same objection that is fatal to pure pro¬ 
ductivity theories: even if wc grant that capital goods are hoarded labor and 
that the ‘capitalist’ reimburses himself for the wages of this hoarded labor 
from his receipts, the theory is, without an appeal to other circumstances, 
powerless to show why he should get something for that imaginary labor. But 
precisely this consideration, though it certainly prevents us from accepting 
this theory of permanent net yield, permits us to put a slightly more favorable 
construction on it, especially in the version of the unfortunate McCulloch. 
That is, it permits us to see, in his version, at least a clumsy and roundabout 

\Vc imist confine ourselves to the essential point. But there are several things of 
interest in the details that we have no choice but to neglect. Among them is the role 
played by 'I’orrcns (Essay on the Production of Wealth, 1821) in the discussion that 
issued in tlie theory to be mentioned. 1 orrens held what we shall later describe as a 
mark up theory of interest, according to which ‘profits’ do not enter into what he 
called the natural price of commodities. I'his natural price he equated to costs. Profits 
enter only into a market price that therefore means something quite different from 

Smith's and Ricardo's market price. In the first edition of his Elements (1821), 
James Mill argued mainly against this, and betrayed hardly any sign of wishing to 
adopt the theory, which lie did adopt in the second edition (1S24) after McCulloch’s 
Encyclopaedia Hritannica article (Supplement, 1823) had been published. This article 
contains the statement quoted in the text that he elaborated in his Principles (1S23). 

Many critics, including Caiman (op. cit. p. 206), charged in addition that the 
trick w'as perpetrated in the service of apologetics. What a lovely justification of 
‘profits'—to call them wages! Ideology no doubt entered into McCulloch’s argument as 
much as it did into Marx’s; and McCulloch may have wished to defend profits as 
much as Marx may have wished to attack them. But this is beside the point. 
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of recognizing, from the standpoint of the labor-quantity theory of value, 
the requisiteness of physical capital. His verbal trick, thus interpreted, amounts 
to using ‘labor’ as a term for what is more properly called ‘productive serv¬ 
ice’ and wages as a term for vAiat is more properly called price of productive 
service. Or, to put it differently, his trick amounts to reeogniziiig that hoarded 
labor is a peculiar kind of labor that may render services that arc also of a 
peculiar kind as compared with the services of ‘live’ or ‘liquid’ labor. This is 
why—certain!) not in the intention to defend it—1 have sul)siimcd this theory 
with the pure productixity theories: it is the pure productivity theory of the 
labor-quantit)’ men. 

The pure productivity theories have an easy explanation to offer for the 
secular fall of the rate of interest. 'Higy need only postulate that technolog¬ 
ical capital increases more rapidly than docs the population axailablc for in¬ 
dustrial emploxmcnt, and a fall of its \icld per unit—not necessarily its rela¬ 
tive, let alone, absolute share—would in general follow ceteris paribus. Since 
these cetera include a given technological horizon (production function), the 
reader may think that this explanation is not much good. Certainly it is not. 
Yet there is an advantage in this: whenever correctly formulated,-^ this ex¬ 
planation should have brought out automatically the most important qualifi¬ 
cations that are inherent in any proposition about the secular behavior of the 
rate of pure interest and, in doing so, should have raised doubt about the 
validity of the ‘law’ of secular fall. 

A. Smith had no productivity theory of ‘profit.’ But all the same he offered 
an c.xplanation of what he, like everybody else, took to be the indubitable 
tendency of interest to fall that most naturally follows from a productivitv* 
theory, namely, that the rate of profits tends to fall as increasing capitals 
enter into competition with one another. From the standpoint of West and 
Ricardo, this was bound to appear as a logical error, for the relative values 
from which they derived the rate of interest could not possibly be affected 
by an increase per sc of the quantities of goods that form capital. 

28 It can be fonnulated in different ways. Longficld, e.g., made ‘profits* fall because 
the most profitable investment opportunities are operated first so that, as time goes on, 
only less and less profitable ones remain available. This meets with the objection that 
investment opportunity is incessantly w'idened by technological progress and that there 
is no reason why opportunities that turn up later should be less profitable than those 
that turned up before (sec last but one sentence in the text). Longfield’s fonnulation is 
simply a consequence of his marginal productivity theory of interest: the rate of profit, 
wliich ‘is equal to the assistance which is given to labour by that portion of capital 
which is employed with the least efficiency, which I shall call the last portion of capital 
brought into operation’ (Lectures on Political Economy, p. 194), will in general de¬ 
crease when capital increases more than does labor, but this decrease must be distin¬ 
guished from the secular decrease to be explained, of which the former is only a 
component. 

2® Sir Edward West’s ingenious argument to that effect merits perusal. It affords an 
excellent instance of the way in which a theoretical structure, once accepted, may hide 
from the analyst the most obvious truths. This argument is mainly responsible for 
Ricardo’s view that no increase in capital, unless accompanied by an increase in (the 
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(e) The Abstinence Theory of Interest, So long as physical capital is recog¬ 
nized as a requisite of production or even of exploitation only, it must be a 
service, within the meaning this tcnii carries in economic analysis, to pro\ide 
it, though, if wc do accept the exploitation theor>*, this scr\’icc is rendered 
only to the exploiter and not to society at large. Instead of emphasi/.ing the 
productive or exploitative service of capital itself, we may therefore just as 
well emphasize the service of providing it. And so long as wc keep to tnc 
Smithian theory that capital goods arc the result of saving—as J. S. Mill put it. 
—we may further say that any net yield of these cai)ital goods is in the na¬ 
ture of a payment for the service rendered by sa\ ing cither to the producing 
organism or to the exploiter alone. If wc do say this, wc are adopting the 
ScropC'Senior Abstinence 'J'heory of Interest. I have introduced the subject 
in this way to bring into relief the following historically important facts. 

h’irst, it will be seen that there is no essential difference, let alone incom¬ 
patibility, between the productivitv' and the abstinence theories. Senior, wit¬ 
ness his lliird Postulate (see above, subset*. 5c) was evidently aware of this. 
But he did not clearly explain—this was to be done later by A. Marshall and 
'r. N. Carver—precisely what it is that the abstinence theorv adds to the 
productivity theory and what its relation is to the latter. 'Ibis something is 
the brake that will prevent the process of creating additional capital goods 
riglit up to the limit at which their net yield would fall to zero."" But be¬ 
cause he failed to make this sufficiently clear, both adherents (such as J. S. 
Mill, who was content with the formula that interest is the price of saving) 
and opj)onents (Bohm-Bawerk in particular) consider it in the light of an ex¬ 
planation of the interest phenomenon that is alternative to the productivity 
explanation and has to stand on the element of sacrifice alone, which is or 
may be associated with saving. 

Second, it will be seen that attacks upon the abstinence theory should 
not be directed against its logic, hbr instance, Bdhm-Bavvcrk’s attack was 
ba.sed upon a charge of double counting. The saver who lends chooses between 
the fund he is to give away and the stream of returns he is to receive. There 
is no room for counting in addition any sacrifice he may be making. Even 

Ricardian value of) wages, can ever decrease the rate of profit or cause any hitches in 
the economic i)roccss. 

As perhaps some readers know, I am not an exponent of the abstinence theory' 
myself. I am merely trying to expound its rationale, as it appears from the .standpoint 
of abstinence theorists, in a manner which 1 hope will make the reader understand its 
emergence as well as the fact that it proved so hardy a plant. 

Even if lent for .short periods only and periodically reinvested, the fund is normally 
withdraw'ii from the saver’s consumption for good. There is normally no que.stion of 
putting off the enjoyment of the fund: normally this enjoyment is surrendered defini¬ 
tively ill consideration of the quite different enjoyments cx])ccted from the flow of the 
interest payments. 'Ibis is why the term Abstinence should be retained and why the 
term Waiting should not. indeed, Ik* disc'arded but re.served for a different phenomenon 
or, at least, for a different aspect of the same phenomenon, which it is worth while to 
distinguish from the one denoted by abstinence as has been explained above. 
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granting that there would be something in this argument if the phrase 'com¬ 
pensation for sacrifice’ exhausted the contents of the abstinence theory,'*® this 
would not imph' that this theory is inconsistent when properly de\'eloped and 
put into its proper setting. I’herc is no paradox at all in holding that a theory 
is logically iininipcachable and at the same time that it is wrong or at least 
inadequate. F’or a cause that may be invoked without logical error for the 
purpose of explaining a phenomenon need not be the one that actually pro- 
.duces this phenomenon. 

Third, in addition to its sound logic, it was its common-sense appeal which 
recommended the abstinence theory to a long line of authorities, mainly Kng- 
lish, headed by J. S. Mill. He handed to Marshall rcad\-madc the doctrine 
of the two factors of ‘real cost’—the disutility |irksomeness) experienced 1)\ the 
laborer and abstinence experienced by the saver.’*-* But we ha\e little choice 
but to attribute a less explicit form of the same doctrine to both A. Smith 
and Ricardo. However ready the former was to offer pointers toward an ex¬ 
ploitation theor>', parsimon\ is what remains if we look in the Wealth of 
Nations for an attempt at a real explanation of pure interest. And however 
lightly the latter took the problem, the observation that turnover periods of 
different lengths cannot coexist unless there is a rate of interest to equalize 
the yields of capitals that turn over in periods of different length, points clearly 
toward recognition of an clement of abstinence or rather of ‘waiting.’ 'Ihis 
intcrj^rctation is, on the one hand, reinforced by Ricardo's turn of phrase that 
interest is a ‘just compensation’ for this waiting; but it is, on the other 
hand, weakened by Ricardo’s refusal to adopt the explanation of the falling 
rate of interest which would logically follow from it. 

Fourth, wath competent economists the case for the abstinence theory w'as 
only strengthened by the weakness, both logical and factual, of the attacks 
upon it, which contrasted so strangely with their \chcincnce. Here W'as a 
piece of apologetics which sent socialists ranting. In their wrath they entirely 
neglected to work out serious arguments against it, which arc indeed not lack¬ 
ing, but instead resorted to insipid gibes about the millionaires who are be¬ 
ing paid for their abstemiousness fLas.sallc) or about the cajutalists who are 
being paid for abstaining from devouring manure (Marx). F.vcn the ‘classics* 
had enough inkling of marginal analysis to remain unimpressed by the former 
and it w'ould hardly have occurred to them to take the trouble of rebutting 
the latter. 

chief difficulty' in admitting this is that jevons and Bohm Bawerk in intro¬ 
ducing their ‘psychological discount of future satisfactions* went pretty far tow'ard 
offering a substitute for abstinence. Brihin-Baw^erk’s argument against the latter was, 
however, reinforced by Irving Fi.sher (Theory of Interest, 1930, ch. zn, jj 7. especially 
pp. 486-7, and appendix thereto), who made an effective case against considering wait¬ 
ing or abstinence as independent items of real cost. 

83 I have difficulty in understanding how' Cairnes could have claimed this merit for 
himself. But he did. 

8^ This phrase can, of course, be easily divested of the value judgment it conveys, 
and then reads simply: price of waiting. 
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However, since Marx's ineptitude was repeated not long ago by an eminent 
economist of our time, and also because many economists of that epoch have 
in fact used phrases that lend themselves to misinterpretation (see, e.g., Marx's 
quotation from dc Molinari and Courcelle-Scncuil in Das Kapital, vol. i, ch. 
24, sec. 3), explanation may be indicated. The capitalist, as we have said 
above, exchanges a fund against a flow. 'I’lie ‘abstinence' for which, according 
to the theory under discussion, he is being paid enters into the accumulation 
of the fund. There is no additional payment for refraining from consuming 
it even in the cases in which this would be physically possible. But since he 
receives his compensation in the form of a flow of payments, it may seem 
as if he were being paid over and over again for abstaining from ‘devouring' 
the capital goods that are emerging and being used up in the course of the 
employment of his capital. This impression is strengthened by the fact that 
the promised or, in the case of the employment of capital by its owner, the 
expected compensation must be actually delivered, in the normal case, if 
people arc to enter into such bargains at all. If the lender or employing owner 
of the capital be disappointed in this expectation, he will indeed try to recover 
his loan or to go out of business—which then looks as if he had to be paid 
again and again in order to leave his capital where it is. But the sophomore 
who is unable to interpret these facts correctly or, let us add, to understand 
\^'hat these authors meant when they spoke of capitalists who Tend their in¬ 
struments of production to laborers,' must indeed be a very unpromising 
sophomore. TTiis sort of thing in part accounts for, and to some extent excuses, 
the inability of man\- good eeonomists to sec the deeper things in Marx: they 
see at first sight so many pieces of nonsense that they cannot get themselves 
to bclic\'e that the man responsible for them could occasionally rise far above 
the level of his judges. 

But the student who is prepared to salute Marx at his best will inevitably 
ask himself: how is it possible for a man to fall to a level so low as that of 
Section 3—a man who was capable of rising to heights that are trodden b>- 
few and who, occasionally, proved himself an extremely competent analyst 
also in many minor matters? The needs of the agitator will not suffice by 
themselves to account for this, especially as most of the rhetoric could have 
been w'ound around a sounder support. Hence the suspicion suggests itself 
that this rhetoric covers something. And it is in fact not difficult to sec what 
it is: it is the presence in the logic of his structure both of the element of 
abstinence in the strict sense and of the clement of waiting. We have al¬ 
ready seen that Marx’s thcor\- belongs to the family w'e have called Advance 
Economics and this implies the recognition of a distinct element—no matter 
wTicthcr you call it a distinct service or a distinct crime—in the economic 
process which may be the \chicTc of exploitation but in itself is not exploita¬ 
tion. We lun c also seen that the dangerous iceberg of abstinence may be seen 
in uncomfortable proximity to his argument on accumulation, which may just 
as well be called an argument on saving.^^ We now' add that waiting is no 

Compare the famous, if slightly vulgar, passage that also occurs in the unfortunate 
see. 3 of ch. 24: ‘Accumulate, accumulate! That is Moses and the prophets . . . save, 
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more absent from Marx’s structure than is abstinence in the strict sense. This 
may be shown in the following w'ay. Marx’s constant capital merely transmits 
its value to the products without adding anything beyond its o\^^^ value. But, 
being itself the product of exploited labor, it embodies not only the value of 
the wage goods consumed by the labor that produecd it but in addition sur¬ 
plus value at the prevailing rate. Now, there should be no diffieulty in adding 
this surplus \aliie that is embodied in eonstant capital to the surplus value 
that results from the employment of the labor in producing the final product 
with the help of constant capital. If this could be done, there would be no 
reason why actual prices should not be proportional to the total labor em¬ 
bodied in them, that is, the labor embodied in the constant capital plus the 
labor added until the final product emerges, and there would be no problem 
of turning values into prices. Nevertheless. Marx did not do this but preferred 
to struggle through hundreds of pages w’ith this \ery problem. \\'’hy? Ob¬ 
viously because he thought that time distance was not a matter of indiffer¬ 
ence. But this amounts to recognizing—though not to admitting—that wait¬ 
ing is after all an element of Marx’s structure ( value theor>’), which is what w'e 
washed to show. 

TTie abstinence theoiy of interest is in a particularly favorable position for 
dealing with any secular decline of the rate of interest. If w'e look upon 
abstinence as one of several requisites of production, we have no difficulty at 
all in stating the conditions under which its relative increase will produce that 
phenomenon, lools that wx*re unknown to the period under surve\ arc ncccs- 
saiy- to do this .satisfactorily. But the main propositions could have been de¬ 
rived, semi-intuitively as it were, even on the level of that period’s technique. 
It is but an additional advantage that the historical interpretation and, espe¬ 
cially, any prediction of a falling interest rate would follow from this analysis 
only conditionally and not absolutely. Of course, the same conditions that 
will cause a fall in the rclati\c price of abstinence will (in general) cause a 
rise in the relative price of labor. "Ilius, there is no paradox in saying that 
J. S. Mill should in good logic have adopted this explanation of the ‘tendency 
of profit to a minimum’ or even that he actually did adopt it (Book iv, ch. 

X 2) but that he easily reconciled it with his lingering Ricardianism, though 
the 'effective desire of accumulation’ which he analyzed so carefully has much 
more title to being considered as a 'cause’ than has the rise in w^ages. 

(f) The Wage-Fund Doctrine^ Precursor of Modern Aggregative Analysis. 
Our report on the w^age analysis of the period is presented under this heading 
because everything else that pertains to the subject has been noticed already 
on various turns of our way.-*^ In particular, we know that A. Smith—under 
the influence of natural-law philosophy—gave a lead toward a residual theory 

save, i.e., reconvert the greatest possible portion of surplus value . . . into capital!’ 
We need not trouble either Moses or the prophets in order to see that capitalists 
'abstain* w'ith Marx quite as much as the>' do with Senior. 

38 Among other things, I have adverted to the misunderstandings that were caused 
by the special meanings which the phrases 'ri.sing’ and 'falling* wages carry within 
Ricardo’s theory of value. 
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of wages: laborers produce the whole produce; the w'agc problem is to show 
why they do not get the whole produce but have to submit to certain ‘deduc¬ 
tions*; hence the ^^'agc problem is automatically solved as soon as these deduc¬ 
tions liave found their explanations. But even for A. Smith himself, and also 
for James Mill, Sismondi, and Marx, who went further in the direction of 
Smith’s lead than did any other leading economist, analysis of the upper and 
lower limits of what ‘can’ or ‘must’ go to labor is so much more important 
for their treatment of wage problems than is their general philosophy that it is 
more instructive to deal with them without further reference to the latter. 
TTiis agrees with what I believe to be the common opinion of a majority of 
historians. But I cannot agree with the classification of wage theories, which 
many of them have adopted, into mininuim-of-cxistence theories, supply and 
demand theories, and productivity theories, h’or these arc not distinct, let 
alone incompatible, explanations of wage incomes. 

The first is no theory of wages at all but simply a theorem on the long-run 
equilibrium level of wages.-'* Tlic supply and demand apparatus is necessary 
for any wage theory whatsoever and docs not identify an\' particular one.®** 
Ricardians (including Marx) failed indeed to recognize this, in the case of 
wages as in all other cases, for the determination of long-run normals, but 
even they allowed wages like other prices to be determined by supph' and 
demand in a short run. But with wages, this meant something very different 
from what it meant with other prices, h'or if the long run normal be made 
dependent upon adjustments of the population, the short run extends over at 
least fifteen years.I*’or short runs of this and even greater length—indeed 
for spells of ‘indefinite’ length—the Ricardians relied on the particular form 
that the supply and demand apparatus takes in the wage-fund doctrine. But 
in a different (the normal) form, the supply and demand apparatus was also 
used, for long-run and short-run problems, 1 )\ all the other leaders. Say and 
Malthus in particular. Here the demand for labor may be represented by a 

®‘ On the concept of axerage rate of wages and the obiectioii that has been raised 
against it, see below, this subsection. As regards tljc difference between a theory of 
wages in the sense of fundamental analysis of the ]dicnonienon and an equilibrium 
theorem about it. note the analogies with the so called quantity theory of money and 
with Kicardo*s law of value. 

There W'as indeed some opposition to applying the supply and demand apparatus 
to labor on the ground that it involved treating human beings like commodities—on 
tlie Continent, e.specially, the haiglish ‘classics’ were sometimes indicted for this outrage 
to human dignity. Nothing of the sort is. of course, involved in this application of the 
concepts of supply and demand. It should be obsciAcd. however, that there was occa¬ 
sionally more in this than a rather cheap emotionalism: the ‘commodity labor’ does 
present peculiarities that are relevant even for the most matter of fact analysis. 

®**This was pointed out by Barton (sce below, subsec. hb Since an increase in real 
(in our scn.se) per capita wage iiicoines docs not increase the birth rate immediately: 
since it takes a prolonged spell of high per capita wage income to produce a quantita¬ 
tively significant effect; and, finally, since during so long a time new standards of life 
develop, the case for the ‘classic’ long-run theory of wages is really much worse than 
indicated in the text. 
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schedule that simply describes the quantih' of labor taken by employers at 
varjing wage rates. Say’s notion of demand for and supply of scr\ iccs of labor 
implies this. But a demand schedule of this kind was made explicit and was 
actually drawn by Flecniing Jenkiii.^® And such a demand schedule, in turn. 
implies an embr\ onic marginal producti\ ity theory. The latter, though worked 
out by Longfield and von Thiinen within the period, remained in abeyance, 
however, so far as the profession at large is concerned. Hence no more need 
be said about these beginnings of later wage anah sis except that the element 
of producti\ it>', also, must enter into any complete wage thcor>' | in some shape 
or other) and therefore should not, per sc, be identified with any partic¬ 
ular one. 

We have, then, this situation before us: in some form, practically all the 
economists of the period attacked the wage problem by means of a more or 
less well-understood supply and demand analysis.^^ The element of productiv¬ 
ity, not adequately worked out by those who got a hearing, is visible in the 
picture but only dimly, llie foreground is dominated by two particular results 
that may be derived from a supply and demand anahsis on the insertion of 
certain additional factual hypotheses (‘restrictions’): the minimum-of existence 
theorem as regards longest-run normals and the wage-fund doctrine as regards 
shorter-run deviations. 

The minimum-of-existcnce theorem, as \^c know, was an essential part of 
the teaching of Quesnay and of 'Furgot. It was, as we also know\ handled 
with care by A. Smith—with so much care in fact that there was not a great 
deal left of it. Malthus* Essay in its original form put, howc\cr, a different 
face upon the matter, though in the later editions of the Essay and in the 
Principles we find qualifications that should have produced, but did not pro¬ 
duce, recantation. But for Ricardo a strict formulation of the tendency of 
wages tow'ard ‘that price which is ncccssaiy to enable the labourers ... to 
subsist and to perpetuate their race, without cither increase or diminution' 
(Principles, ch. 5), enforced by an equally strict acceptance of Malthus’ law’ 
of population, is really required or else the long-run lc\cl of w'agcs becomes 
indeterminate. Tlic quotation shows that, at least by 1817,^= Ricardo was 

Fleeming Jcnkiii’s papers on ‘Trade Unions’ and ‘ Ilic Graphic Representation of 
the Laws of Supply and Demand and their .Application to Laboiu’ appeared in 186S 
and 1870, London School Reprint, 1931. Ilis demand function (x being price, D the 

quantity bought at that price, and A a constant, takes the form; D f(A 

This also holds for Marx, for the proposition that wages tend to equal the value 
of labor pow'cr, which in turn is identical with the labor embodied in it, implies tlic 
play of supply and demand. Of course, Marx’s theory of wages does not consist in this 
proposition only. On the contrary, it forms an extremely complex whole which covers 
practically all the aspects of the wage phenomenon and includes careful investigations 
into the deviation of wages from the level determined by the ‘value’ of labor, especially 
into the cyclical deviations. Tliis whole must be pieced together from many parts of 
his writings and cannot be reconstructed here. 

There is nothing to correspond to the sentence quoted in the Essay on the 
Influence of a Low Price of Com on the Profits of Stock (1815). 
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aware of this, but the subsequent argument of his chapter on wages also shows 
that he knew the necessary theorem to be untenable. Following Torrens/^ 
he substituted for the ‘physical minimum' what it became usual, later on, to 
call the ‘social inininniin of existence,’ which in Torrens’ words means ‘such 
a quantity of the necessaries and comforts of life, as, from the nature of the 
climate and the habits of the country, arc necessary to support the la¬ 
bourer. . A little reflection will show that this ainounts to accepting cus¬ 
tomary wages as an institutional datum. This is always possible: anything can 
be labeled as a datum, which simply means that we give up the hunt for 
a purely economic exj)lanation of whatc\CT it is wc so describe.^* And it seems 
more realistic to look upon the ‘classic’ long-run wage ‘theory’ in this light 
rather than in the light of the physical-minimum theorem, which they dis- 
avow'cd themsehes and which is of little importance anyhow, owing to the 
fact that in the matter of wages a huge ‘short run* practically replaced the 
long run. 

As stated, the supply and demand apparatus actually used by the English 
classics’ for the treatment of wage problems w'as of a peculiar kind, tradition- 
all\- described as the wage-fund doctrine.^® For the sake of siniplicih*, w’c shall 
neglect the supply of and the demand for labor tliat play in tlic income sphere 
—the supidy of and demand for directly consumed services of servants, teach¬ 
ers, and so 011 —and confine ourselves to the supply of and demand for indus¬ 
trial labor {this, of course, in the widest sense: all labor from the employment 
of which ‘profit is expected’ as A. Smith put it) as if there were no other em¬ 
ployments. 1^’urther, wc follow ‘classic’ practice in assuming that, at any given 
point of time, tlicrc is always the given supply of labor represented by a 
given number of laborers: there is no shifting between laborers and self- 
emphned. no \ariation in the age at which laborers enter or leave the labor 
market, no change in hours per day or week, and, except for a qualification 
to be inserted later, no rcscr\c price bclow’ which laborers refuse to accept 
employment. Without doubt, these simplifications, even though not always 
strictly adhered to, helped to discredit the wage-fund doctrine. But all that 
matters to us is that they arc not more than simplifications that could be 
dropped without great difficulh*. We then have not a supply schedule of 
labor, but only a given quantity supplied and, so w^e have assumed, supplied 
unconditionally for a ‘short run’ of at least fifteen years. Demand is repre¬ 
sented in the wage-fund theory in a somewhat unusual manner, namely, by in- 

Essay on the External Corn Trade . . . (1815; pp. 

** There are limitations to this, of course: if we have an economically determined 
system and then decide to make a datum of .some of its variables, we must drop an 
equal number of equilibrium conditions or else the s>’Stem becomes oveidetermincd. 

Note, however, (1) that, as wc have seen in our discussion of Say’s law, the supply 
and demand a])paratus docs not admit of unqualified application to a commodity as 
important as labor, whose variations in price influence all social aggregates; and (2) 
that the wage fund doctrine may be considered as a clumsy attempt to take account 
of this. 
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dicating a ‘sum in real terms' goods, means of subsistence, variable 

capital *•—that capitalists have decided to spend on labor, lliis ‘demand/ 
also, is no schedule, at an>' gi\cn moment, but a given quantity. And again— 
as with workers on the supply side who have no reserve price below which 
they refuse to go—there is no price of labor beyond \Nhich ‘capitalists’ will 
refuse to go: ha\ing decided what to rescr\c for their own consumption, they 
cannot, given this decisiq^i. spend more than that sum (the wage fund); and, 
never allowing capital to he idlcy they (nonnalh) will not spend less."*** 

Since the qiiantih of labor supplied is gi\en at each moment, since the 
‘sum’ to be spent on it is also given—from considerations that are, as it were, 
behind the scene—at each moment, and since in equilibrium the quantih' of 
labor demanded must be equal to quantity of labor supplied, we have an 
equation that will uniquely determine a magnitude that is called the average 
wage ratc.^'** If actual wages are fixed above this rate, there is uncinplojment; 
if below' it, unsatisfied demand for labor. We shall refer to this as the short- 
run wage-fund theor\ . But nobody held, of course, that the sujjply of labor 
and the wage fund were actually given constants. On the contrary, proposi¬ 
tions about their \ariation o\er time were not only a part, l)ut the most im¬ 
portant part, of the doctrine. 'I’lie factor that governed the labor supply w'as 
cither the Malthusian law or else simply the ’habits’ of the working class. The 
factor that governed the variation of the wage fund, hence of demand, was 

This may be understood either in our own sense, namely in the sense of a 
monetaiy magnitude corrected by a cost of living index, or m the Ricardian .sense of 
labor embodied in the wage goods, 'riic ‘classics’ meant soineliines the one and some 
times the other. This has given rise to misunderstandings. Stuart W ood ('A Critique 
of W^ages Theories,’ Annals of the American Academy of Political and Social Science, 
1890) accused the ‘classics’ of having held that ‘no assiduity on the part of the laborers, 
no improvement in production could raise wages.’ i.c. increa.se the wage fund. Some 
times they did hold this (except that iiTiprovemcnt.s in the production of w'age goods 
will raise profits, hence incTeasc .savings and in consequence also the wage fund) but 
only in the Ricardian scn.se and not in any sense in which it w'ould be wrong to do so. 

.Always keep in mind that Marx’s variable capital is exactly the same as the ‘bour¬ 
geois’ W'age fund. 

Obserx’e: this is an equilibrium proposition, for ‘c^apitalists’ could spend more or 
less; only if they did they would not be satisfied with the result, lienee not be in 
equilibrium. But it is easy to understand that, with the ‘clas.sics'' sloppiness of both 
thought and exposition, this did not stand out as it should have, even to thenwelves, 
let alone to opponents. Note the analogs' of this situation with the situation of the 
quantity theory of money, the more imperfect fonnulations of which also read as if it 
were assumed that people must spend, on consumers’ goods or investment, ever>’ penny 
thcT get hold of. 

The ‘classics’ were not blind to the problems involved in speaking of an average 
wage rate; witness their concern with the differences of wage rates in different employ¬ 
ments. Nevertheless, in fundamental wage theory' they used the concept of average 
wage rate quite uncritically. In order not to increase our difficulties, we .shall do the 
same, assuming that there is one kind and quality of labor only, equally remunerated in 
all occupations. It is important to note in dcfen.se of this 'classic' practice that it docs 
not involve anything that could be called an error. 
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saving. Tlierefore, given the productive efficiency of the economic process, the 
course over time of real wage rates (in our sense) and of the per capita real 
income of the working class depends upon the latter's rate of propagation 
and upon the community's rate of saving.'^® We shall refer to this as the 
long-run wage-fund tlieor>'. 

We may now combine the argument above with what wc have found out 
in previous sections about the notion of the wage fund. In doing so we shall 
add or recall the necessary minimum of historical references. The basis of tlie 
wage-fund doctrine is the proposition that (indiistrial) wages arc ‘advanced' 
from capital. This fundamental proposition goes far back, at least to Cantillon 
and Quesnay. He w'ho accepts it cannot oppose the wage-fund doctrine, root 
and branch, however much fault he may find with details, simplifications, or 
applications. I'or the long-run wage-fund theory it is equally important that 
these advances should depend upon saving as their source: this point was 
driven home by Turgot and A. Smith.'^' We still naturally credit Malthus 
with contributing to the long-run wage fund theory ‘his’ law of population, 
but it is only haziness about what this thcor\' really says that has induced 
some historians to list him as a wage-fund theorist in any other respect.*"'^ 

The short-run wage fund theory, so wc have seen, is really no supply and demand 
theory at all in the usual sense in which this means operating with supply and demand 
schedules. But the long run analysis above might be couched in terms of such schedules. 
1 shall only indicate how this could be done: labor supply, by virtue of the Malthusian 
law, coukl be represented as a function of real (in our sense) wage rates; the problem 
is to represent the quantities of labor that 'capitalists' demand, also as a function of 
real wage rates. Since, at any moment, these wage rates depend on the size of the 
wage fund, since this wage fund’s variations are governed by the rate of saving, since, 
given everybody’s propensity to save (Mill's ‘effectual desire of accumulation'}, savings 
depend (mainly) on ‘capitalists’' incomes, hence on ‘profits’; and since according to 
Ricardo, profits depend upon wages . . . and so on. Not that I thiiili much of this 
construction. But it has two virtues. First, it brings out an aspect of the wage fund 
theory—the dependence of future wages on present profits—which is as important as 
it is apt to be unpopular and which was no doubt very much in the minds of the wage- 
fund thcori.sts. Second, it clears up a matter that might bother the careful student. 
The W'age fund theory has sometimes been rendered by saying that, according to it, the 
elasticity of expenditure on labor with resixict to wage rates is zero (elasticity of demand 
for labor C(|ual to one). I'his statement is not felicitous. In the long run it is not true, 
and in the short run it is misleading. 

A. Smith w'as the first, I think, to speak of ‘funds destined for the maintenance 
of labour.' This jffuase was copied by many sponsors of the wage-fund doctrine and 
gave much offense to its opponents, since it seems to beg the question, f. S. Mill’s 
recantation (described below) issued in the .statement that there is no such fund that 
is ‘destined' once for all for the maintenance of labor. But if the objection was that 
the 'classics* simply postulated the existence of this fund without investigating how it 
was detennined, then there was no point to the objection, h'or funds are, in the 
‘classic' theory, ‘destined’ for the maintenance of productive labor by the decision of 
the saver and thus are determined if annual savings are. 

llius, Malthus’ statement in the Essay on Population, that a poor man, if he 
receive an additional sum of money, while total output of the country remains the 



668 Ill: FROM 1790 TO 1870 

Ricardo, in his chapter on \^^ges, emphasized strongly enough that it is in¬ 
crease in capital that carries the market rate of A\'agcs above the natural rate 
*for an indefinite period/ In as much as in this chapter he defined capital 
so as to include ‘food, clothing, raw materials, etc/ he may be credited with 
having introduced another element that is, according to our interpretation, 
characteristic of both the short-run and the long-run wage-fund doctrine, 
namely, the assumption that we can treat the ratio between wage and non- 
wage capital as constant on the understanding that its variation is to be 
treated apart.'^® 

Thus, though adding edge here and there, he did not in this respect really 
go beyond A. Smith. But he did something else. He infected his followers 
with the Ricardian Vice, that is, with the liabit of establishing simple rela¬ 
tions betw'een aggregates that then acquire a spurious halo of causal impor¬ 
tance, whereas all the really important iand, unfortunately, complicated) things 
are being bundled away in or behind these aggregates, 'rims, James Mill de- 
elared, as Mrs. Marcet had done before both him and Ricardo: ‘Uni\crsally. 
then, wc may affirm, other things remaining the same, that if the ratio which 
capital and population bear to one another remains the same, wages will re¬ 
main the same' (Elements, ch. 2, ^ 2).'''* Had somebody objected that the 
quantity of labor demanded, hence the wage, may obviously ^ary even if the 
sum available for pa>'ing wages remain constant—or something of the kind— 
he would have replied: ‘Oh >es, but we have settled all that behind the 
scenes just as wc have determined that sum prexiously. As wc ha\c shaped 
our model, there arc no other Proximate Causes of the wage rate but that 
ratio. Everything else acts through them only, l^’or instance, fertility of the 
soil has nothing to do with the real wages at which labor can be employed. 
Of coursef it affords the means of rapidly accumulating capital and this will 

same, cannot acquire a larger share in this output without diminishing the share of 
others, has been held to imply the wage fund doctrine! 'J'hat. from first to last, he 
used the Smithian phrase—funds specifically destined for the maintenance of labor— 
evidently proves nothing. 

Of course, we may also interpret him to the effect that he resolved all advances 
into advances to labor or, which is the same thing, that he resolved the whole of 
capital into wage capital. J. S. Mill (Principles, Book 11. ch. 1 5. S h) elaborated this 
explicitly. According to this interpretation. Ricardo would be still more definitely a 
forerunner of jevons, Bdhm-Bawcrk, Taussig, and Wicksell than he is according to our 
own. But I feel unable to reconcile this with the text of his chapter on wages. In any 
case, we should have to say—and this is in fact an acceptable compromise—that the 
larger conception involved in a resolution of non wage capital into wage capital, while 
present at the back of his mind, did not influence his analysis of wages but that, even 
so, Bohm Bawerk's aversion to having the ‘classic" wage fund theory confused with his 
own was justified. That Ricardo never co-ordinated the capital theory of his first 
chapter. Section 4, with the wage fund theory of liis chapter on w'agcs is abundantly 
clear from the fact that neither he nor his followers ever referred their wage fund to a 
variable period of time. 

And this though he had defined capital so as to exclude the ‘subsistence or con¬ 
sumption of the labourer.* 
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of course raise wages in the future. But, formally, this docs not constitute 
any objection to my thcor)'—going a step further and keeping population con¬ 
stant, we e\en can say that wages depend upon capital.' 

McCulloch then established himself as the leading exponent of the wage- 
fund doctrine.But he added nothing. 'Idrrcns did add something, though 
this should ha\c been obvious from the first, namely, that the wage-fund 
theories offer no reason for deiniiig that a combination of the whole working 
force can raise w'agcs so as to swallow^ up not only profits but also deprecia¬ 
tion allowances."'* J. S. Mill’s case is quite diflferent. By emphasizing the se¬ 
quence-analysis aspect of the wage-fund doctrine, he in fact made a point 
for it and, considering the general level of his technique, there is little to 
object to in his use of this aggregate that stands, as a sort of intermediate 
datum, for processes that his technique did not enable him to analyze more 
satisfactorily. For we must never forget: not only was the wage-fund doctrine, 
properly stated, not 'wrong’ logically; not only did it emphasize, though too 
narrowly, certain important aspects of the wage problem; but, in addition 
to this, it was an analytic tool that, w'ithin the analytic structure of its time, 
was distinctly useful, and there is no sense in criticizing it in abstracto, that is, 
w'ithout reference to the general-value theory' of its time. Nor was there any 
need for fighting it except in one w^ay: by proffering better tools and letting 
this one peacefully rust away. 

All the more surprising must seem J. S. Mill’s 'recantation.' He paid no at¬ 
tention to the attacks, if he knew of them, by Jones and Longe.^® But in re¬ 
sponse to the elaborate restatement of the latter’s arguments by William 
Thornton, he WTote a review article that did not indeed spell complete sur¬ 
render and, in particular, did not induce him to change any of those pas- 

‘^''llis first statement of it, never substantially altered, occurs in his Encyclopaedia 
Britamiica article ‘Political Kconoiny’ (1823), his second in the Principles (18231. His 
Essay on . . . Wages was published in 1826, and an enlarged edition under the title of 
Treatise on Wages in 1834. 

Wdges and Combinations (1834). 1 do not stay to notice Senior’s insignificant 
contribution. 

Observe, however, that James Mill could have replied: 'Oh no. It is not the 
combination tliat effects this but the tcnipoiary increa.se it enforces in the funds 
destined for the maintenance of labor: it is only by influencing these that the com 
bination has any effect at all.' It is perhaps unnecessary^ to point to modern argument 
of the same nature. 

Richard Jones (Literary Remains, publ. 1839) accepted the w\age-fund doctrine 
fully for wages that are being paid out by modern business, but he denied, even then, 
that this w^as the only important case. This 'historical' objection rec'eived little credit 
at the time but all the more later on w'hen opposition to the Fnglish ‘classics’ came to 
be in itself a title to praise. F. 1^. Longe, A Refutation of the Wage-Fund Theory , . . 
(1866; reprint in Professor Hollander’s series, 1904). Other contemporaneous attacks do 
not present any additional points of interest. 

William T. ’niornton. On Labour . . . (1869). The w'ord Restatement is to 
denote a fact but is not to insinuate a charge of plagiarism, though Longe did complain 
that neitlicr 'Phornton nor Mill mentioned him—inferring (the optimist!) from Ins 
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sages—for example, the Fourth Proposition on Capital—that ought to go out 
if the Mgc fund does. But it surrendered a phrase, which was all the public 
took in. The Longc-'rhornton argument, as accepted by J. S. Mill, did not 
amount to more than denying that there exists any definite quantity of wage 
goods that ‘must' under an>’ circumstances go to labor. If. after all that 
has been explained abo\e. we are not to dismiss this argument as a childish 
misunderstanding—which is how it appeared to Cairncs —we must interpret 
it to mean that there is little point in inserting aggregate wages as a ‘proxi¬ 
mate cause’ that, as such, plays a role of its own. But if that was all, why 
all the fuss about this point of theoretical detail and all the excitement about 
Mill’s alleged recantation? 

Well, it was not all so far as the public—c\'en the professional public— 
was concenicd. A thing had happened that happens so frequently in our field. 
The public had caught hold of the surface meaning of a word and this was all 
it was interested in. Fund—how definite that sounds! Labor must get it and 
cannot ever get more! Popular wTiters. if of a certain color, made this mean 
that raising wages is ‘scientifically impossible.* Popular writers, if of another 
color, foamed with indignation at so \ilc an attempt to thwart labor’s hopes. 
How absurd all this was should be obvious.*'^ No less ob\ious should it be 

having sent liis pamphlet to Mill that the latter had read it. Moreover, though Longc 
anticipated tlie substance of 'I'liornton’s criticism of the wage fund theor\'. the latter’s 
book contained several points that were new'. Outstanding among them is his emphasis 
on expected consumers’ demand as the true guide of the producers. In view of the 
importance tlie element of expectations has gained of late. Thornton’s book must be 
allocated a place in the history of analysis that is quite independent of the particular 
wage-fund issue. J. S. Mill’s review article appeared in the ToTtni^htly Review, May 
1869, and was, besides beinc a icinarkable display of good feeling in the face of what 
other men would have taken as a provocation, a gentle correctimi of superficial mis¬ 
understandings rather than a retraction. 

Longc and Thornton brought forth also other criticisms than the one we arc 
going to notice. They criticized, e.g.. tlie concept of an average rate of wages and the 
way in which the wage fund theorx- handled the siqjply and demand apparatus. There 
is something in these other criticisms but they could all be met without giving up the 
theory itself and do not go to the bottom of the issue. 

Both Longc and Tliornton blur the issue—and incidentally betray inadequate 
grasp of the ‘classic’ analysi.s—by speaking of ‘money’ witliout making sure that this 
money stands for physical goods. 7 ’liis is even more true of II. I). Maclcod’s argument 
in Elements of Political Economy (1858; 3rd cd.. Elements of Economics, 2 vols., 

1881 -6). 

Caimes, Leading Principles, Part n, eh. 1, especially pp. 214 et seq. But (p. 186) 
he interpreted the wage fund in a w'ay that left little to defend. Tliis docs not apply, 
however, to his views on Thornton’s attack upon Supply and Demand. 

But let me repeat: first, that the wage-fund theory implies nothing of the sort; 
second, that, if it did imply it, it would .still be irrelevant to 99 per cent of all wage 
struggles, in which claims to higher w'ages are rationalized by arguments that have 
nothing to do with any equilibrium rate of wages, but contend that, for reasons such 
as friction or weak bargaining power, workers do not get these equilibrium wages. 
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that the ‘practical’ diagnosis behind most of the wage-fund theorizing, even 
if coarsened for the benefit of the public, is not more than common sense: 
it makes (real) wage rates and (real) wage income dependent upon the effi¬ 
ciency of the producti\e process, ‘habits’ (high or low customary standard of 
living and, in connection with this, rate of propagation), free trade in food 
and other necessaries, and the rate of sa\ing—all of which was no doubt tail¬ 
ored to the prevailing English situation but on the whole quite reasonable.®^ 
If the iinpcjrtanee of changes in money w^gc rates was discounted—as it is 
being discounted in Keynesian economics—this was but an additional merit. 
And so were such warnings as may be found in it against irresponsible ‘wage 
policies.’ J. S. Mill did not renounce any warnings he had uttered himself. 
Still there it was—the first English economist of the age had disavowed the 
hateful scarecrow. 

But that emotionalism and the not less absurd belief that ‘theories’ guide 
policy “•* lent zest and glamour to what on its merits should ha\e been a dry- 
as-dust discussion on d technical point. 'I'his had its repercussions on scientific 
literature. In England and the United States, killing the wage-fund ‘theory’ 
became a favorite sport: the names of I'\ A. Walker and H. Sidgwick suffice to 
illustrate this. On the Continent, especially in Germany, Hermann's opinion— 
quite all right in itself, but a mistake if framed as an objection—prc\ailed on 
the whole: though Rail’s tc.xtbook (in its 8th ed., i86S) upheld the wage- 
fund doctrine as it did other heirlooms, Roscher (1S54) followed Hermann 
as did Roesler in his fairly influential history of wage theories and L. 
Brentano.®® 

(g) Rent. W'hcrcas the so-called wage theories that were then current did 
not invoke different e.\])lanatory principles but were nothing but more or less 
valuable parts of a more comprehensive theory of ‘wages and capital’ that 
failed to mature, the period’s explanations of the rent of land (generalized 
into the rent of natural agents) really were different theories based upon dif¬ 
ferent principles. We shall refer to them as the monopoly theory, the pro- 
ductivitv' theory, and the diminishing-return theory, lliis is not to deny the 
presence of a unifying principle. Ricardo himself began his discussion of the 
subject by defining rent as ‘that portion of the produce of the earth which is 
paid to the landlord for the use of the original and indestructible powers of 
the soil’ ®‘ {Principles, ch. 2), and J. S. Mill started his by recalling the triad 

®^ The only element in this that is really inacccptablc to the modern radical is the 
relation between wages and saving. 

In the pages of the American Economic Review there has been an interesting dis¬ 
cussion concerniim the actual influence of the wage fund theory on popular thought 
and political action. 

C. F. H. Roesler, Zur Kritik der Lehrc vorn Arbeitslohn (1861). Lujo Brentano, 
‘Die Lehre von den Lohnsteigerungen,’ Jahrbiichcr fiir Nationalokonomie (1871). 

Let us briefly note that the writers of the period still struggled whh the problem 
of identifying the phcnoiiienon to be explained. A. Smith, as Ricardo noticed, had been 
vague on the subject and had not always clearly distinguished between pure rent and 
the total income from the ownership of land, which also includes the return from 
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of the requisites of production, which comes to the same thing (Principles, 
Book 11, ch. 16), This points torard supply and demand—tlie j>rinciple that 
not only unifies those three theories but also assimilates rent with all other 
kinds of incomes generated by a stationar> business process. But the great 
majorih- of economists did not take this route so that it is historicalh- more 
realistic to speak of three distinct theories after all. 

The monopoly theory, espoused by A. Smith,*’® counted adherents, then as 
always, among politicians and pamphleteers. But its role in the scientific litera¬ 
ture was not nearly so important as it seems to be, at first sight, owing to the 
frequent occurrences of the term monopoly in this connection. The examples 
of Senior and J. S. Mill will suffice to show this; when we analy/x* their use 
of the term, we discover immediately that they did not mean to assert that 
landowners formed cartels and that the services of land were priced—as a 
general rule; there is of course the unique mine or \ incyaid—according to the 
rules of monopoly theor\. All they meant was that rent constitutes a case of 
pricing 'costless' things that exist in definitely limited quantities, which their 
defective theory of price led them to identify with the genuine monopoh case. 
J. S. Mill even wrote of a ‘monopolized’ thing among the holders of which 
there is 'competition' (Book ii. ch. 16, Jj 2); and both Mill and Senior really 
adopted, though quite illogically, the diininishing-ieturn thc()r>- to be dis¬ 
cussed presently. The reader may well ask whether anyone actually held a 
monopoly theory of rent that was more than an agitatorial phrase, in \icw’ of 
the fact that monopoly that may be present in an\' case of pricing is consti¬ 
tutionally incapable of explaining the nature of a return. The writer who. so 
far as I have been able to make out, came nearest to doing so was T. P. 
Thompson.®® 

improvements, such as drainage, fencing, and the like—what Marshall was to call quasi¬ 
rent. The distinction, clearly indicated by A. Smith, established itself quickly however. 
(Tliiincn called the total income from land Gutsrente and the pure rent Grundrente ) 
Another qiie.stion arose concerning e.xhaustible natural agent.s such as mines, return 
from which Ricardo’s definition e.Kcludes. But the similarity of the two eases being 
easily rccogniz.cd. no trouble arose about that (Principles, ch. The short run simi 
larity between rent in this sense and returns from any appliance, the quantity of which 
cannot be changed within the time span that constitutes the short run was. however, 
not clearly seen before Marshall, and this did entail some consequences of importance: 
whoever sees this similarity and, hence, that in the short run there is no difference 
between rent and quasi rent, is bound, sooner or later, to ask himself whether the yield 
of physical capital goods is really the same thing as interest. 

But after having interpreted the rent of land as a monopoly gain, A. Smitli 
declared that rent ‘enters into the composition of the price of commodities in a different 
w'ay from wages and profits. High or low wages and profit arc the cause of high or low 
price; high or low rent is the effect of it’ (V^'ealth, Book 1. ch. 11). He docs not seem 
to have observed that this contradicts his monopoly theory of rent for, if rent were a 
monopoly gain, it would enter into price. However, this blundering sentence may have 
given a clue to Ricardo, with w'hosc analysis it agrees much better than with Smith’s. 

®® Thomas Perronet Thompson, The Tme Theory of Rent (1826), an anti-coni-law 
pamphlet. I wish I had space to say something on this vital and most interesting man— 
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The diminishing-rcturn theory (or as we could also call it, the differential- 
cost theory), as everybody know'S, is associated with the name of Ricardo, 
who made such a success of it that it siirvi\ed into the twentieth century. It 
was part of the great Ricardian detour for it w-as essential to Ricardo’s ana¬ 
lytic pattern as a device for eliminating the land factor from the value problem 
(see above, sec. 2)."^ Actually, of course, rent enters or else does not ‘enter 
into prices’ in exactly the same sense in which the one proposition or the 
other is true of wages."- Ne\ erthelcss, Ricardo achieved his purpose of exclud¬ 
ing rent from the price (value) problem in this way. In practice, firms operate 
under different cost conditions—an observation which then as now was part 
of the economics of the man in the street—there arc ‘low-cost' and ‘high-cost’ 
firms. W'c may, of course, array them in ascending order of costs, and we 
further obscr\e without difficulh' that, in a state of perfect equilibrium and 
perfect competition, price cannot be lower and is not likely to be much higher 
than the average costs of the highest-cost firm. 'I'liis is what Ricardo meant 
when he said sometimes, for example, in Cliaptcr 27 of the Principles, that 
the ‘real value of a commodity is regulated ... by the real difficulties en¬ 
countered by that producer who is least favoured.’ "•* Referring to this, espe- 

a tyjjc ulio could not be left out of any sociology of nineteenth century England, 'ibe 
memoir by C. \\'. Tlioinpson (’1S69). though not a great performance, is worth reading. 

'rhe detcjur cliaracter of Ricardo's work shows in this instance with particular 
clarity. For he actually did begin with the price 'whicli is paid . . . for the use of the 
. . . powers of the soil.' a definition that contains all that is needed for a satisfactory 
theory of rent, and then, before our e\'cs. turns away from the open road and embarks 
upon his detour. 

J. S. Mill and Marx also wished to eliminate the land factor from the value orob- 
1 cm. But while this was entirely unnecessarx- for Mill’s set up—as lie would ha\'e been 
bound to see had he hut stopped to think out the implication of his own ideas, it vras 
as necessary for Marx’s as it was for Ricardo's. What Marx actually did was to merge 
rent with profit into the homogeneous pool of surplus value, and then, at one remove 
from the fundamentals of distribution, let landlords and ‘capitalists' fight it out. This 
enabled him—as mere decision to do so enabled J. S. Mill—to neglect the cxister.ce of 
rent in his basic analysis of value. On Rodbertus’ attempt to rationalize the w'ay in 
wiiich rent is determined, see above, ch. 4. .sec. «>. 

J. S. Mill’s attcin])t to get round this (Book 11, ch. i6, J 6) is a most instructive 
example of a type of specious reasoning by which wc often delude ourselves when 
defending a proposition that, from habit, we have come to believe needs no defense at 
all. 'I’lic case is .so instructive, first, because J. S. Mill erroneously thought tliat he needed 
the proposition that rent does not enter into prices and. second, because his argument 
is ingenious and, at first sight, convincing. He actually arrived at the conclusion that 
‘rent docs not really form any jiart of the expenses [my italics] of production, or of the 
advances of the capitalist.' And this ixitcnt absurdity is coolly upheld on the ground 
that ‘whoever cultivates land, paying a rent for it, gets in return for his rent an instru' 
ment of sujXTior power to other instruments of the same kind,' i.e. he enjoys a differen¬ 
tial advantage which the payment of rent docs not more than compensate! 

'llicrc is no contradiction between this and A. Smith’s apparently opiKisite opinion 
that it is the lowest-cost firm that tends to regulate price. For A. Smith thought of the 
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cially in Chapter 2, he recognized that different portions of the output of a 
single firm may also be produced at different costs, for example, if produced 
on plots of different fertilih-; that these portions too may be arrayed in ascend¬ 
ing order of their costs; and that in a state of perfect equilibrium and per¬ 
fect competition, the highest of these costs will tend to equal price. Finally, 
he generalized this to include the logically heterogeneous case where it is not 
possible to speak of different costs of the different portions of any given total 
output, and where e\'er\’ part of this output costs just as much as every other 
part, but where it is still possible to allocate to each succcssi\e inerement of 
output the increase in the cost of total output \Nhich must be incurred in 
order to produce it.'® ^^^lcncver we ha\c decreasing returns in any or all of 
these senses, there is always an element of product that is being produced 
without any differential advantages and for which it is therefore tautologically 
true that its producer docs not pay for differential ad\antagcs and that pay¬ 
ments for intramarginal adxantages do not enter into margmal expenses of 
production.'• Now, most of these advantages arc essentially tcmporar\'—a su¬ 
perior t\'pc of machine tends to displace inferior hpcs—and others arc linked 
to persons. There are no permanent differential advantages that arc linked to 

process by which more progressive fimis crowd out less efficient ones and for a time 
force them to sell at losses. Ricardo described an equilibrium state. 

'The resulting ‘curve' has been called Particular Expenses Cur\c by A. Marshall 
(Principles, p. 521). 

TTiis is as far as Ricardo got. That is to say, we may attribute to him—as we may 
to other writers of the period such as Rooke—a conception of marginal cost that differs 
from the modern conception only in technique. Hut we should not. as sonic interpreters 
do, attribute to him—or to any other writers of the period except Longfield and 
ITiiinen—an understanding of the principles of marginal productivity analysis: his theorv- 
of rent, far from amounting to a recognition of these principles in a particular case, 
really amounts to a denial of them. This has been ob.scurcd by the fact tliat some later 
marginal productivity theori.S’ts, in particular J. 13 . Clark, represented their theory as 
an outgrowth of Ricardo’s theory' of rent and may have reached their view from a 
critical elaboration of the latter. Some spoke of a Law of Tliree Rents without making 
it clear, perhaps without realizing, that they were not generalizing Ricardo’s schema 
but upsetting it. It cannot be objected that marginal cost and marginal product are 
logically related and that, therefore, he who understands the one also understands the 
other. But this is not so: understanding a concept that im])lics another docs not iin])ly 
understanding the latter, and, to a great part, advance in theoretical analysis precisely 
consists in elaborating implications of older thought that had not been seen or not 
clearly seen before. Any doubt or confusion that may exist in the reader’s mind on the 
subject could best be cleared up by perusal of Longfield’s Lectures. 

'This presupposes the ordinary assumptions that every pure theory makes, con¬ 
tinuity of schedules and absence of institutional inhibitions among otliers. Many objec 
tions that were raised against the West Ricardo theory of rent did and do rest on 
nothing but a failure of the critic to understand wdiat pure tlicor>' is. 

Since these marginal expenses—under usual assumptions—equal price, it is there¬ 
fore quite true that payments for intramarginal advantages do not enter into price, 
which is the sense in which A. Marshall upheld the Ricardian proposition—i.c. as an 
empty truism. 
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material factors except the differential advantages of location and fertility of 
land (and other natural agents). And it must have occurred to Ricardo 
that here was his opportunity to get rid of the element of rent that disturbed 
his labor-qiiaiitit>’ theory of value. From the structure of his argument in 
Chapter 2 of the Principles,'^* it is perfectly clear that it was location and 
differentia] fertility of different plots of wliich Ricardo thoiiglit primarily, 
and that the case of decreasing effects of successi\*c applications of equal 
‘doses’ of labor to the same plot was, for him, a matter of secondary impor¬ 
tance and was never fully absorljcd into his system, though it not only came 
in iisefulU for the purpose of meeting objections but also was necessar>' in 
order to make his argument complete. 

There is nothing logically wrong with this device. If we do insist on a 
labor-quailtit>' conception of \’aluc, or even on a theory of value that rests 
oil real cost in the sense of disutility and abstinence, and accordingly wish 
to eliminate requisites of produetion that are costless in this sense, the device 
docs its duh'.’"*^ But it is not an explanation of the rent of natural agents, but 
only a substitute for one, which carries meaning only within that theoretical 
set up and is nothing but an obstacle to the recognition of important sym¬ 
metries within any other. However, instead of realizing this and forgetting 
about it, most economists throughout the nineteenth century treated what 
soon became known as the Ricardian 'riicory of Rent as if it had content 

Flaborating suggestions of Ricardo (sec especially Principles, ch. 14), J. S. Mill 
wrote a sketchy but suggestive paragraph on urban rent (Principles, Book iii, ch. 5, J 3) 
that was to be developed by F.dgeworth. 

Chs. 18 (‘Poor Kates’) and 32 (‘Mr. Malthus’s Opinions on Rent'), also his Letters 
to Walthus and Sates on \jalthus' Principles, are essential complements to ch. 2, and 
Ricardo’s views on rent cannot be fully understood without this additional material. 
Perusal of it, however, strengthens the impression that emphasis upon the case in which 
payment of rent is associated with the different effects of equal ‘doses’ of other factors 
successively applied to the .same plot of land was the result of discussion and his own 
furtlier thought rather than a ground floor idea. Even in ch. 2 the passages on this 
case read like an insertion into an argument that did not originally contain them. This 
is why superficial readers so often raised the objection that Ricardo’s theory' postulates 
tlic existence of rentless land. 

It should not be added, however, that the diminishing returns theory of rent has 
the additional advantage of bringing out certain properties of the incomes from the 
ownership of natural agents that arc important for many purposes such as taxation. 
P’or these properties can be stated just ns well from the standpoint of any other theory 
of these incomes, such as the marginal productivity theory. It cannot be too often 
repeated, in particular, that the marginal productivity of an agent that exists independ¬ 
ently of any activity of its owner proves nothing for the income of this owner and is, 
therefore, in it.se]f of no value for purposes of apologetics, though the theory has often 
been misunderstood in this .sense. Vice versa, the Ricardian theory of rent is neither 
necessary nor sufficient for an attack upon the landed interest and it is nonsense to 
maintain, as A. Held has averred, that we must explain it by the hatred that Ricardo 
was supi>oscd to harbor for the landowning class. 
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irrespective of that set-up.*^ Tims, a pointless discussion of its truth or falsity 
grew to be a standard topic of the economic periodicals of the time. Admirers 
not only were in a majorih' but in general also had the better of the argu¬ 
ment. For the objections that were raised rested mostly on misunderstandings, 
which }. S. Mill's standard exposition disposed of with ease. Some of them 
—such as those of Carey or R. Jones — iirc interesting examples of typical 
errors that arc again and again committed hy would-be theorists who have 
disdained to learn the art of theorizing. The reader will find what he may 
need in J. S. Mill and in Cannan.*“ 

Requisiteness and scarcih *•’ of natural agents being all that is necessary 
in order to explain the phenomenon of rent, wc might expect to find, at least 
among votaries of the triad of factors of production, vigorous assertion of a 

It might be objected that Anderson (see above. Tart 11, ch. 5. sec. 2] had taught 
that theoiy without at the same time anticipating any other part of the Ricardian 
system. But his teaching on rent is best conveyed by the phrases that rcMit is a preiniuni 
paid for the privilege of using sui)erioi land and that its paynieiit equalizes the piofits 
of farmers tilling land of different quality. But they point toward a productivity cx]da- 
nation: one pays more for good than for bad land e.xactly as one j)a>s more for a go(Kl 
than for a bad workman; and competition of capitals enforces that equalization exai th¬ 
in the same way in both cases. Let ns note in passing that J. S. Mill, while denying the 
allegation that Ricardo made the cultivation of inferior land the cause of the payment 
of rent on the superior, tried to mend the case by asserting instead tliat it was the 
necessity of cultivating the inferior land that causes rent to be paid (Book 11. ch. 16, 
Jj ;). But this is not true either; at least it is not more true than t(.> say that it is the 
necessity of emi)loying inferior workmen that is the cause of the higher wages of the 
superior ones. 

82 As a consequence of his immature systematization that was due to the hurr>' in 
which his Principles was written. Mill impaired his treatment of the subject by dealing 
with it twice in two far distant chapters; Book ii, ch. 16 and Book iii, ch. 5. These 
two chapters are entirely on Ricardian lines, more so than are any others. 'Lhis is 
another instance of Mill's failure to see the implications of his own theoretical insight. 
Ilou'ever, he did glance in passing at casts in whitli rent constitutes an clement of 
cost of the opportunity-cost tyjje and even admitted that rent is an element of cost 
when it results from a scarcity value (Principles, Book iii. ch. 6, prop. ix). without 
realizing the damaging nature of tliesc concessions tliat give the whole case away. 

83 R. Jones, An Es.vdy on the Distribution of Wealth (1831), of which only Part 1, 
‘On Rent/ was completed. 

84 Did space permit, I should, however, advert to a class of objections that arose 
from Ricardo’s and his followers’ carelessness. "Hiey spoke of ‘doses’ of capital and 
labor that were being applied to land—the term was introduced by James Mill— 
without making any attempt at dealing with the problems incident to the comi)osition 
of these doses. Nor did they take account of the difficulty that land cannot be satis 
factorily graded as to fertility w’ithout reference to given uses. And they committed 
many other i>eccadillos. Objections of this kind are not decisive. But neither arc they 
mistaken. W^e cannot stay, however. 

88 Scarcity, it should be observed, docs not imply decreasing returns. Rent would be 
paid if successive ‘doses' of capital yielded increasing quantities of product up to the 
nth dose and nothing at all from the nth on. 
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productivity theory of rent. But, as we have seen on other occasions, mere 
recognition of the element of productivit>^ does not help us much unless it 
is streamlined by the notion of marginal productivity, exactly as the element 
of utility will not produce any serviceable theory of price unless streamlined 
by the notion of marginal iitilit>'. A marginal productivity theory was, in fact, 
presented by Longfield, who not only anticipated the theory that was to win 
out in the last decades of the nineteenth century, but in addition said practi¬ 
cally all that needs to be said from this standpoint on the West-Ricardo 
theory. Nobody paid much attention, liowcvcr, and J. B. Say’s conception 
of incomes as prices of ]>roducti\c services—^which he himself spoiled by at¬ 
tributing the price of the ser\ ices of land to the institution of private property 
in land—also remained sterile for the time being. So great was Ricardo’s suc¬ 
cess that c\en some writers, who adopted Say’s schema in other respects, in¬ 
serted into it a Ricardian treatment of rent without betraying any symptom 
of logical discomfort: J. S. Mill himself is the outstanding example and 
Roselier is another. But application of the supply and demand apparatus, 
which was being slowly perfected, should ha\c been sufficient to straighten 
the matter out and to end all doubts as regards such points as whether im¬ 
provements ill agricultural methods of production benefit or injure the land¬ 
owner’s interest. It would be, therefore, a useful exercise for us to analyze the 
position of Malthus, since he was as prominent among the builders of the 
Ricardian theorv of rent as he was among the builders of the supply and de¬ 
mand apparatus. \\"e cannot, however, go bevond the following comments.®*^ 
In his Inquiry of iSiv Malthus developed a view that looks much like 
West’s and Ricardo’s. I'he latter evidently was of this opinion since he stated 
in the preface to his Principles that Malthus and West ‘presented to the 
world . . . the true doctrine of rent.’ But even there we may observe the 
seeds of the controversy that was to follovv.*‘' Among other things. Malthus 
insisted on the proi>osition that rent is a surplus that we owe to the bounty^ 
of nature. Now this clumsv' phrase, which has been much misunderstood,**** 
adumbrates a prodnetivity explanation of rent. 'I’lie reason why it was in- 
aeceptable for Ricardo was not that it complimented the landlord: his not 
less clumsy phrases about the ‘niggardliness of nature’ mean not more than 
that land is not a free good, a fact that is just as necessary for a productivity 
explanation as is the bounty. Ihc reason was that this idea was incompatible 

Maltlins’ chief contributions to the pure theory of rent arc his Inquiry into the 
Nature and Progress of Rent (1S15). ch. 3 of his Principles, and his answer to question 
3341 in the 'I'bird Report on Emigration (1S27). 

For Ricardo’s side, sec especially ch. 32 of his Principles and Notes on Malthus* 
‘Principles of Political Economy* (Hollander and Gregory, cd., 1928). We shall neglect 
the disaKrecinent between Ricartlo and Malthus concerning the relation of the land- 
owners’ interests to those of sticiety, which produced nothing worthy of attention. 

Some critics saw' nothing in it but an attempt at ‘justifying* the landlord’s income. 
1 cannot sec, however, that it improves the case for the landlord if he be represented as 
intercepting nature’s bounty, w'hich is the obvious conclusion for enemies of private 
property in land to draw. 
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uith his value theor\\** And so we have after all, in spite of the acknowledg¬ 
ment in Ricardo’s preface, a fundaincnt'al theoretical difference between the 
two from the start. Actually, Malthus did not need diminishing returns to 
account for the emergence of rent. But he did not grasp this clearly and, as 
was his wont, looked for concrete facts associated with the phenomenon to 
be described, whether they were essential to it or not. K\cntually he produced 
a mongrel, which was much more vulncral^le to Ricardo's rapier than a cor¬ 
rect statement need ha\c been, of what he incffectiialh stro\c to express. Me 
even had trouble with rentlcss land and could not quite assimilate the notion 
of the rentlcss last dose of capital. He attached explanatory significance—wc 
sense amusement in Ricardo’s comment in the chapter on Malthus' opinions 
on rent—to the fact that land can produce more than is neccssaiy' for the 
maintenance of the labor employed on it.®” He was not less sure of the im¬ 
portance of the further fact, already stressed by A. Smith, that agrarian pro¬ 
duction was peculiar in that it created, as it expanded, additional demand for 
its products, not in the sense of Say’s law, but because increase in food spelled 
increase in population—which is not true even according to his own (later) 
views. And so he got the worst of it, although there was a strong case be¬ 
hind all his irrelcvancies.®' 

Finally, another range of topics must be touched upon. West and Ricardo 
looked upon their thcor>' of rent as an explanation of a particular branch of 
income that goes to a particular class. They did notice in passing, but did not 
make much of the fact, that the income of this class comprises not onh pay¬ 
ments ‘for the use of the original and indestructible powers of the soil’ but 
also payments for the improvements the landlords ha\c made on it. They 
might have noticed that, in a short-run that may extend over many decades, 
payments for these improvements do not display any economically significant 
differences from those elements of the ‘rent’ which the farmer pays that may 
be interpreted as being paid for those ‘original’ powers. In other words, they 
might have discovered the phenomenon of quasi rent. Tin’s would not have 
materially affected their theoretical structure in general or the nature of their 
rent concept in particular. But other generalizations of this concept did affect 

®® Recall: from the standpoint of a value thcoiy^ tliat rests upon ‘labor cnibocliecl,' 
neither bounty nor niggardliness of nature can have anything to do with the value of 
the product; but the idea of an addition to jjrodiict value by something that is not 
labor would seem from this standpoint particularly objectionable. 

®® It is not without melancholy interest to note how' often both in the theory of 
rent and in the theory of profits tliis ‘argument* recurs in nineteenth ccntur>' literature: 
dozens of authors thought that they were saying something when they gravely pointed 
to the fact that the productive process produced more than is necessary in order to 
maintain the labor employed. 

Occasionally, however. Malthus made a good point. His view that improvements 
in agricultural technique affect rent favorably is indeed not truer than is Ricardo’s 
opposite view'. But he was right in pointing out in his Principles that, this time, 
Ricardo argued the short-run case (as he did more often than either he or his followers 
realized), and Ricardo seems to have admitted as much. 
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its meaning—and were indeed nothing but steps in the inevitable process of 
disintegration of tlic original Wcst-Ricardo ‘theory' of the rent of land. 

We have noticed above the analogy that exists between payments for the 
services of superior land and pajTiients for the scr\ices of superior work. 
Samuel Bailey was the first to turn this fact into an objection to the Wcst- 
Ricardo theoretical pattern. lie was right, though many later authors, Senior 
in particular and also J. S. Mill {Principles, Book in, eh. 5, J 4), generalized 
the W^est-Ricardo concept of rent without polemical intention.**^ There arc 
generalizations that spell additional success for a theor> •. they enrich and ex¬ 
tend, but do not endanger, its original interval of application. But there arc 
others that spell or foreshadow the break-up of the theory: by showing that 
properties which the theory holds to be peculiar to a given phenomenon are 
also to be found in others, they destroy its original significance and substitute a 
new for its old meaning. Generalization of the rent concept was a case of 
the second kind. By virtue of it, rent, the specific return on uninipro\ed soil, 
merged into the logically distinct categorx* of Costless Surplus,®^ of which the 
Rent of Abilih', recognized by Mill and put to good use by von Mangoldt, is 
the most important insbancc. 

(h) Distributive Shares and Technological Advance. TIic study of the nine¬ 
teenth-century literature on this topic is a tedious task. But it may bring solace 
to the hearts of those who despair of the value of the technique that devel¬ 
oped in the last decades of that century,*** for the superiority of that tcch- 

J. S. Mill was no more aware of the implications of this generalization than he 
was of the dangers that lurked lx?hind his admissions of the oiiportunity-cost type. 

*•'* Piiring the period iiiuler survey', this meant, primarily, returns that arc earned 
above other people’s return without an increase in ‘sacrifice' (‘real’ cost in this sense). 
Blit later on it was realized that such a surplus may also be defined in terms of the 
opportunity cost analysis. It then means a surplus above what would be neces.sary' in 
order to draw a service to any particular employment (transference cost). At the 
moment, we are only concerned with those generalizations that emerged during the 
period. Reference should, how'cvcr, be made at once to F. A. Fetter: ‘The Passing of 
the Old Rent Concept,' Quarterly Journal of Economics, May 1901. 

Some familiarity with the elements of modern technique is in part necessary in 
order to appreciate the argument of this subsection. I’hc reader finds all he needs for 
this purpose in J. R. Hicks, Theory of Wages, 1932; see especially eh. 6. I w'ish to 
point out. however, that in analyzing the effects of factor saving machineiy (no matter 
wliether tlie factor saved is 'labor,' 'land,' or 'technological capital* itself), we must be 
careful to distinguish two cases. Technological improvement may impinge upon the 
l^roductive ]>rocess from outside, that is to say, through some innovation that re\'o- 
hitionizc.s the technological horizon of producers (changes their ‘production function.s'). 
I’he ‘classic* writers thought exclusively or almost exclu.sively of this case and hardly 
every realized—an exception was Barton—that there is another ease the effects of 
w'hich differ substantially from the first: machines may also be introduced that arc no 
novelties to producers and, $0 far as technological knowledge is concerned, could have 
been introduced but were not introduced before, because it would not have been 
profitable to do so. Owing to a change in the relative prices of factors (e.g. an increase 
in wage rates), their introduction may, however, become profitable. Here we have no 
change of technological horizons but a change in the combination of factors within 
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niqiie—so often called into question—in the solution of practical problems 
no\Ahcre stands out better than it does in this field. So do, by the same token, 
the shortcomings of ‘classicar analysis. '^The economists of that period were 
unable to see the general problem at all: they tried to forge different doc¬ 
trines for the effects of technological advance on the rent of land and on 
wages. They had to consider the problem separately, as a semi-independent 
side issue of the theory' of distribution or as something to build onto the 
latter’s main structure instead of solving it on the ground floor of the main 
structure, ^\"e have seen, in fact, that in their analysis of fundamentals they 
made, and had to make, the assumption that the ratio between wage capital 
and technological capital is constant and that new sa\'ings—this does not 
apply to Marx, howc\cr—are in\estcd in the same ratio. Finalh', they were 
unable to follow the effects of technological advance through the economic 
system as a whole but picked out bits of them here and there, so that fre¬ 
quently such disjointed elements of what should be a comprehensive theory 
were marshalled against each other as if they involved different theories.®’^ In 
order to bring this out clearly, we shall confine oursehes to the problem of 
how technological advance affects the interests of labor and in addition 
posit this restricted problem in the form in which it posited itself to Ricardo 
in the famous Chapter 31, *On Machincr> / which he added to the third edi¬ 
tion of his Principles, that is, in the form that occurs naturally from the N^’age- 
fund standpoint and indeed is an excellent illustration of the wage-fund doc¬ 
trine, considered as a method of analysis, Wc shall ask: how does the introduc¬ 
tion of a newly iinented machine®' affect the size of the wage fund? 

Long before the industrial revolution, people realized the obvious fact that 
machinery* often displaces labor. As we ha\e seen above, go\emments and 
wTiters worried about this and labor groups and citizens’ guilds fought against 
machinery, the more so because immediate effects of this kind are concen¬ 
trated in time and place, \^hcreas the long-run effects on general wealth are 
much less visible in the short run and much less easy to trace to the machine. 
The public, too, did not in general look with fa\or upon machine production 
because, in addition to being associated with unemployment and child labor, 
it was then also associated with inferior qualih’ of product. Tlie growing labor- 
ist literature voiced those observations and feelings not more strongly than 

unchanging production functions. .\ third case was recognized by A. Smith, namely 
the case where the introduction of a machine that had been known before becomes 
profitable as soon as output expands beyond a certain figure. 

These shortcomings were not so much due to faulty handling of the ‘classic’ 
apparatus of analysis but to deep seated faults of this apparatus itself. These faults 
were many. But if we were called upon to name one as more important than others, 
we should have to name once more the failure of the ‘classics’ to understand substitu¬ 
tion (both of factors and of products) in its full importance. 

On the ‘classic* theory of the effects of technological advance on the interests of 
landowners, see above, ch. 6, sec. 6h. 

See first footnote of this subsection. 

As a typical example, see Observations on the Use of Machinery in the Manufac¬ 
tures of Great Britain ... By a Mechanic, 1817. 
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did some writers of scientific standing, such as Sismondi,®® who, mostly, de¬ 
rived from them another argument against saving. Most English economists 
saw deeper than that and did in this matter exactly the same kind of thing 
that they did in others, as, for example, in the matter of international trade: 
preoccupied with what they considered to be fundamental truth and fighting 
the public’s propensit)’ to attend too exclusively to temporary phenomena, 
they attended too little to temporary phenomena themselves. With the en¬ 
gaging frankness that was justly commended by Marx, Ricardo explained on 
the first page of his chapter on machinery that he had shared the prevailing 
view that, barring temporary difficulties of transition,’labor-saving ma¬ 
chinery had no effect other than to benefit all classes as consumers. Like in¬ 
crease in foreign trade, therefore, the process of mechanization was a matter 
of welfare—which it was sure to increase—rather than a matter of that value 
(Ricardian value), with which he was chiefl>' concerned, except of course 
that mechanization would reduce the real and the relative values of the 
products affected by it, a fact to which Ricardo points again and again. 
The reason wh\ he thought that no fpermanent) reduction in wages (total 
real wages in our sense of the word) would be induced by it, was that mech¬ 
anization would not decrease the wage fund.”'- But then he went on to con¬ 
fess that he had disco\crcd reasons for believing that it would. 

Before presenting Ricardo’s arginnent, I shall introduce a book that evidently had 
more to do with Ricardo’s change of mind on the subject of machinery than liis 
reference to it suggests: ]ohn Barton’s Obsenatiuns on the Ciicurnstances which in¬ 
fluence the Condition of the Labouring Classes of Society (1817). It is a remarkable 
performance and far above the rest of the literature that currently criticized the 'classic’ 
leaders for tlieir lack of realism, actual or .supposed. T here is even a small element of 

French economists of the 'conservative’ type, such as dc \Tllencuve Bargemont 
(see above, eh. 4, see. 4) and L. G. .\., \Tcomte dc Bonald (see Oeuvres completes, 
ed. f. P. Migne, 1859, vol. iil went still further than Sismondi. But even Sismondi’s 
argument is, so far as its analytic aspects are c'oncerncd, nothing short of deplorable in 
places. See, e.g., his reasoning in blouveaux Principcs, vol. 1, pp. ^75 So. and in ‘Du 
revenu social’ in the 1st vol. of the Etudes sur Veconomic politique (1S37-8). 

100 Marx, with glowing rhetoric, was to point out the terrors that may be and some¬ 
times were covered by that cool phrase. It would have been more to the point, how¬ 
ever, if he had pointed out, even though at some sacrifice of rhetoric, that di.splaccment 
of labor by machines may be temporary so far as the effects of each distinct act of 
mechanization is concerned, and yet explain permanent presence of unemployment on 
the assumption that .such distinct acts cK:cur often enough. This point should not be 
overstressed, but a little overstressing of it would have .supplied Marx with a theoiy of 
permanent unemployment that would have been much less untenable than W'as his 
own, besides saving all the trouble and bile he wasted upon the effort to refute what 
he called the theory of compensation. 

1”’ It may be noted in passing that the long run prediction about the course of rela 
tive values, which follows from Ricardo’s theor>' of value, constitutes its main factual 
justification: clearly products that embody less and less labor per unit as time goes on 
have historically fallen in price, at least relatively to the others. 

102 We see here, clearly and instructively, the effects of Ricardo’s general set-up which 
hid from his eyes any analogy between rent and wages. 
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truth in the note that Professor Foxwell put on the copy that is in the Kress Library: 
'a ver>' able tract. . . Its solid and weighty character contrasts in a marked way 
with Ricardo’s flimsy and unreal speculations’ [sic!]. Barton knew better than to object 
to abstract reasoning per se or to point to facts that seemed to contradict Smith’s or 
Ricardo’s conclusion: he knew how to reason and to indicate the cause of those dis 
crepancies between theory' and facts. Thus his ‘reconciliation’ of the views of Ricardo 
and Smith on the subject of the fall in the rate of profits (op. cit. p. 2311.^ is as sim 
pie as it is ingenious. But we must confine ourselves to the only proposition that is 
relevant to the point in hand. He denied that demand for labor always and necessarily 
increases proportionately to the increase in total wealth (capital plus revenue, accord¬ 
ing to A. Smithl and that it cannot increase for any other reason (as asserted in the 
Poor-Law Report of the House of Commons, which appeared shortly before the pub 
lication of Barton’s book) .^^3 reason why he denied it was that annual sav 

ings do not necessarily issue in proportional increases in fixed and circulating capital 
(meaning technological and wage capital) but may increase the one more than the 
other, according to which of the two is more profitable. He explains correctly that if 
wage rates rise relatively to commodity pric-es, ‘masters’ will try to use as much ma 
chinerv* as possible, whereas in the opposite case they will be induced to hire more 
hands: here, then, we have a clear perception of the relation of substitutability be 
tween capital and labor that improved upon Lauderdale’s and anticipated Longfield’s 
but W'as also ignored by the more influential writers. But though Ricardo did not 
realize the importance of this principle, he at least accepted the idea that the intro 
duction of machineiy into the productive process may injure the interests of manual 
labor (irrespective of the temporary disturbances that do so in any case) by reducing 
the total demand for it; and he illustrated this by a numerical example that differs 
but little from Barton’s (op. cit. p. 15). 

Ricardo argued like this. A ‘capitalist,’ who so far has employed a certain 
number of laborers with a certain amount of ‘fi.xcd’ capital, decides to intro¬ 
duce a newly invented labor-saving machine and lets part of these laborers 
produce this machine, which in his balance sheet now stands for part of the 
wage capital that he used to reproduce, with a profit,*®* year after year before. 
His motive for doing so is that, since not all firms adopt a new machine si¬ 
multaneously, a temporary' profit is attached to the introduction of the ma 
chine. In Ricardo’s example, the ‘capitali.st's’ capital remains intact—it neither 
increases nor decreases in value. But it has changed its organic composition. 
Wage capital has been converted into technological capital—there is now 
more of the latter and less of the former. When the temporary gain has been 
eliminated by the competition of other firms who do the same thing, then it 
is possible that the amount and rate of profit on the total capital will be 
what they were before the insertion of the machine. Prices of commodities 
will fall, however, and the manufacturers' wage fund will lx: permanenth* 

103 jie also denied that liberal reward of labour, as it is the effect of increasing 
wealth, so it is the cause of increasing population.’ But into his argument against this 
we cannot enter here. 

In this chapter, Ricardo comes nearer than he does anywhere else to the profit 
analysis that Marx w^as to make his own. Nowhere else is their relation so clearly the 
relation of Professor Ricardo and tutee Marx—though, as may lx the case sometimes, 
neither would have been completely pleased with the other’s performance. 



GENERAL ECONOMICS: PURE THEORY 683 

decreased and population will have become ‘redundant/ which is what Ricardo 
set out to prove. 

Ricardo concluded from this that the opinion prevailing in ‘the labouring 
class, that the employment of machinery is frequently detrimental to their 
interests, is not founded on prejudice and error, but is conformable to the 
correct principles of political economy.’ It was this sharp-edged pronounce¬ 
ment that monopolized professional attention, reinforced as it was by another 
passage in the same cliajiter which afBrinecI that in cases like the one dis¬ 
cussed ‘there will necessarily be a diminution in the demand for labour, popu¬ 
lation will become redundant, and the situation of the labouring classes will 
be that of distress and po\erty.’ hriends and foes seem to have seen nothing 
else and, ever since, Ricardo has stood in doctrinal historv' as the chief ex- 
jjonciit of the view that those statements in fact do seem to express. But, if 
we take account of the rest of the chapter and bear in mind that it professedly 
deals with what Ricardo used to call permanent effects, it is clear, first, that 
they do not follow from the numerical example alluded to and, second, that 
Ricardo was aware of this and did not mean at all what these statements 
say. As regards the first point, Ricardo’s example covers only part of the 
course of e\cnts that the introduction of the maehinc sets into motion: his 
anahsis of the case is indeed an example of the method of Comparative Statics, 
but the second of tlie two states compared is not a definitive state of equi¬ 
librium, for we are not told \\hat happens to the workmen who have lost 
their jobs, \ct they cannot remain unemployed unless we are prepared to vio¬ 
late the assumption that perfect competition and unlimited flexibilih- of 
wages prevail. As regards the second point, Ricardo, though in a particularly 
narrow and inconclusive way, fully recognized that mechanization may in¬ 
crease productive efficiency so greatly ‘as not to diminish the gross produce’ 
(gross produce in his sense, that is, the net national product including wages) 
in terms of commodities. Ihis amounts to saying that real wage income (in 
our sense) need not fall ‘permanently’; and that in any ease, the purchasing 
power of profits and rents lacing increased by the fall in prices resulting from 
mechanization, ‘it could not fail to follow’ that, with constant propensih’ to 
sa\e, capitalists and owners of natural agents would fill up the depleted wage 
fund again by means of increased savings, 'riiesc admissions (for brcvit>'’s 
sake I neglect others) are not exceptions to his argument but result logically 
from it, if it be eontimied be\ond the point reached by the numerical ex¬ 
ample. 'riuis they make Ricardo the father of what Marx called the Theory 
of Compensation—the theory that the working class is being compensated 
for initial sufferings, incident to the introduction of a labor-saving machine, 
by fa\'orablc idterior effects—which Marx attributed to James Mill, McCulloch, 
T’orrens, Senior, and J. S. Mill, thereby constructing an entirely unrealistic 
contrast between these men and Ricardo. More or less, most economists have 
done the .same thing, even those who did not wish, as did Marx, to single 
out this so-called theory of compensation for vituperative comment (see Das 
Kapital, vol. i, eh, 15, sec. 6). 
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The controversy that went on throughout the nineteenth century and be¬ 
yond, mainly in the form of argiiinent pro and con ‘compensation,* is dead 
and buried: as stated above, it xanished from the scene as a better technique 
filtered into general use which left nothing to disagree about (see reference 
to Hicks’s Theory of Vf'jges, first footnote of this subsection). Ne^•erthcless, in 
order to understand an important phase of past doctrinal history, a few clarifi¬ 
cations will be useful. In the first place, the reader must not think that Ri¬ 
cardo was wrong in tlic result that he formulated in the t\N’o statements quoted 
above. On the contrary, if we interpret him to ha\c meant that mechaniza¬ 
tion may permanently decrease labor’s relatixe and possibly even absolute share 
in national income (no matter whether this be real income in our sense or 
in Ricardo’s^, he was correct. Only, liis argument taken as a whole docs not 
prove it. In the second place, so far as Ricardo meant to convey not only an 
abstract theorem but a picture of practically rele\ant processes and likelihood, 
he obviously underrated the effects of the increase in producti\c power that 
mechanized capitalism would display and of the expansion of output that 
would result therefrom—so that long-run ‘distress and po\crt>’ looms larger 
in his text than it should in a realistic picture. On the one hand, this was 
due to something that is much worse than defectire technique, namely, to 
lack of imagination: he never clearly realized that the essential fact about 
capitalist ‘machinery’ is that it does what, quantitatively and qualitatiNcly, 
could not be done at all without it or, to put it differently, that it ‘replaces’ 
workmen who ha\e never been born. But, on the other hand, this was due 
also to the shortcomings of his analytic apparatus, which did not lend itself 
readily to the description of quantitative expansion. In particular, in the Ri¬ 
cardian system prices can fall to cost level directly, that is, in a way other 
than by increase of output (Principles, ch. 50): hence he failed to sec that 
total output in terms of goods must increase, under conditions of perfect com¬ 
petition, which he assumed, in consequence of mechanization. He further 
failed to sec clearly that, if we express the wage fund also in terms of com¬ 
modities, it can increase without any increase in sa\'ing, though it is then 
much more natural to say simply that real wage incomes (in our sense) in¬ 
crease than it is to say that the wage fund increases and that real wages in¬ 
crease in consequence of this. 

In the third place, the reader who. on perusal of Ricardo’s chapter on 
machinery, sets it down as a mess is perfectly right; and he may well ask for 
the reason. It seems to me that the reason is that Ricardo, while retaining 
his own approach in terms of real value (‘labor embodied’), at the same time 
repeatedly crossed the frontier that separates this approach from analysis in 
terms of goods. Why he did this is clear: his exact reasoning is always in 
terms of the labor-embodied approach; but this approach docs not lead to 
any results about anyone’s distress or welfare, which were what interested him 
in this chapter. And so he mixed up the two, sometimes speaking of ‘distress 
of labor’ when summing up an argument that was in terms of labor embodied 
and hence irrelevant to real incomes in our sense, that is real income in terms 
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of goods, sometimes speaking in terms of his real value in the course of an 
argument that makes sense only in terms of absolute quantities of goods. 

Finally, in the fourth place, additional clarification may be desirable as re¬ 
gards that increase in sa\ing by capitalists to which Ricardo attributed ef¬ 
fects that would or may remedy the injury the machine does to workmen. 
Since this injury, within Ricardo's wage-fund method, is described as a re¬ 
duction in the Ricardian value of the wage fund, additional saving will in fact 
tend to repair the damage. Now this additional saving comes from profits for 
two alternative reasons. First, even if the rate of profit be not increased per¬ 
manently (if, in Ricardo’s language, the ‘value’ of jjrofits be not increased), 
a fall in prices of the goods they consume makes it easier for capitalists to 
save, which (if propensity' to consume remains constant as it always is with 
both Ricardo and Keynes) they will accordingly do. But, second, if the cheaj5- 
ened goods are, wholly or primarily, consumed by workmen, then, according 
to Ricardo’s theory, the rate of profits will increase. .‘\nd inercased saving will 
follow from this. Let me add that J. S. Mill did accept Ricardo’s methods, 
but did not follow them closely. The main comfort he had to offer to the 
working class was that mechanization occurs in a process that produces ample 
sa\ings that easily replace reductions in the wage fund caused by incchani/a- 
tion (they would otherwise spill over into colonies and so on) $0 that these 
reductions arc likely to be potential rather than real. Marx ought to ha\e 
liked this—for it offers a nice suggestion for the socialist theory of im¬ 
perialism (see below)—but he did not display gratitude when he used it. 

Marx (op. cit. ch. i;;) accepted Ricardo’s analysis, adding nothing essential 
but minimizing the Ricardian qualifications, beating out the slender result to 
its thinnest leaf, making the most of the unemployment that has been hi.s- 
torically associated with the process of mcchani/ation, and allowing himself 
to be carried on b> his glowing rhetoric to a pitch of excitement such that 
he even overlooked some points he might ha\c made for his own theory 
or against the hated theory of compensation. Perhaps this shows, as do in 
his case other e.xeesses of this kind, that he was not quite sure of his ground. 
Certainly it shows that he was aware of the decisive importance of the mech¬ 
anization problem for his ultimate conclusions concerning the future of the 
capitalist system. Machines had to throw the laborers on the pavement’— 
still better, because of English machines the bones of Indian weavers had to 
‘bleach in the sun.' Marxist unemployment is essentially technological unem¬ 
ployment. This technological unemployment had to create a permanent ‘in¬ 
dustrial reserve army’—Ricardo's redundant population. And the presence of 
this permanent industrial reserve army—only temporarily absorbed in spells 
of high prosperity—had to deprc.ss real wages (in our sense) to levels of ever- 
increasing iniscrx', degradation, and so on {Verclendiing) that would eventually 
goad the proletariat into the final revolution. Of course, this was only an 
‘absolute law.’ Of course, Marx's effective display of severely selected his- 

105 The reader should remember what this phrase means in the Marxist lingo, 
namely, the same thing as an abstract tendency that is not necessarily verified in any 
given stretch of economic history. 



686 m: from 1790 to 1870 

torical facts, which fill out his analysis in that chapter, contains a consider¬ 
able number of qualifications of his own as do some passages in the third 
volume. But since abstract tendencies drixe nobody into misery and despair 
and since Marx took little heed of his qualifications xxhen it came to ultimate 
conclusions and purposes (see, e.g., ch. 52, ‘Historical Tendency of Capital¬ 
istic Accumulation*), no Marx apologetics can be successful that proceed on 
cither of those lines. Wc have no choice but to take statcnieiits like that 
above seriously. If we do, the failure of Marx’s attempt to turn the possibility 
that Ricardo envisaged into inexorable necessity endangers the logical structure 
of his system as much as the actual history* of the working class endangers 
any claim it might have to realism.^®® 

But it is only the thesis about increasing misery that needs to be dropped 
from Marx’s analysis of the process of technological development, although, 
from the standpoint of Marxist orthodoxy, it may be all-important. Other 
results remain. In order to see them in their proper light, let us remember 
that in Marx's general schema, social evolution is propelled by a force that 
is immanent or necessarily inherent in the profit economx*. This force is Ac¬ 
cumulation: under pressure of competition, the individual concern is com¬ 
pelled to invest as much of its profits as possible in its own jnoductixe ap¬ 
paratus; and it is compelled to invest them primarily in technological capi¬ 
tal, naturally looking always for machines of exer-new txpes. 'Fhis does not 
permanently benefit ‘capitalists' as a class for, as Ricardo had already 
pointed out, any supernormal gain is quickly eliminated by competitors* 
adopting each technological improvement. But the temporary advantage 
gained by the one who is first to move gives him a lead in the race: rushing 
down on declining average-cost curves and annihilating (‘expropriating’) the 
weaker ones in the process, capitalist concerns, individually growing in size, 
build up vast powers of production that eventually burst the framexvork of 

108 TTiere are Marxists who actually do not mind taking up the ridiculous position 
that a tendency for the working class’s standard of life to fall is in fact observable. 
Others have confined themselves to the less absurd projiosition that Marx’s abstract 
law has been put out of operation, owing to uniquely favorable conditions that have 
prevailed in the nineteenth centurv' (such as the opening up of new sources of food* 
stuffs and raw materials through the spectacular cheapening of transportation), but will 
assert itself eventually if it has not done so already in the iq^o's. Still other interpreters 
have made efforts to make Marx's law mean relative mi.sery only, i.e. a fall in the 
relatix'e share of labor, w'hich, besides being equally untenable, clearly violates Marx's 
meaning. 

*0^ Of course, this is saying the same thing as that the individual conc’crn is com 
polled to save, a phrase the highly undesirable implications of which Marx fought like 
a lion to avoid. In pointing out the existence of this compulsion he did, however, 
betray a much deeper understanding of the capitalist mechanism than can be attributed 
to the ‘bourgeois’ economists of his age. But in common with them, he saw nothing 
but the mechanical aspect of accumulation, hence not the reality of capitalist evolution 
but only its reflection in growing heaps of inanimate things: bc.sides accumulating 
these, ‘capitalists’ did nothing but exploit. 

108 On the ‘law of the falling rate of profit/ .see above .subscc. 6 c. 
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capitalist socich'. Not all this has stood up. Particularly vulnerable is the last 
point: Marx never made it elear prceisch- how the economy of giant concerns 
is to break down, and his break-down theory (ZusammeJihriichstheorie) has 
in fact been renounced by some of his most eminent followers. On the whole, 
however, one cannot but be impressed by both the analytic and realistic vir- 
tucs of this conception of capitalist evolution, especially if one compares it to 
the modest elements of it that Marx found in Ricardo's chapter on machinery. 
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1. England's Problems 

It is the common opinion that the foundations of the monetary science of 
today (or >esterda> ) were laid by the writers who discussed the issues of Eng' 
lish monetary and banking policy from the Restriction Act 11707) to the gold 
inflation of the i8;;o’s. Tliis neglects indeed the hVench and Italian work of 
the eighteenth ccntur>- but nevertheless comes nearer to the truth tlian such 
sweeping statements usually do. Man\ of those writers mo\ed on an unusu 

ally high level, llicy soared with ease into tlic si>here of abstract generaliza¬ 
tion and Mere possessed of a genuine will to anahze. 'rhis is the more re¬ 
markable because most of them were men of practical affairs and primarih 

interested in practical measures. W'c arc accustomed to a different state of 
things: few modern economists would look to men of practical affairs and 
especially to bankers for help in their analytic task or even consider them 
as authorities on the principles of their own business. But this situation de¬ 
veloped in the next period. In the one under survey, it was the practitioners 
who were in the \an of analytic advance, and research workers of different 
types were in most cases content to take their clues from them. 

With most of the leading performers we are already acquainted, especially 
with Ricardo, Malthus, Senior, Tookc, Torrens, and J. S. Mill.‘ A small num- 

^ Some of the relevant publications of these and others have also been mentioned 
already. Others will be mentioned in the appropriate places. Ricardo's main contri 
butions will, however, be listed at once. As the reader knows, it was as a writer on 
monetary policy, in the discussion on war inflation, that Ricardo first made bis repu 
tation. ITi.s three letters to the Morning Chronicle (1809, Hollander reprint as Three 
Letters on the Price of Gold, 1903; were followed by a fuller statement of his views in 
pamphlet form: The High Price of Bullion, a Proof of the Depreciation of Bank Notes 
fi8io). The Reply to Mr. BosanqueVs Practical Observations on the Report of the 
Bullion Committee, Ricardo's only exploit in Tactual* work —but very interesting as 

m 
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ber of others will be introduced as we go along. But Henry Tliornton (1760- 
1815) must be saluted at once. He was a banker, M.P., philanthropist, and— 
which he himself and many who knew him would presumably have put first— 
a leading figure in the influential group of Evangelicals that was known as 
the Claplinm Sect. His Enquiry into the Nature and Effects of the Paper 
Credit of Great Britain (1802) - is an ama/ing performance. The product, ac¬ 
cording to Professor \'on IIa\’ck’s estimate, of work that extended over about 
six years during which the author's energy was largely absorbed by business 
and political pursuits, not faultless in detail and not fully matured, it antici¬ 
pated in some points the analytic de\elopinents of a century to come. No 
other performance of the period will bear comparison with it, though se\cral, 
among them Ricardo's, met with much greater success at the time as well 
as later. In part this was because the author put no emphasis at all upon his 
novel results—the book reads as if he himself had not been aware of their 
novelty. Perhaps he was not, though he paid an almost academic amount of 
attention to such jjredeeessors as he kncw\ He was one of those men who 
see things clearh and who express with unassuming simplicih what they see. 

We shall confine ourselves almost exclusively to English work—a decision 
which, for tlie epoch and the topic, may be justified e\en apart from the con¬ 
siderations of space that impose it. With qualifications to be mentioned, this 
work was successfully sunimed up by j. S. Mill. The relevant chapters of the 
Principles contain some of Mill’s best work. It displays indeed some contra¬ 
dictions, hesitations, and unassimilated comproniisc.s—as docs his work on 
\alue—but even thc.se were not unmixed evils since they brought out, in 
strange contrast to Mill’s own belief in the finalit\' of his teaching, the un¬ 
finished state of the analysis of that time and thus indicated lines for further 
research to follow. In any case, it was primarily in Mill’s formulation that 

such—api)c:ucd in 1811; the Proposals for an Economical and Secure Currency in 
1816. Chapter 27 of the Principles (1S17), ‘On Currency and Banks’ retains independent 
iinportaiice in spite of the long quotation from the Proposals. The Plan for the Estab¬ 
lishment of a National Bank (1823) has been reprinted by Professor Hollander in Minor 
Papers on the Currency Question, 1809 23, by David Ricardo (1932; sec the discussion 
of this plan in Professor Ri.st’s, History of Monetary and Credit Theory, pp. 177-9), 
which contains also other pieces that are quite essential to a full understanding of 
Ricardo's views. Other items might be added. Ricardo’s thcor>' of money, credit, and 
banking gains on ncquaintance. and in perusing his letters as wx'll as his evidence before 
the Committees on the Usury Laws and on Resumption, one discovers more and more 
fragments that might be combined into a spacious structure. No attempt will be made, 
how'ever, to do so. We shall have to l>e content with a few features of Ricardo’s analysis 
that arc of major inqiortance to doctrinal history. Ihe reader is warned that this may 
involve some injustice to his performance as a whole. But the impression the reader is 
bound to get, that Ricardo did not contribute much that was both true and original, 
agrees with \’’incr's judgment (op. cit. p. 122), and so does, 1 believe, my opinion that 
as an analyst of money and credit Ricardo w'as inferior to Thornton. 

*llie Librarj' of Economics reprint (1939) is prefaced by an essay by Professor von 
Hayek, the scholarship of which is surpassed only by its charm. The reader who misses 
it deprives himself not only of much valuable information but of an exquisite pleasure. 
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the work of the first half of the nineteenth century reached the writers of the 
second half, and wc shall therefore keep this formulation in view, as a point 
of reference, throughout this chapter. 

I ha\'e commended the taste and ability for theoretical analysis of the 
wTiters of that period. Nevertheless, their analysis was too closely bound up 
with the conditions and problems of their time and country to admit of expo¬ 
sition without reference to these conditions. Accordingly we shall now cast a 
perfunctory glance at them—neglecting cntirch*, for the reason stated, the 
much more exciting experiences of the United States and of some continental 
countries. Sources of more adequate information arc presented below. 

To the student who wishes to have a single reference on which to concentrate I 
recommend Professor Vincr's presentation in Studies in tJie Theory of International 
Trade, Chapters in, iv, and v. This masterly piece of research—admiration for wliich 
does not. however, imply agreement in eveiy particular—will serve both for the his 
tor>' of the most important facts and controversies, and as a guide to further historical 
literature. For statistical figures, see |. Silbcrling. ‘I niancial and Monetary Policy 
of Great Britain during the Napoleonic Wars.’ Quarterly Journal of Kconomics, May 
1924. and 'British Prices and Business Cycles, 1779 iSso,’ Review of T.conotuic Sta 
tistics, Preliminaiy vol. v, 1923, and E. V. Morgan, 'Some Aspects of the Bank Re 
striction Period, 1797-1821.’ in Economic History, A Supplement to the Economic 
Journal, Februaiy 1939. 

By far the greatest contemporaneous histoire ralsonnee is Tooke and Newmarch. 
Ilustory of Prices (discussed above ch. 4, sec. 8a). Peru.sal of Sir 'P. K. Ciregory’s in 
troduction to the 192S edition of this work is the second recommendation I have to 
make Mr. R. G. Hawtrey’s Currency and Credit (3rd cd.. igzS. ch. iS) and Art of 
Central Banking (1932, ch. 4). usefully supplemented by Mr. W'. T. C. King's History 
of the London Discount Market (1936), come next. Further hel]) will be derived 
from J. W. Angell, The Theory of International Prices (1926); E. Caiman, I'he Paper 
Pound of i"97 iS 21 (1919), which contains a reprint of the Bullion Report; A. E. 
Fcavear>ear. The Pound Sterling (i93i» ch. 9); A. W. Acworth. Einancial Reconstruc¬ 
tion in England, 1815 22 (1925); R. S. Sayers, 'The Question of the Standard in the 
1850's,’ Economic History, A Supplement to the Economic Journal, fanuaiy 1933, 
and The Que.stion of the Standard, 1 Si 5 44’ (ibid. February 1935); R- H- I- Palgrave, 
Bank Rate and the Money Market (1903); and Elmer Wood, English Theories of 
Central Banking Control, 1819 1S58 (1936), with a valuable bibliography which in 
particular presents a list of reports of committees on monetaiy subjects and of otlier 
official papers to which, as usual, no justice can be done here. 

(a) War Inflation, 179^1815. In spite of the suspension of the Bank of 
England’s obligation to redeem its notes in gold, 1797,* war finance did not 
produce any great effects upon prices and foreign-exchange rates until about 
iSoo. To the modern student who is inured to stronger stuff, the most strik¬ 
ing feature of the subsequent inflation is its mildness: at no time was the 
public’s normal bchaiior with respect to money seriously disturbed; at no 
time did the impact of the government’s war expenditure blot out those fluc¬ 
tuations that might have been expected to occur in the usual course of things; 

« This Restriction Act was not passed as a war measure but in order to stop a run 
upon the bank. 
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at no time was the government driven to anything more unorthodox than 
abnormally heavy borrowing from the Bank, and even this borrowing ncxer 
surpassed the limits beyond which the term ‘borrowing’ becomes an euphe¬ 
mism for printing government fiat; at no time, finally, was the national wage 
bill—the chief conductor of inflationary effects—so seriously expanded as to 
endanger the currency. It was in fact this very mildness of the inflationary 
process that made diagnosis so difTiciilt. In particular, it made it more difficult 
to recognize the inflationar}’ element in the situation and to distinguish it 
from the effects upon foreign exchange of the two circumstances that a great 
part of war expenditure was for financing allied and English armies on the 
Continent, and that English exports and imports were for years together seri¬ 
ously interfered with. 

Government spent lavishly. But it also did its best, by the introduction 
of an income tax and in other ways, to keep the inflationary advances from 
the Bank down to a minimum, and its finance never ceased to remain compe¬ 
tent and responsible. But the reticence of the government about the extent 
of its borrowings from the Bank, quite understandable until ^\"aterloo, was 
a contributory factor in people's propensih* to blame the Bank for whatever 
consequences they did not like. "Iliis propensit}', strong at all times, which was 
fully shared by the majority of writers, must be borne in mind throughout: 
from Ricardo to the most unsophisticated man in the street, everybody loved 
to make a whipping boy of the central bank, a habit economists have retained 
to this day. In public at least, the Bank was unable to defend itself, because 
no effective defense was possible without giving the government awa\'—and 
politicians in power arc in a position to make their resentment felt. 'I’liis may 
conceivably explain much that strikes historians as lack of insight in the offi¬ 
cial pronounccnients. As a matter of fact, the Bank was obviously not free 
to refuse the government’s ‘requests* for adxances. If there can be any ques¬ 
tion at all of its ‘responsibilit\' for inflation,* it must be understood to refer 
to its loans to (discounts for) the public, which were inevitably increased as 
a consequence of the government’s deficit spending. But the\' were rationed 
and kept down whenever go\ernment borrowed heavily, and cannot be said, 
e\'crything considered, to have been obviously excessive—though it is, of 
course, alwa\s possible to argue that they could ha\c been less had the Bank 
been willing to take the responsibilih' for disturbing production in wartime. 
Moreover, punitive rates * above 5 per cent were rendered impossible by the 
usury laws until 1852. ITicrc is no doubt that such inflation as there was 

* I shall take this opportunity to clear up a point that played a role in the discussion 
of the Bank's responsibility and arises in every war inflation. C*overninent expenditure 
financed in any way that docs not icdncc the public's expenditure by the same amount 
will raise prices, if it impinges on a well employed business organism, which in the 
case !>efore us was .so at times but not at others. Wlicn prices have risen, then, the monc>' 
cost of producing being increased thereby, nongovernmental borrowing will be increased 
also: the government inflation produces in this ca.se a sc:condar>' wave of credit inflation 
and also reinforces it.sclf currently. Now' it is evidently possible to say, since such gov¬ 
ernment inflation by definition implies increase in the means of payment and since 
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was strong enough to accentuate speculative excesses and breakdowns, a boom 
in agriculture, and conditions of general prosperih^ in most of the rears to 
iSicj, none of which could, however, have been entirely prevented by the 
Bank. 

On the surface, then, the controversy that contributed so much to mone¬ 
tary analysis nas siinph' a controversy between writers who .sought to prove 
and to indict inflation and to locate the responsibility for it with the Bank, 
and other wTiters who sought to deny the presence of inflation or to justify 
it and to locate the responsibilit\' for rising prices and iinfa\orablc exchanges 
with circumstances other than the behavior af the Bank. So far as this goes, 
it is possible to speak of two fairly well defined and oi3posing groups or parties. 
Also, the first one may be said to have prevailed in the sense that it succeeded 
better than did the other in impressing its views m^on the famous Bullion 
Report of iSio."’ In consequence, it has become usual to affix to the mem¬ 
bers of this group the meaningless label Bullionists and to the opponents of 
the report the label Anti-Bullionists, although the report itself realb’ repre¬ 
sents various compromi.ses. However, the practical issues and the recommen¬ 
dations as to bvliat should be done about it' arc of no great importance for 
us. Important is the analytic quality of the arguments and diagnoses produced. 
And from this standpoint the party lines lose much of their definiteness and 
almost all their interest. The differences between the supporters of the Bullion 
Report are actualb much more interesting than is the common bond between 
them. But before taking leave of this historic document, let us note the sig¬ 
nificant fact that the Report of the Cunliffc Committee that recommended 
England's return to gold at prewar jrarity in jqiS (final report, igic)) dis¬ 
played little, if any, knowledge of monetary problems that was not possessed 
by the men who drafted the Bullion Report. 

(b) The Question of the Standard. About twenty years of irredeemable 
paper and all the economic changes that had occurred during that time made 
the problem of deciding on a moiietar\- pfjlicy much more difficult than it 
would have been after a shorter disturbance. De facto, though not legally, 

the secondary' inflation docs the same, that the whole trouble is ‘inercasc in the quantity 
of money.' But since this increase in tlic quantity of money is an incident in a process 
that involves many more fundamentally 'cansar elements fthc policy tliat led to the 
war, among othersi, and since the secondary inflation is in fact iiKlnced by a preceding 
rise in prices, it is equally possible to say that the bank or banks which finance the 
increase in both governmental and busine.ss expenditure are playing a 'passive* role and 
in particular, so far as business borrowing i.s concerned, arc but ‘responding to needs' 
that have arisen in consequence of high prices and high money wages—or else that the 
'quantity of money' fnotes and deposits] increases because prices have risen. Neither 
of these two statements is necessarily erroneous. But each of them becomes crroiicoiis 
as soon as it is interpreted to deny the element that the otlier one emidiasizcs. 'Hiis, 
however, is what happened in the Englisfi controversy of 1800 1810, as it happens in 
any discussion of any inflation. But the fundamental futility of any such discussion 
does not exclude the possibility that participants learn and produce valuable result! 
thereby. 

® See Cannan's edition mentioned above {The Paper Pound of 1797-1821). 
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England had been on a gold standard when restriction was decreed in 1797. 
Within a few years a strong political current set in that was to carry her to¬ 
ward the legal adoption of it (i8i6j and eventually toward the resumption of 
specie payments at the prewar par (Peers Resumption Act of 1819, actual 
resumption 1821).*’* 'I’lie possibilities of continuing the paper regime of the 
W'ar (the course reeoiiunciKlcd by Lord Keynes in 192^) or of adopting bi- 
metallisiii—or the silver standard—were advocated hut not seriously consid¬ 
ered. It should l)e mentioned, however, that Ricardo’s Plan, according ti) which 
the monetary metal should not enter into liaml-to hand circulation but be 
held by the Bank for tlie purpose of redeeming notes, not in coin but in ingots 
of bullion, was actiialh embodied in the Resumption Act of 1819, though, 
meeting with coinjjletc indifference on the jjart of the public and with little 
fa\or on the part of the Bank, the relexant permissixe clauses did not become 
operative. 

Resumption impinged upon a depressive situation. Postwar readjustments 
were in any ease bound to cause difficulties, particularly in the agrarian sector. 
Not only the inevitable fall of prices from the xxar peak—though the exact 
dates and figuies given by Silberling have been criticized, there is little doubt 
that the price lex el, by 1819, had fallen by something like per cent in 
about fixe years—but also the adaptation of production to entirely new situa¬ 
tions presented problems of the kind wliich it always takes a depression to 
straighten out. In addition, there was the fact, realized by many but not all 
the experts, that the prosix'Cts of gold production were distinctly unfaxorable. 
I'inally, hovxexei. tlieie was something else whicli these experts—just as the ex¬ 
perts of 191S —entirely failed to sec: quite independently of the preceding 
war inflation, the kinglish economx was then entering upon one of those pro¬ 
longed periods of falling prices, interest rates, and profits, of uncinplox ment 
and instability, that alxxays follow upon ‘industrial revolutions.' 'Hie last 
decades of the eighteenth century had witnessed such a revolution—the new' 
cotton machinery, the steam engine, and canal building are but the most 
conspicuous instances of the ex cuts that transformed the very bases of manu¬ 
facturing and trade. Results began to pour forth from 1815 on, upsetting the 
pre-existing industrial structure and exerting primarily depressive effect, until 
the economic process was steadied again, wcaklx’ in the 1850’s, more strongly 
in the 1840’s, by the beginnings of inxestment in railroad construction. In a 
situation such as this, even a slightly restrictive monetary policy is not the 
matter of indifference which it would be in a situation that is located on an 
upw'ard trend of prices. And a slightly restrictive effect resumption undoubt¬ 
edly had. 

^ llie ontstaiiiling symptom of the increasing momentum of that current was Lord 
Liverpool's Treatise on the Coins of the Realm . . . (1805), xvhich, its complete value 
Icssiiess notxx'ithstanding, has retained its place in the history of the subject oxving to 
the iMilitical position of its author. Symptomatic of .small middle-class feelings and a 
powerful influence in shaping them into a political force W'as William Cobbett's agita 
tion again.st ^lapcr (see his Paper against Gold, 1810-11, reprinted 1817). It is said that 
Sir Robert Peel xx'as quite frightened of Cobbett's 'thunder.' 
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The suniving sponsors of the polic>' of resumption recommended in the 
Bullion Report had therefore little reason for celebrating its ultimate success. 
They had in fact become silent or apologetic a few years before the e\ent. 
nicy shared with their opponents the erroneous diagnosis according to which 
the responsibility for the further fall in the price level throughout the 1820’s 
rested exclusi\ely with resumption. Also, they were glad to join these op¬ 
ponents in entirely irrational accusations against the universal scapegoat, the 
Bank, which was siippo.scd to ha\e mismanaged resumption and in particular 
to ha\e caused international dcprt\s.sion by raising the value of gold. We can 
not go be>ond pointing out that 'I'ooke was almost the only writer of note 
to realize the absurdity of this and to come near to a more reasonable diag¬ 
nosis in terms of non-nionctary factors. For the rest, discu.ssion went against 
the ad\ocatcs of the unfettered gold standard until the upswing of iS^o-5; 
and the emergence of another issue deflected attention, and until Russian, 
Australian, and Californian gold changed the monetary situation and the 
humors of economists: after 1S50, Peel’s Act of 1819 became in fact quite 
popular with them: toward the end of the century irrational admiration for 
the measure had largely replaced irrational condemnation. 

(c) Bank Reform. Largely, though not exclusively, the literature on banking 
in which we are interested centers upon advocacy and criticism of another 
Peel act, the Bank Charter Act of 1S44, wliich tried to gi\c effect to ‘the 
theorx' that banking ought to be separated from the control of the currency’ ’ 
and actually enforced what may be described as a ‘100 per cent reserve plan* 
for bank notes. Again—like resumption—the measure grew out of a strong 
current of public opinion that crystallized in the vicissitudes of the years 
1856-9 and was thereafter impcr\ious to argument: both public and politi¬ 
cians saw no causes of those vicissitudes other than misconduct or irresponsi¬ 
bility on the part of note-issuing banks. Notes and any troubles that arose 
about them were clearly vi.siblc. Wlicrcas deposits, the use of which was as 
\ct confined to a much smaller sector of the public, passed practically unno¬ 
ticed, notes circulated widely and their issue was to the man in the street 
the topical form of the Iniquity' of Banking.^ What the average M.P. presum¬ 
ably thouglit he was doing, when he cast his vote for Sir Robert Peel’s bill, 
was that he was stopping a flagrant abuse and protecting the people’s money. 

By 1800, England’s banking system had reached an advanced stage of de¬ 
velopment. In the metropolis there were, besides the Bank of England, a 

' See P. Barrett WTiale, ‘A Retrospective View of the Bank Charter Act of 1844,* 
Economica. August 1944. In view of the facts that we are not primarily interested in 
the Act itself and in its sociological and economic interpretation and that, in addition, 
it would lx: quite impossible to do justice to this topic even if wc were, i>erusal of this 
admirable tlirce page article is strongly recommended. As regards the history of English 
banking, we are in a .similar position: for facts and figures the reader is referred pri¬ 
marily to the work of E. Wood (mentioned at the beginning of this chapter); our own 
text cannot aim at more tlian focusing the reader’s attention on a few points necessary 
to understand the setting in which analysis and controversy ran their courses. 

« This is the title of an anonymous pamphlet published in 1797. 
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number of private banking houses (partnerships; the joint stock banks put in 
appearance after 1826, giving a decisive impulse to deposit banking because 
they did not ha\e the right to issue notes) and bill brokers. Outside the me¬ 
tropolis, and so far as merchants did not directly bank with I.ondon (or, after 
1S26, with one of the branches of the Bank of England), industry and trade 
were served by the country banks, whose number declined in the 1820's after 
having greatly increased during the Napoleonic Wars, and also by bill brokers. 
'I'wo features must be particularly noticed. l‘’irst, these countiy banks, though 
they had some deposit business, chiefly financed their customers by the issue 
of bank notes (promissory notes payable on demand in coin or Bank of Eng¬ 
land notes) in discounting commercial bills. Against these notes they held re¬ 
serves in \ar\ing proportions that were not fixed by law. I’liis practice was 
obsolescent even before it was killed by Ped’s Act of 1844.** But for many 
English writers on banking—and still more so for their continental brethren— 
the bank note that originates in the discount of a trade bill remained the back¬ 
bone of the theory of banking throughout the period and bey ond.^" Second, 
there was another practice which was very coninion all over Eaigland outside 
of London and especially in Lancashire and which is so iiiterestiiig for us be¬ 
cause it teaches us better than an\ thing else what money really is: traders used 
bills of exchange for making payments, 'lhat is to say, a firm that had sold some 
commodity would draw a bill on the bu\er who accepted it, and then endorse 
it and hand it on to another firm in discharge of some obligation to the 
latter, 'rims bills of exchange, aceimuilating endorsements, actually went from 
hand to hand, often without interest, and were, for the time being, no longer 
elements in the total demand for money but elements in its supply.” 

® I'lic issue of notes of banks other than the Bank of England was only limited at a 
fixed ninount and not stopped by Peel’s legislation of 1844 and 1S4S. But the intention 
and the effect were to induce c(Muitry banks to abandon their note issue voluntarily. 

^''I'his fact is important to keep in iiiiiul. not only because it invited the interpreta¬ 
tion of the banking i^rocess which we shall presently discuss under the label of Coin- 
inercial Theory of Hanking, but also Ixcause it is c.sscntial in order to understand fully 
the point at issue in the controversy around Peel’s Act: the advocates of this measinc 
(the sO'Callcd Currency School) looked upon the notes of the Bank of England not as 
instruments of credit, means of payment that originate in commodity trade, but rather 
as what they actually w'cre by that time, a kind of reserve money; whereas the opponents 
of the measure (the so called Banking School), and especially most of its continental 
adherents who w’crc influenced by the partly different banking practice before tlicir 
eyes, still ching to the trade-bill bank note scliema. In part, therefore, the whole con¬ 
troversy rested upon a question of fact or, so far as this was being overlooked, on a 
misuiidcrstandiiig. 'I’hc theory of central banking that linked the bank note to the 
trade bill i)r()ved an extremely hardy plant: its influence dominated banking legislation 
on the Continent beyond the nineteenth century; it asserted itself strongly in the Fed¬ 
eral Reserve Act of iqm. For an excellent exposition of this tlieory, see Vera Smith, 
The Raiwndle of Central Banking (1936). 

” This i^racticc received much attention. Tlierc were biLsinessmcn who went so far 
a.s to put bona fide trade bills ‘in the first class of our currency’ (see J. W. Bosanquet, 
Metallic, Paper, and Credit Currency, 1842). 
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The London bankers acted as agents or correspondents for the country" 
banks and stood in a rclati\'cly close relation to one another—the London 
Clearing House was, by the end of the eighteenth century, already a well- 
established institution. Thus we behold an organic system rather than a num¬ 
ber of individual billiard balls. Moreover, the system either had ahead\ found, 
or was rapidly finding, its central organ in the Bank of Mngland, as the lender 
of dernier resort as Sir IVancis Baring put it.'" But e\cn if we had space, it 
would be extremely difficult to describe the process by which the Bank came 
to realize this responsibility, to accept it, and to dexelop routine principles 
by which to implement it; and it would be still more difficult to appraise, in 
the light of the conditions of that time, the .success which attended its action 
or inaction at each of the stages of that process. 

One of the difficulties we experience in finding out what it was the Bank 
meant to do at any given time, or even what its inacticc actually was. is the 
reticence of its official spokesmen who, e\eu when the\ were forced to say 
something, did their best to confine theinschcs to innocuous trivialities that 
w'ould give as little scope to hostile criticism as possible. Practitioners of biisi 
ness are rarely able to formulate their own behavior correelb. But in this 
case there were particular reasons for reticence, 'i’he reader will rc.idily under¬ 
stand them if we view the position of the Bank rcalisticalb’. As 1 ha\c already 
stated, the Bank had few friends. Control is now a popular word. It w.is the 
reverse of popular in the epoch of intact capitalism. 'To say (»jX‘nly that the 
Bank was trxing to control the banking system, let alone to manage the gen 
cral business situation, would have evoked laughter if not indignation: the 
thing to say was that the Bank was modestly looking after its own business; 
that it simply followed the market: and that it liarborcd no pretensions' at 
controlling anything or anybody. Morcoxcr. in the forrnatixe stage of its pol¬ 
icy, it would have been madness to assume in so many words the rcsijonsibili* 
ties that we now' attribute to a central bank as a matter of course:. 1his xxould 
have meant commitments which the Bank could not h.ivc been sure of being 
able to fulfil. Morcoxcr, any spectacular announccTnent of policy xxould Irixe 
brought down upon directors hosts of unbidden adx isers. excrx one of them 
convinced that he knew much better what the Bank ought to do—and there 
would have been the danger of public outcries for legislation to force the Bank 
to take, or to refrain from taking, particular courses of action. Moreover, cool 

^^Observations on the Establishment of the Bank of England (1797). In the .same 
year, H. Thornton, in his Evidence before the committees of both the Mouse of Lords 
and the House of Commons, gave a preview of his ideas on ceiitral hank policy that lie 
was to present more fully in his famou.s book of 1802. 'Lhere are Ixvo things to he dis 
tinguished, which are both covered by the last-resort slogan. Cn the one hand, the 
Bank of England was the last source of C€tsh and, in this sense, the guardian of the 
currency. On the other hand, it was the banking system's (the money market's) la.st 
source of credit and, in this sense, by virtue of its situation if not from choice, the 
guardian of the credit stricture which entailed the consequence, as I'hornton saw or 
foresaw, that its policy hacf to be essentially different from that of any other individual 
bank. 
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refusal to take responsibility in crises did not necessarily mean what it seems 
to mean. In 1782, 1792, 1811, 1S25 result of such refusals was that the 
government was forced into action: it issued exchequer bills to merchants in 
difficulty and thus provided them with material which the Bank was ready 
enough to discount—and the motive of tl>« refusals may have been precisely 
to open up this dclighlfully safe way of coming to the market’s aid. 'lliere 
is thus less reason for the indignant surprise some critics of the Bank seem to 
feel at the reluctance the Bank displayed ‘to recognize its responsibilities* and 
at such sentiments as those of 'riioiiison Ilankey (Governor, 1851-2) who, as 
late as 1867 (in his Principles of Banking), came near to denying any respon¬ 
sibility of the Bank for the monev market—though what he really denied was 
only that ‘good Bills of Exchange . . . ouglit at all times to be discounted 
at the Bank of England’ (p. of 2nd cd., 1873). If we add that fine steer¬ 
ing looks like no steering, we cannot exclude the possibility that both the 
insight and the practice of the directors were above—and especially ahead of— 
what they ha\e been credited with. 

Actually, owing to the mere size of the Bank, nothing that happened in 
England or indeed in the world can, from the first, ever have been irrelevant 
to its decisions. A little reflection will convince the reader that directors, even 
if they had been guided exclusively by the Bank’s long-run profit interest and 
e\cn if the> had recognized no responsibility to anyone except the Proprietors 
(stockholders), would have had to do most of the things which, in the historical 
conditions of e\cry stage of the Bank’s career, constituted the functions of a 
central bank. ’I'hcre is more to the old theory' that a central bank serves the 
ccononn best if it attends to its own profit interest than we are at present 
willing to admit. Precisely when directors, clearly and consciously, began to 
attend to larger considerations is not known. Symptoms that admit of such an 
interpretation are certainly ob.serxablc in the Bank’s beluuior during the Na¬ 
poleonic Wars, when some methods of credit control developed, such as ra¬ 
tioning, irrespective of the standing of borrowers, and possibly also attempts 
at influencing, through the London market, the behavior of country banks. 
After iSit;, the Bank began to shape its permanent peace-time policy by an 
eminently health)' method of trial and error, much as the Federal Reserve 
System evohed what was believed to be its permanent polic\* from 1918 to 
1923. \Vc get two interesting glimpses of some milestones on this road from 
statements made by the Governor, J. Horsley Palmer, in his evidence before 
the Parliamentary Committee of 1832 on the Bank of England Charter. The 
one refers to an empirical rule (‘Palmer’s rule*) that had been adopted in 
1827, namely, the rule to keep the Bank’s ‘securities’ (discounts, loans, invest¬ 
ments) api)roximately constant so that changes in circulation would occur 
only as gold flowed into or out of the country and circulation would behave 
as if it were wholly metallic, lliis rule—not meant to be obeyed strictly— 

On inci])ient open market operations through the management of government 
deposits, si)ecial deposits, and special advances, see the work of E. Wood (English 
Theories of Central Banking Control, 1819-1858} mentioned above. 
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anticipated the principle of PeeVs Act to some extent and may in fact lla^'C 
been adopted in expectation of some such regulation. More important is the 
otiicr statement that actualh' embodied a piece of analysis. Slighth reformu¬ 
lating Palmer’s answer to Question 67S, we may put it like this. Accepting an 
iinfa\'orablc turn of foreign exchanges as a sign of an ‘unduly’ great expansion 
of credit, he averred that the Bank could prevent or stop an outflou* of gold 
by raising its rate: the increased rate would reduce borrowing; reduced borrow¬ 
ing would mean a smaller \oliiinc of transactions and employment, and lower 
prices; reduced prices would increase exports and decrease imports; and this 
would turn the balance of pa\ments, hence exchange rates. It is gratif\ing to 
note that this proposition does not stand in the name of some professor of 
economics. But it sounded too academic for profes.sors to mi.ss it. And it be¬ 
came the basis of the ‘classic’ theory of central-bank policy as taught in nine¬ 
teenth century textiiooks. The much more important short-run effect of an 
increase in bank rate—that it will attract short balances from abroad—was 
also discoxered as xxc shall see (1'hornton. 1802; 'Iboke, iS:;S). 

\\*c cannot go any further into the evolution of central-bank policy during 
the period—the increasing importance, within the Bank’s dejxjsits, of bankers’ 
balances, its xarying policies with respect to its own discount business, its 
changing attitudes to the money market, and so on. One point cannot be 
passed by, howcxcr. Some critics have averred that the Bank, when it had real¬ 
ized its responsibilities at long last, allowed itself to be guided exclusively by the 
state of the foreign exchanges, that is, by actual or expected gold movements. 
Axailablc information does not lend support to this xiew. Directors seem to 
have been guided by their diagnoses and prognoses of the general business 
and political conditions at home and abroad. Ihere was indeed strong correla¬ 
tion behveen the bank rate and foreign-exchange rates. But this correlation 
is easily accounted for by tlie fact that, under the unfettered international 
gold standard, gold movements were a sensitive index of general business 
conditions. 


2. Fundamentals ’ 

v\"e shall not expect that writers of the hpc that created the literature wc 
arc about to survey would be greatly interested in the logical fiiiidaments of 
the theorx^ of money and credit—the kind of thing that the German term 
Grundlagenforschung denotes. ITicrc is indeed a flax or of primitixity, not to 
say crudity', about the conceptualization of those economists, which at the 
time and later led to variou.s misunderstandings and futile controversies, lliis 
is no mere matter of terminology. In the case before us, hazy terminology x\'as 
the result of haziness of thought about what money is and what money does. 
From the first (TTiornton, 'Evidence before the Committees of Secrecy,' 1797), 
a comprehensive category was formed of all means of payment—also called 
the circulating medium and sometimes ‘currency'—that included full-value 

1 ’The chief authority on the purely theoretical part of that period's work is Arthur W. 
Marget [Theory of Prices, 1938-42, passim). 
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and token coins, bank notes, deposits subject to check or, alternatively, the 
checks thciiisclvcs, and, under certain conditions, bills of exchange. This was 
all right: obviousl), the total of All We Pay With is a incaningful notion; 
its chief analytic value consists in the recognition it implies of the fact that 
there is no essential difference between bank notes and deposits. And that 
this fact was not sclf-c\ident but had to be ‘discovered* is proved by the fur¬ 
ther fact that some writers refused to recognize it. Lord Overstone and the 
adxocates of Peers Act of 1S44 generally drew a sharp dividing line between 
bank notes and deposits which was ekarly not merely terminological and the 
precise significance of which is not easy to ascertain, because none of those 
autliors was sufficiently explicit about logical fundaments.- Tbokc was at first 
one of those who fought against the conceptual merger of bank notes and 
deposits, until 1840, when the third volume of his History appeared. By 1S44 
[Inquiry), he had changed his mind and adopted it, perhaps—as it is hardly 
too uneliaritable to suspect—because this merger offered a con\cniciit argu¬ 
ment against Overstonc and PccTs bill. 

But even most of those who used that eomprchciisi\e concept of Means of 
I’aynient did not, as do most of us, identify it with the concept of Money.* 
The great majority of leading authors, among them 'Ihoniton, Ricardo, Senior, 
k’ullarton, J. S. Mill, and Marx, defined money, as it had been defined by 
Caliani, Beccaria, and Smith, as a commodity that has been chosen for means 
of exchange, measure of \alue, et cetera. Rosclier expressed dominant opinion 
when he said that the false theories of money may be divided into two gioups: 
those that hold that money is more, and those that hold that money is less, 
than the most salable eommodit\ . Ihis, on the face of it, makes them Theo¬ 
retical Metallists (see abo\c. Part ii, eh. 6, see. 2). 

-The nature of the resulting cliffienlty of interpretation will he realized if we consider 
separately tlic ease of English bank ncites. Bank of England notes, and Bank of England 
notes in wartime. .\s regards the first, as has been pointed out already, there are tech 
nical and practical reasons why a man who puts bank notes and deposits on a par 
on Joiiical pmicit^le might still refuse to do so for purposes of jHiUcy. As regards the 
second, as we have also seen, the notes of the Bank of England, being ‘resen'C 
money’ for the other banks, had in fact a distinctive place in khigland’s monetary sys 
tern, recognition of which was again compatible with treating them like deposits on 
principle. As regards the third, it may be held^—and this is important to remember in 
order to understand Ricardo’s attitude—that the notes of the Bank of England changed 
character in waitime and turned into something not essentially different from govern' 
nient fiat. WTiich of these possible standjjoints an author takes makes a lot of difference 
to his fimdaincntal construction. Yet, unless he is very explicit about it, it is difficult 
to .say which of the.se standpoints he actually did take—and. in addition, whether he 
adhered to it consistently. 

3 T’liis was not always done explicitly. Thus tliis concept must, as we shall .sec, be 
attributed to J. S. Mill, whose theoretical construction ne\’crthcle.ss avoids its explicit use. 

* An example of such identification has been pointed out by \Tncr (op. cit. p. 247): 
E. Hill, Principles of Currency (1856). Currency, however, did not always, though it 
did often, mean the same thing as money, but was also used as a synonym for means 
of payment in the widest sense. 
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To establish this proposition we must take account of several facts that ap¬ 
parently contradict it. First, not all writers accepted the metallist doctrine as 
explicitly as did Fullarton (who included in money only full-value coin) and, 
above all, Marx. Others, notably Thornton (sec the first page of Pafxir Credit) 
implied it rather than stated it. Second, all or most included irredeemable 
government paper or would have included it if pressed. But this does not con¬ 
tradict our proposition, because paper money may be construed in such a 
manner as to come within a metallist definition of money. Tlius Ricardo, not 
inelegant!)', construed paper nione\' as money, the whole cost of which *ma)' be 
considered as seigniorage' [Princiftles, eh. ij). Xor should it be urged that 
Ricardo cannot ha\e been a metallist because he advocated a monetary sys¬ 
tem {Proposals for an Economical and Secure Currency, i Si6) in which gold 
would be completely eliminated from circulation and because he held that *a 
currency is in its most perfect .state when it consists wholh of paper money' 
{Principles, eh. 27), for the sentence goes on like this: ‘but of paper money 
of an equal value with the gold which it professes to represent.' Such a gold- 
certificate currency would function exactly like a gold-coin currenc)' and dif¬ 
fers from it not by any basic principle but merely by certain economies. 'Ihe 
ver\' idea was to make sure that the value of the monctar> unit should fluctu¬ 
ate according to the value of gold: such a svsteni is still metallist. 

ITiird, however, we must take into account the tendcnc) to a.ssimilate bank 
notes w’ith paper money. Sir Robert Peel, in introducing his bill, defined 
money to cover coin of the realm and bank notes, the latter being ‘paper cur¬ 
rency/ and this manner of speaking was verv coiiimon. Hut it does not signifv 
that credit means of payment were to be considered as money but mcrch 
that, in the opinion of Ricardo and Overstone, bank notes were not credit 
means of payment but de facto money though thev should not be. Or to put 
it differently, using a phrase of Roschcr's: thev were monc)' paper that had 
illegitimately usurped the role of paper monev and were now to be fr)rccd 
to behave as if they were legitimate gold money. 1’his is ilic whole philosophy 
of Peers Act. ITiercforc, the inclusion in iiu)ncv of bank notes that are viewed 
in this light does not contradict our proposition. J. S. Mill excluded bank 
notes precisely because, having departed from the Ricardo-Overstone teaching, 
he did not view them in this light.'* 

But if we claim the majority of writers for theoretical metallism—since 
most of them also held that it was practical w isdom to base the currency upon 
gold (or silver), they were also practical metallists—we must ])e careful to 
make sure precisely how much thi.s means. It docs mean that they—and w'ith 
unmistakable clearness Ricardo. Senior, Mill, and Marx—construed the phe¬ 
nomena of money from the ease of fiill-\aluc metallic money, as we shall 
presently see. It also means that this impaired their analysis of tlie subject 
of Money and Credit, as wall be explained in Section 4. But it docs not mean 

® Hence he was in error when he believed that inclusion or exclusion of bank notes 
from money was a terminological issue, a mere 'question of nomenclature' (Principles^ 
Book HI, eh. 12, J 7). 
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that this metallist basis of their analysis hampered them at e\ery step. Some¬ 
times it was happily forgotten. And at other times apposite constructive devices 
prevented it from doing harm. One such device we ha\e observed already. 
Sonic later Gennan writers have held that the metallist starting point makes 
it impossible to do aiiah tic justice to the facts of irredeemable paper money. 
Yet Ricardo and J. S. Mill experienced no difficult}' at all in fitting these facts 
into a metallist thetiry. 

As in the subsequent ijcriod, the central problem of monetary thcor>' was 
the \alne of money. More definitely than in the i)rcccding period, this value 
was identified with the exchange ratios between money and goods or the 
former’s Purchasing Power.'* But the fact that all money prices do not nor¬ 
mally change in the same direction, let alone proportion, that is, the fact that 
gi\es rise to the problem of the general purchasing pow’cr or its reciprocal, 
the general price level, caused difficulties that were very obvious in the dis¬ 
cussion on war inflation and were never really overcome. Most of us—un¬ 
critically perhaj)s—belie\e that we may solve them b\‘ the method of index 
numbers, and this method, as we know, was already available. But few the¬ 
orists took kindly to it. Wheatley was the first one to do so as far as 1 know. 
Most of the rest, up to and including J. S. Mill, distrusted it or even did not 
grasp its possibilities, the efforts of la^we and Scrope notwithstanding. Neither 
did they de\elop an\ articulate theory of the price le\el. 'Phey talked loosely 
about prices in general or general prices or, more precisely, about the scale 
of prices (Cairnes), but they cannot be .said to have done more than adum¬ 
brate the idea, and some, among them Ricardo, definitely rejected it." This 
is the reason wh\' his proof that bank notes were de])reciatcd during the 
Napoleonic Wars relied primarih on the premium on bullion and w'hy, in 
dealing with the monetar}' as]Hcts of foreign trade, he compared prices of in- 
dividual commodities at home and abroad, though he and others may have 
l>clic\ed that these were representatixe of more general xariations. 

'J'hc leading ‘classics’ .solved the problem of this rather dubious value of 
money simply by extending to it their general theory of \alue. Accordingly, 

Confusion occasionally arose from the usance of businessmen that identifies value 
of money with the monetary rate of interest. Economists' anxiety to avoid this con¬ 
fusion may be responsible for the aversion of .some of them to recognize the relations 
between piiichasinK power and interest. 'I'lic former term was, however, also used in a 
(liflereiit sense, e g. by J. S. Mill, namely in the sense of the inaxiimini of purchases 
an individual can eflect. 

‘ See, c.g.. his categorical statement in the Proposals. Professor Viner (op. cit. p. 313, 
where the reader also finds that .statement) points out, however, that Ricardo used the 
term price level in his corresp()ndencc. The refusal to recognize the price level as a 
iiieaiiingfiil, or measuiablc, concept is. however, a point against Ricardo only from the 
standpoint of niodcrii economists, who handle it ns a matter of course. From the stand 
point of the small but distinguished group who believe neither in price index numbers 
nor in the pric e level concept itself (like Professor von Mises, von Ilayek, and, with 
some qualifications, also von llabcrler) it is, of course, a point in his favor and proof 
of sound insight. 
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tlicy distinguished a natural or long-run normal value of money and a short- 
run equilibrium value. Tlie former or, as they also said—misleadingly—the 
‘permanent’ value was determined by the cost of producing (or obtaining) the 
precious metals,^ the latter by supply and demand. 

Obser\e three things. In the first place, this procedure ratifies our calling 
them theoretical metallists. In the second place, both jDropositions arc ob¬ 
viously eqmlibriimi propositions, though thc\ refer to different tv jies of equi¬ 
librium. In the third place, the words ‘deteiiniiicd by’ are misleading and 
should be replaced by ‘determined at.’ !*’or there is no particularly strong 
causal connotation to this determination. I'he reader can easily satisfy him¬ 
self of this by considering the following case: su])p()se that the public changes 
its habits of payment permanently so that henceforth everybody holds less 
cash (in gold coins) than he did before; less gokl will then be ‘required’ at a 
given Ie\el of prices; gold production will, within the assumptions of this 
analysis, certainly so adjust itself that (marginab costs equal the new and 
lower value of the monetary unit; but it should be clear that in this ease costs 
are being adapted to value at least as much as the new value is adapted to the 
new costs. In other words, our long-run eciuilibriuin proj)ositiou is one of 
many long-run equilibrium conditions and can acquire causal c{)unotati()n 
only by the grace of the theorist, that is, by the latter’s decision to freeze all 
other factors in the situation. Even then, a change in the marginal costs of 
gold will affect the value of money only through affecting the supply of 
money, as Senior and J. S. Mill recognized.-' Of course, it must be borne in 
mind that, owing to the extreme durability of gold, the total stock of it vanes 
but slowh in respon.se to the annual rate of production and that, hence, the 
pattern of short-run equilibrium will in the case of gold be of greater impor¬ 
tance relatively to the pattern of long-run equilibrium than it is in the case 
of other commodities. I'lvcn Ricardo, in spite of his bent for long-run analysis, 
reasoned about inoncv chiefly in terms of the former, that is, in terms of 
supply and demand. 

We are now prejwrcd to consider the vexed and vexing questions how far 
the ‘classics’ accepted the quantity theorem and whether or not it acquired 
illegitimate authority with them. For three of the leading writers, Thornton. 
Senior, and Marx, the negative answer is so clear as not to require proof.’” 

^ This is how it was put by J. S. Mill (Princifyles, Book in. ch. 12, J i; but the sedcs 
materiae is ch. 9), who eiiiphasizccl the fact that gold is an imported commodity. But, 
less elaborately. Ricardo and, much more elaborately. Senior and Marx were of the 
same opinion. Scnir)r was the only f)nc. however, who worked up that theorem into a 
comprehensive theory: he saw the cost of production of money not only in its relation 
to the demand for gold in the arts but also in its relation to the j)iiblic*.s demand for 
cash to hold (Three Lectures on the Value of Money, delivered 1829, printed 1840. 
London School Reprint, 1931). 

® Ricardo should not have admitted it becau.se, in his general theory of value, the 
price of a commodity can fall without an increase in its supply. 

Something will have to be said about 'ITiornton’s position, however. 7 'hc only one 
of the three to repudiate the quaiititv- theorem al-ogethcr was Marx, who called it an 
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Let US then look at the positions of Ricardo and J. S. Mill. First, recall that 
mere recognition of the rclevanec to value of the supply or quantity of gold 
docs not imply acceptance of what we ha\c called the ^strict' quantity theorem 
(Part II, ch. 6, sec. 4). That is to say, the mere statement that the purehasing 
power of a monetary unit ‘depends upon* supply and demand docs not identify 
any particular theory of money. The first of the troubles with which the reader 
has to cope in this matter is that Ricardo and James Mill (and a long list 
of later writers on money, including Pigou and Caiman) did not realize this 
but, in striking analogy with their procedure in the case of the wage fund, 
tried to deduce the quantity theorem from the ‘law* of supply and demand. 
As a result, in c\er\ individual instance, one has to ask himself whether they 
meant something that does follow from the ‘law* of supply and demand—for 
example, that ceteris paribus an increase m the quantity of money will tend to 
decrease the purchasing power of the unit^—or whether the>’ meant more— 
for example, that ceteris paribus (strictisswie) an increase in the quantity of 
money will decrease the purchasing power of the unit proportionately, llie 
sieond of the troubles with which tlie reader has to cope arises from the fact 
that the term ‘quantity theory’ concts sc\eral meanings, so that if he finds that 
two writers disagree on whether or not ‘the’ quantity theory should be at- 
tributed to a gi\cn author, he must keep in mind the possibility that the two 
writers siinidy mean different things by that term, h’or our present purpose we 
shall define it to mean: first, that the quantity of money is an independent 
variable—in particular, that it varies independently of prices and of physical 
volume of transactions; second, that velocity of circulation is an institu¬ 
tional datum that varies slowly or not at all, l)ut in any case is independent 
of prices and volume of transactions; third, that transactions—or let us say, 
outjnit—are unrelated to quantity of money, and it is only owing to chance 
that the two may move together; fourth, that variations in the quantity of 
money, unless they be absorbed by variations in output in the same direction, 
act inechanieally on all prices, irrespective of how an increase in the quantity 
of money is used and on what sector of the economy it first impinges (who 
gets it)—and analogously for a decrease. 

I maintain that Ricardo, before him Wlicatley, after him Janies Mill and 
McCulloch, held the quantity theory in this strict sense and that no other 
major writers did. It is true that Ricardo—and the same goes for McCulloch 
but not for James Mill—introduced qualifications occasionally and that, here 
and there, he made statements that were logically incompatible with his strict 

‘insipid hypothesis’ {abiicschniacktc ilypothese). It seems that he took this position 
under the impression that the quantity theory of the v'alue of money and the cost of 
production tlicorv' of monev* are alternatives between which the analyst has to choose. 
This is not .so: the value of money as ‘determined’ by quantitv' and the value of money 
as determined by cost of prodiu tion mu.st, in the long rim, necessarily coincide, as Mill 
elaborately showed. 

“ As wc shall presently see, this again carries different meaning according to the 
definition of Quantity of Money an author adopts. 

«l*his may be relaxed by inserting the word ‘normally.* 
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quantity thcon-, exactly as he did in matters of his labor-quantih’ law of value. 
In both cases, however, he mentioned them onl>‘ in order to minimize their 
importanee. In the same sense in whieh we are within our rights in averring 
that he held the latter, e\cn though only as an approximation, \\c arc also 
justified in attributing to him the strict quantitx' theory, as an approximation. 

The case of J. S. Mill is quite different.’* At the start, he committed himself 
indeed to a strict qnantih* thcor\- in the sense defined, even asserting in so 
many words that variations in the qiiantit) of money will affect its \aluc ‘in a 
ratio exactly cquixaicnt’ and that this properh is ‘peculiar to money’ (Book 
III, ch. S. \ 2). But he closed the chapter by sa>ing that this strict quantity 
theory is nevertheless under modern conditions ‘an extremeh incorrect ex¬ 
pression of the fact.* The aj^yjarent contradiction is easy to resolve, h'irst, he 
confined the range of apjdication of tlic quantity theorem to societies that 
know of no other means of yxivnient except coin and irredeemable paper, '['he 
eniergencc of ‘credit/ according to him, changes the situation radically: with 
a developed system of ‘credit/ yjriccs no longer deyH iid, in anv simyde manner, 
on the quantity of monev- in that sense.Second, he emasculated tlic quantity 
theorem still further, even for the case of a purely metallic circiilalion, by 
restricting its validih to the quantity of money that actually circulates. But 
the circulating quantity of money is certainly not indeyx'ndent of the business 
situation—outi^ut, cmyDlov incut, and so on—as J. S. Mill indicated by liis turn 

It only serves to blur the lines of histoiical development if senne historians, exactly 
as in the field of the theory of value, insist that if all of Ricardo’s asides be collected 
and worked out. practically everything mieht be attributed to him that we find in any 
later writings. Hut he is fairly entitled to defense on another .score. \\'riting at a time 
when ‘hank directors and ministers graNcly contended . . . that tire issues of notes by 
the Bank of Iringland. iiriLlicckcd by any power in the hf»ldeis of siicli notes' to demand 
in exchange cither sjiccicr or Inillion. liad not, imr could have, anV effect on the prices 
of commodities, bullion, or foreign exclianges* tPrmdp/e.v, ch. 27^ he was quite right 
to put the case against such foolishness more strongly than Thornton, with a more 
refined theory, was able to do. His famous analogy between the Hank’s power under 
the Restriction .\f t and the cliscoveiy of a gold mine in tire Bank’s courtyard was not 
only telling but, so far as it went, also correct, 'riiis docs not alter the fact, however, 
that, in matters of rnorictars as of general theory, Ricardian teaching is a detour and 
that it slowed up the advance of analysis, which could have been much quicker and 
smoother had 'riiornton’s lead l>een followed—had Ricardo's force not prevailed over 
Thornton's insight. 

Mill’s exposition of the theory of money, or the bulk of it, is to be found in 
Principles, Book m, chs. 7-14 and 19 24* 

'riic question arises whether the quantity thecjrcm now applies to quantity of 
'money' that includes notes and deposits. In its more niodein versions, the quantity 
theorem is rrsually understood in this sense. But J. S. Mill did not take this line. Still 
less did he adopt tire proposition that the qiiaiititv- theorem retains validity for coins 
plus irredeemable paper, even in a developed credit system, because deposits bear a 
constant proprjrtion to the reserves that consist of legal tender money. I his proposition, 
which was to be sponsored at the end of tlic subsequent period by Irving Tisher, was 
at the time held explicitly by Torrens and implicitly by Lord Ovcrstonc. 
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of phrase about the quantity of money ‘which people arc wanting to lay out; 
that is, all the money they have in their possession except what they are 
hoarding, or at least keeping by them as a reserve for future contingencies' 
(Book III, eh. 8 , J| 2). Moreover, he was quite aware of the implications of 
this as we have seen in our discussion of his interpretation of Say’s law. And 
if we co-ordinate this with his reeognilion of the fact that purchases 'on credit' 
—that is, by means of credit instiunients of one kind or another—influence 
prices as miieli as do pureliases for money (ibid. ch. 12), we discover that in 
his analytic schema it is not at all the quantitx of money per se which acts 
upon ‘general prices* but simply expenditure, and that this expenditure is not 
closch, let alone uniqucl\, related to the quantity of coin or paper money. 
I'hiis, there is hardly any difference left between xMill’s version of the quantity 
theory and the views of its o])ponents, contemporaneous or later. J. S. Mill's 
conceptual arrangement achie\cd the same end that others achieved by mak¬ 
ing velocity an economic variable, h’or to make the relevant quanlih* of money 
a \ariable in the purchasing-power j)roblcm by defining it as the qiiantih' 
that is actually being spent evidently comes to the same thing as to start 
from a gi\cn quantity of money (howcNcr defined) and to make average ve¬ 
locity an economic, and in particular a cyclical, xariablc. 'I hc former procedure 
takes the curse off constant velocity and lias in addition this advantage, that 
it enables us to separate the two constituents of what is usually labeled as 
\elocity: the rate of spending, which is certainly variable, and velocity in a 
narrower .sense, which, being deterinined by habits of pa\mcnt, the degree of 
concentration of industry, and the like, may in fact, normally at least, be 
treated as an institutional constant, 'riieic is no need to show how near this 
comes to very modern views. 

Before going on, I shall hastily mention two points about velocity th«at were of no 
great importance at the time though they gained some during the next period. First, 
then as later, some writers expressed tliemsehes to the effect that the use of credit 
‘economizes* money or ‘makes money more efficient.’ 'I’his obviously invites the idea 
that credit increases the velocity of the Iccal-teiuier reserve money which, even though 
at rest in the vaults of banks, may then he .said, mctaplioriealh, to ’circulate’ with a 
velocity much greater tlian it would have, if it actually did circulate. 'I'his idea was 
developed by Rodbertus {Die preussisebe Gcldkrisis, 18^5; sec M. \\’. Holtrop, 'Theo¬ 
ries of the Wlocity of Circulation of Money in Karlicr I’conomic Literature,’ Eco¬ 
nomic History. A Suppleinent to the Economic Journal, lauuar>* 19-9. P- 5-c))- Sec¬ 
ond, attempts at formulating an equation of exchange algebraically—which does not 
necessarily imolve acceptaruc of the quantity theory'—go far back (John Briscoe, H. 
Lloyd, see above, J’art 11, cb. b, sec. 2c), but the most elaborate one of all belongs in 
the period under survey: J. ^\^ Lubbock’s On Currency (1840)—an interesting book 
by a still more interesting inaii. llis equation has been reproduced in Viner (op. cit. 
p. 24911.) and Mnrgct (op. cit. vol. 2, p. 11, and p. 12, n. 8). 
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3. Gleanings from the Discussions on Inflation and Resumption 

To be sure, no element of Mill’s performance originated with him. Yet 
there is historical merit in it. Both facts will stand out if we now survey a few 
of the landmarks on the road that led to his position.' 

Tlie Englishmen who started WTiting on monetary' policy around 1800 
knew \'ery little about the English work of the sc\entcenth and c\en eight¬ 
eenth centuries and still less, almost nothing in fact, of tlie non-English work 
of those centuries—an interesting example of how the advance of economics 
has been and is being impaired by these recurrent losses of previous accumu¬ 
lations of knowledge. In particular, they knew nothing about Cantillon and 
Galiani and not much about Steuart. I’Acn the relatively learned I’homton 
knew the works of Locke, Hume, Montesquieu, and, of course, A. Smith,^ 
but not much else. Substantially they started afresh, which goes far to explain 
the frequent occurrence of quite primitive arguments, even with the best of 
them. Since wc arc not primarily interested in the practical issues at stake but 
in the methods of analysis that were used in their discussion and in only those 
methods that bear upon the fundamentals of monetary theory, there is not 
mucli to report. 

As we ha\c seen, the Order in Council that suspended redemption of the 
notes of the Bank of England (1797) was a prccautionar}- measure that was 
taken in resi)onse to a crisis and a run. Government borrowing from the Bank 
did not produce particularly visible cflFccts for sc\cral \cars. When, however, 
prices began to rise and exchanges to fall, a torrent of articles and pamphlets 
poured forth whose ihema probandum was that ‘excessive’ issue of irredeem¬ 
able bank notes was responsible for those ‘evils.’ From his evidence before 
the two Committees of Secrecy (1797) to his hvo speeches on the Bullion 
Report ITiornton’s contributions outdistanced all others so far as 

width of comprehension and analytic power arc concerned. Three of them 
arc of the first order of importance for the history of monetary analysis. The 
first is the treatment of the ‘rapidity of circulation’ as a variable qiiantit>' that 
fluctuates with the state of ‘confidence,’ that is, substantially with general 
business conditions: ^ this rediscovery' of a fundamental truth that stands his¬ 
torically in the name of Cantillon was never again lost, but it was so little at¬ 
tended to that it had to be rediscovered once more by Keynes.® Tlie second is 

^ Reference is again made to the extensive literature on that development (see above, 
sec. 1) and especially to the works of Viner and Marget. I now add J. H. Hollander, 
‘The Development of the Theory' of Money from Adam Smith to David Ricardo,’ 
Quarterly Journal of Economics, May 1911. 

2 Familiarity with the Wealth of Nations implies, of course, some knowledge of the 
literature that influenced A. Smith. But I do not think that even such English works 
as Joseph Harris’ Essay (1757-8) were known in any other sense. 

2 See Appendices i and in to the Library of Economics reprint of Paper Credit. 

* Paper Credit, ch. 3, especially p. 97. 

« Tract on Monetary Reform, i923» PP- 87 et seq. The variability of Kc3mes’s k and 
k' is in fact the main theoretical contribution of the Tract. 
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the introduction of interest into the theory of the inonetaiy' process or, more 
precisely, the casting into a scientific mold of ideas on the relation between 
money, prices, and interest (see below, sec. 4a) that are intuitively familiar 
to every banker.'^ llic third, which concerns the monetary aspects of inter¬ 
national trade, wall be discussed below in Section 5. 

But there is something else. In bringing his analytic apparatus to bear upon 
the facts and practical problems of his day and country, ’lliornton proved him¬ 
self a past master of the art of economic diagnosis. He was the only one of 
the leading writers to see the effects of the Bank’s note issue and at the same 
time to keep it in its proper place in the total pattern of factors that shaped the 
English monetary situation during the first decade of the nineteenth century. 
Such merits as the Bullion Report of 1810 undoubtedly docs possess—espe¬ 
cially that honest, if somewhat uninspired, listing of all relevant facts whether 
causes, consequences, or symptoms—must be ascribed primarih’ to him.* 

I'hc other ‘biillionists’ or supporters of the policy that is embodied in the 
Bullion Report—resumption of specie payments by the Bank of England at 
the earliest possible date—are not. either by virtue of equal quality of work 
or by virtue of close similarih' of views, entitled to be classed with 'I’hornton. 
In addition to W'heatlcy and Ricardo, who represent a distinctly different 
school of thought, we merely notice Boyd and Lord King, whose arguments 
belong to the \\’heatlcy-Ricardo line rather than to 'Ihornlon’s, and Malthus 
for whom the opposite would be nearer to the truth.^ Basically, their case was 
very simple. That the premium on bullion was proof of a ‘depreciation’ of 
bank notes was little more than a definition. Tliat this premium was greater, 

® It might be said that the ‘inflationists’ of the seventeenth and eighteenth centuries, 
the I'leiich and Italian as W'cll as the English, had already exyilored the matter. But they 
had done so unsysteinatieally and without facing the theoretical issues involved. I'hc 
only economist who may claim to be 'riiornton’s forernnner in any more significant 
sense w'as Mnme, and even he was not in possession of the propositions that arc charac¬ 
teristic of Thornton's teaching, e.\cept the one to be mentioned below. \'^erri is in the 
same case. 

" According to a letter of Francis I loriicr, quoted in I layek's Introduction to Thorn¬ 
ton’s Paper Credit, p. 54. the report was ‘a motley composition by Iliiskisson, Thornton 
and myself.' My impression is that Horner may be, to some extent, considered a pupil 
of Thoniton. Iluskisr.()n cannot. But he was an experienced and intelligent man who 
was not in the habit of running away with one factor explanations. It is 1 think fair to 
.say that much of the adverse criticism of the Report was directed against its rccom 
mendations of policy rather than against its analysis. But as is usual in such cases, 
critics who took exception to the rceoinmendations (and this was very understandable) 
thought themselves in duty bound to attack the analysis from which the recommenda¬ 
tions were siippo.sed to follow'. Malthas {Principles, p. 7), however, paid a judicious 
compliincnt to the report’s analysis. 

« Walter Boyd. A Letter to .. . William Pitt (1801); Peter King. Thoughts on 
the Effects of the Bank Restriction (1803). King e.\erted considerable influence upon 
Ricardo. Malthus’ two papers on the ‘Depreciation of Paper CurreneV and ‘Review of 
the Controversy respecting the High Price of Bullion,' both appeared in the Edinburgh 
Review, 1811 (vols. 17 and 18). 
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exchanges more unfa\'orable, and prices higher than they would have been, 
other things being equal, with a note circulation such as would have been 
possible had the notes been redeemable—that is. simply with a smaller note 
issue—only unreasonable stubbornness could deny. It was the not much less 
unreasonable stubbornness, with which they minimized all other factors in 
the situation, that laid them open to replies which were successful on sev¬ 
eral points.'* Disapproxal of a note issue greater than the amount possible 
under redemption of notes on demand prcsui^poscs, of course, that the latter 
is taken for the normal or ideal condition of the currency. This makes theo¬ 
retical and practical metallists of all tlicse ‘bullionists.’ But it docs not neces¬ 
sarily mean that they held any strict quantity theorx—Thornton, for example, 
certainly did not. There are much more interesting questions which emerge 
behind these basic ones as soon as it conics to analyzing the mechanism of 
inflation in detail, particuhirh the relations between the issue of the Bank of 
England and the countrx banks. But we cannot go into these. 

The considerable success of the W hcatleV'Ricardo line was due not only to 
Ricardo’s force and brilliance but also to the lack of these qualities in his 
opponents, ^^’c shall confine ourselves to the outstanding authority among 
them, 'riioinas Tooke,"* whose writings, though the first of them appeared 
only in 1S26, represent better than do any others the strong as well as the 
weak points in the case against Ricardo’s anahsis. 

The most obxiously strong point—we continue to neglect the issue of policy 
—was of course that, in an inflation as mild as was the one of tlic English 
restriction period, the influence of non monetary factors and c\en of factors 
that affect directh- individual commodities or groups of commodities only 
(such as the cereals) must necessarily account for a much greater part of ob¬ 
served phenomena than would l)c so in cases of advanced, let alone U’ild. in¬ 
flation. A good or bad harvest, a boom or a crisis, will then sometimes domi¬ 
nate a given price situation so as to reduce, for the moment, the inflationary' 
influence to insignificance. The thing for the analyst to do in such cases is 
to assemble and to discuss the data carefully, year by year or even month by 
month, in order to make them speak for themselves. Tookc did this very' well 

® On the concessions which the bullionists did make and those which they ought to 
have made, see Vincr, op. cit. pp. 12- 3S. The ‘anti bullionists’ relied, for the expla¬ 
nation of the persistently unfavorable exchanges, mainly on the balanceof-paymcnt 
argument. See below, sec. 5. In retrospect, it seems as though they would have been 
w'iser had they admitted the basic contention of their opponents and confined them 
selves to asking what of it and to attacking the recommendation of speedy return to 
gold at prewar par. 

All the reader needs—and more—is contained in the monumental History of 
Prices (6 vols., 1838 57) which we have characterized already. But the work that was the 
first to present his view^s in something approaching a systematic form {Considerations 
on the State of the Currency, 1826), a second work (On the Currency in Connection 
with the Com Trade . . . 1829), and the work in which polemical ardor got the 
better of him and led him to abandon some of his best results (An Inquiry into the 
Currency Principle, 1844) have some independent importance. 
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and with a considerable ineasurc of success, and this would have been quite 
enough to invalidate Ricardo’s theory in ila application to the situation then 
prevailing. But Ibokc aimed at more than this and attacked Ricardo’s theory 
as theor)'. I’his, also, could have been done successfully—on lines that could 
have been derived from ’Ihornton’s work—but 'Fookc was quite unequal to 
this task. He had no notion of the logical relation between observation and 
analysis and never understood what facts may, and what facts may not, be 
adduced in verification or refutation of a theory.^i And the moment he lost 
contact with individual situations, which he knew how to analyze, he seemed 
to lose the ability to think—the most eminent of that large class of econo¬ 
mists who arc in the same predicament. He then e\cn lost that healthy sense 
for the absurd, which stood him in good stead in his factual analysis, and 
had no hesitation in committing himself to obviously untenable propositions 
such as sonic of the conelusioiis in the Inquiry of 1844 by which he tried to 
sum up his views on the fundamentals of monetary theory. The twelfth of 
these conclusions declares in so manv* words that prices of commodities do 
not depend—he failed to add ‘uniquely,’ which would have saved the situa¬ 
tion—‘upon the amount of the circulating medium* but that, on the contrary, 
the amount of the circulating medium ‘is the consequence' of prices. How¬ 
ever, l)cforc we put this down as downright silly, it is as well to recall that 
he was facing economists wlio denied entirely the existence of the relation 
which his twelfth conclusion asserted and that 'I’ooke may be in part jus¬ 
tified on this ground—and also be given the benefit of the mitigating eir- 
cumstance that he was unsurjxissable in clumsiness of formulation. The thir¬ 
teenth conclusion then gives, though in a form that is not less clumsy, 'Fooke’s 
theory of general prices, which has been much admired, especially in Ger¬ 
many,’** where, partly improved, it experienced a revival in the first two decades 
of the twentieth eentury. Essentially, it comes to this. Since, on the one hand, 
commodities mav be purchased without the use of ‘money’ and since, on 
the other hand, 'money* need not all become active (in which case it really 
is, as far as action upon juices is eoneenied. nonexistent), the quantitv- of 
money on which Ricardo reasoned is not a useful datum, \\ 1 iat acts iipvm 
prices is expenditure, however financed, ^^'ithin total cxjxiKliture of all kinds 
and for all purposes, the expenditure for consumption or investment by housc- 

'Hic be.st e.xninp]c of this curious failing, wliicli 'Iboke shared with so many econo¬ 
mists of liis clay and of our own. is his later attcinj)t (in the Inquiry of 1844) to refute 
the theory that a money rate of interest which is lower than the prevailing (marginal) 
rate of j)rofit tends to raise j^iices. In iiSzfi, he had uidicld and even elaborated this 
proposition of 'rhomton's: to have done so is in fact one of his chief services to monetary 
analysis. In 1844, he tried, however, to refute it, and even to uphold the opposite 
thesis by ‘factual proof.’ The reader will realize that this is quite easy to do and about 
as intelligent as it would be to hold that taking asjjirin docs not alleviate, in fact even 
causes, headaches on the ground that the consumption of aspirin is undoubtedly asso¬ 
ciated vivith people’s having headaches. 

The German enthusiasm for Tookc as a theorist was I think in great part due to 
the influence of Adolf Wagner. 
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holds enjoys a particularly important position. 'And here we come to the ulti¬ 
mate regulating principle of money prices’ (History, vol. iii, p. 276): the fun¬ 
damentally determining factor consists in *thc rc\cnues of the different orders 
of the state, under the head of rents, profits, salaries, and wages. . In other 
words, we come out with the ‘income approach’ to the problem of the value 
of moncy.^* It should be said at once that Tookc himself offers several clues 
for restating this Income I’hcory of Money more correctly and for developing 
it in various ways, one of which ends at Keynes’s General Theory. But as left 
by Tooke, it is open to a criticism that greatly reduces its importance: those 
revenues are obviously not ultimate data; prices determine them as much as 
they detcrinine prices; and in the complex of factors that generate them, 
quantih* of money has its place. It is not difficult to imagine the gusto with 
which Ricardo would have taken his hatchet and so trimmed down Tooke’s 
disorderly argument as to be able to show triuinphantly that those revenues 
w’ere nothing but quantity of money times vclocih*. Still, though wc shall have 
to notice more important contributions of 'I'ooke, the importance of this one 
should not, if its suggestive power be duly taken into account, be evaluated 
at zero. 

Let us now return for a moment to J. S. Mill and his performance. In the 
light of what we ha\e learned since we left him. we might describe his teach¬ 
ing as a blend between Ricardo’s and 'Fooke’s. He saw the shortcomings of 
the Whcatley-Ricardo analysis and filed off its rough edges or some of them; 
he saw the shortcomings of Tooke's analysis and quickly corrected their most 
glaring faults; but he did much to saKage the truths they contained. To some 
extent, especially in his treatment of the monetary mechanism of interna¬ 
tional trade, he rediscovered Thornton’s line, and here and there he improved 
upon it. Tlicrc arc but two qualifications to be added to this appraisal of a 
considerable achievement that, had it been better understood, might have been 
instrumental in bringing about a new epoch of monetary analysis.^^ First, 

1 *’ For a history and discussion of this income approach, sec primarily Margct, op. cit. 
vol. I, ch. 12. 

In fact, Wickscll, in the preface to his Geldzins und Guterpreise fiSqS), was able 
to say that *a closer study of the writings of Tor)ke and his followers’ had convinced 
him ‘that there really was no theory of money other than the quantity theory and that, 
if the latter was wrong, wc actually liavc no theory' of money at all.' This means that 
one of the men who were most competent to judge refused to consider Tooke’s approach 
as an acceptable alternative to Ricardo’s. I confess that I cannot understand such 
overstatement in a writer of Wicksell’s competence and fairness. But he did no more 
than overstate a truth. 

So far as the general theory of moneys and riKuictary policy are concerned, the non 
English w'ork of the period W'as little more than the reflc.\ of the Engli.sh w'ork, though 
a fuller exposition W'ould have to note a few' minor contributions. J. B. Say’s theory of 
money is not one of his strong points. But he w'as one of the first authors to identify— 
or, if the reader prefers, to confuse—the velocity of circulation of money and of goods. 
If, as was natural for a Frenchman—the debacle of the assignats having occurred only 
a decade before—he noticed the phenomenon characteristic of wild inflation, namely, 
that everyone attempts to get rid of money, which in consequence acquires an abiionna) 
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though his retention of tlic theorem that an increase in money will, ceteris 
parihuSf raise prices in the same proportion (the property peculiar to money) 
is all right when hedged in as he hedged it in, he also retained the erroneous 
Ricardian doctrine that variations in quantity of money and variations in 
phx sical volume of output ha\c nothing to do with one another and will never 
coincide except In’ chance. Second, this denial of the possibility of ‘monetary 
stiinulatioir is but the most important instance of the narrow views on the 
ideas of monetary management that emerged in the twenties and thirties 
of the nineteenth century. 1hese must now be briefly noticcd.^*^ 

E\cn before the jiassing of PccTs Resumption Bill (iSiq) or the actual re¬ 
sumptions of specie payments by tlie Bank of England (1821), many people 
voiced misgivings about the possible consequences of this step, which was 
bound to mean a jolt and might mean more than a jolt. When people began 
to reali/c tliat they were in for a serious depression—which actually prevailed, 
\Mth the excei)tion of the spurts of 1S17 and 1824, from 1S15 to 1850 and 
(after the upswing that set in about 18^0) resumed from iS^6 on—they put, 
as we have seen, all the blame on the factor that was most obvious on the 
surface, resumption, and the wav in which it was carried into effect by the 
Bank of I'higland. Politicians were relatively reasonable—the spokesmen of 
the agrarian interest being the only group that, as a group, went to any un¬ 
reasonable lengths in this resjjcct.^" But bankers, financiers, and economists 

‘veloeity.* this vvoiilcl seem small merit had not the same idienonienon been ‘discovered’ 
again, with much complacency, by writers in the inflations during and after the First 
World War. Neveitheless. Say’s analysis of money is of interest to ns because it shows 
that he was iH’rfeetly aware of people's variable attitudes toward holding cash and tliiis 
may be adduced in support of our interpretation of Say’s law. Also, let us note in 
I)assing that Say was to be a strongly liostile critic of England’s return to gold at 
luevvar parity wliieh shows that he canmit have considered price level as a matter of 
indifference. The reader who wishes to know more about r’lench monetarv' theory is 
referred to M. Chevalier’s volume. La Slonnaic and to the relevant articles in 

the Dictionnairc d'econoniie politique (iSs^ 4, cd. by Cocinclin and Gamier). From 
the Italian literature on money, vve shall notice only Ferrara's piece on Corso forzato^ 
1S6S (irredeemable legal tender paper), though his Prefazioni and Lezioni also contain 
other contributions to tlic subject. The German literature was stronger on the theory 
of credit and banking tlian on the general theory^ of money. But there arc some original 
points on pa)>er money in Buquoy’s treatise. For the United States, it will sufflee to 
mention F. l.ord’s Principles of Currency and Bankinff (1829); George Tucker’s The 
Theory* of Money and Banks Investigated (1839); and W. M. Gouge’s well-known 
Short History of Paper Money and Banking (18^3)—none of which is particularly 
strong but all of wlricli were typical pcrfonnances so far as their theoretical sketches 
arc conc'erncd. 

’“Only very few issues and names can be mentioned. For a fuller exposition, see, 
besides Vincr, op. cit., R. S. Sayers, *Tlie Question of the Standard, 1815-44,’ Economic 
History, A Supplement to the Economic Journal, February i 935 » and ‘The Question 
of the Standard in the Eighteen Fifties/ ibid., Januarv' 1933, and authorities there 
referred to. 

'Phcrc i.s not space, nor is there any need in a history^ of analysis, to tell the story 
of ‘Squire’ Western—^liow he foamed, how he was ridiculed, how he became something 
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inspired by the vie^\^)oint of bankers and financiers, especially those who felt 
on the defensive owing to their previous sponsorship of the Bullion Report, 
had most of them no doubt whatever that tlic root of all e> il was money and 
nothing else, in most cases not even troubling to establish what seemed so 
indubitable a diagnosis. Accordingly, they criticized resumption, or at least 
resumption at prewar parih', as untimely or altogether pointless, and they 
produced remedies and schemes of reform that ranged all the way from ex¬ 
cluding gold from actual circulation and the insertion of silver into monetary 
reserves, through anticipations of the ‘commodity df)llar’ to a managed paper 
currency that was to stabilize prices and cmplo\ment. W'e kiio\v. of course, 
that history- incessantly repeats itself. But it is aina/ing and perhaps a little 
sad to observe that economists, swayed by the prc\ailing humors of the hour, 
also repeat themselves and that, blissfully ignorant of their predecessors, they 
belic\e in each case that they are making unheard-of discoveries and build¬ 
ing up a brand-new monetary science. Howc\er, there arc some things to 
be gleaned from a history of analysis.'^* 

In the first place, the question of diagnosis was indeed neglected, but not 
entirely. As wx should expect, Tookc shone in the discussion. He had the 
great merit of not being a monetary' monomaniac, and his C(unmon .sense 
and command of facts enabled him to anab/e the decline of prices from 
1814 to 1837 in a thoroughly sensible manner. His ‘six causes’ —good har- 

of a traci comical figure. I cannot help feeling that s(*mc injustice has been clone to 
that worthy. Mis argument would, if anythim:. have shown up favorably in the U.S. 
discu.ssion on money, 34. Sec. e.g.. his Letter to the Varl of I.iwrfnxtl nSzfii. 

Ricardo was one of those who smarted under responsibility—real or imagined— 
for the recomincnclatiun of the Bullion Report and for resumption. The main justi 
fication for his refusal to share the respoiisibilifs for the latter in the fonii in which it 
was actually carried out is his Ingot Plan, which he first recommeiidcd as early as 
1811 (Hi^h Price of Bullion .... 4th ed.. Appendix'i. Kssentially. the plan proposed 
is the same as the system that Fngland adopted on her return to the cold standard in 
1Q25: the Bank was to be ‘obliged to purchi.se any tjii.-nifitv of gold that was offered 
them, not less than twenty ounces at 3/. per ounce, and to sell any quantity that 
might be demanded at 3/. 17.V. loVjd.* c.xport and import of bullion to be entirely free 
(Proposals for an Economical and Secure Currency, iSjfit. As lias been pointed out 
already, this means a full and free gold system, except that no gold coins are used in 
internal hand-to-hand circulation. From the standpoint of the problem of how' to 
mitigate the impact of resumption upon prices, the plan is relevant only by virtue of 
the fact that the Bank, if it did not have to prosnde gold for internal circulation, would 
have needed a smaller gold stock than if part of its notes were to be replaced by coins. 
Since the writers who blamed the depression on resumption were soon driven back to 
asserting that the cause of all the trouble was that the Bank, by its purchases of gold, 
had caused an international deflation—‘raised the vahic of gold’—policy according to 
Ricardo’s plan would in fact have met the chief objection to resumption. The argument 
itself about the Bank’s having ‘raised the value of gold’ cannot be discussed here. For 
details of Ricardo’s plan and its histoiy, the reader is referred to fames Bonar’s article, 
•Ricardo’s Ingot Plan, a Centenary Tribute,’ Economic Journal, September 1923. 

History of Prices, vol. 11, pp. 34S-9. 
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vests, favorable foreign exchange, removal of obstructions to foreign supplies 
and the emergence of new sources of raw materials, falling rates of freight 
and insurauec, technological progress, increasing supply of capital, hence lower 
rates of interest—do not indeed reveal ideal analysis and there is much in 
them to find fault with from a theoretical standpoint. But at least they con¬ 
tain the most important factor—the tremendous increase in productive effi¬ 
ciency in consequence of the Industrial Revolution—and in addition most of 
the salient characteristics of that epoch, though 'I'ooke failed at the analytic 
task of bringing them into their proper relations. 

Ill the second i)lace, the \ariations in llie purchasing power of money 
brought uj) the question of ‘justice* as between creditors and debtors (or else, 
so far as the i)ublic debt was concerned, taxpayers). As alwa\s, ‘justice’ w'as 
what benefited the interest with which each writer s\nipathized. But more 
substantial arguments, sometimes crude, sometimes more refined, reinforced 
or e\en supidanted considerations of justice, ‘Squire’ W estern made the point 
that there are situations in which, higher prices being the only alternative to 
widesi)read bankruptc}’, a falling \aluc of money might be deemed to be in 
the interest of creditors. Others emphasized tliat, on the whole, debtors repre¬ 
sent the active elements in the economy so that a benefit to them in the 
end benefits everybody. Still others learned to qualifv- their dirges about the 
discouragement of industiv through falling prices by stating ‘unless this fall is 
caused by a fall in costs' —though some were for price maintenance even in 
the face of falling costs, lake Iluiiie (and Wickscll) most writers on currency 
preferred slowly rising to stable prices. Needless to say. the usual confusion 
between the prices a writer w'as interested in and the price level impaired 
arguments throughout; most writers, as wc have seen above, were having a 
hard time in defining what they meant by ‘general prices.’ 

In the third place, definite ideas of monetary management were taking 
shape and some of them were more tlian mere repetitions of seventeenth- 
century argument, llierc was tlic idea of a stable price level; the idea of mone¬ 
tary stimulation of production (what \vc call pump priming); the idea of 
stabilizing interest rates; and the idea of stabilizing employment. 

Our few illustrative examples wall be taken primarily from the economists 
of ‘scientific’ reputation. Thornton offered several suggestions for monetary 
management in times of crisis. Ricardo’s plan wc have noticed already. Joseph 
Lowe’s tabular standard,-^ intended for voluntary use for the stabilization of 
long-run contracts, marks a distinct advance in monetary analysis. Inconvertible 
paper currency w'as sponsored by T. P. Thompson.-^ Poulctt Scropc did not 

2^* Some WTiters, though not the better ones, mentioned fall in costs besides increase 
in supply. 

2* The Present State of England (1822). In his Essay of 1807, Wheatley had already 
made a similar propo.sal. The idea itself, of course, goes back at least as far as Fleetwood. 

22 He presented his ideas on monetary policy first in his Westminster Review article 
‘On the Instrument of Exchange’ (1824; reprint 1S30'}. J liey grew naturally out of a 
situation in which irredeemable paper had been actually circulating without blotting 
out sun and moon, whereas resumption proved a painful operation. Many people 
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go SO far as this but adhered to the metallic standard (gold or silver).** How¬ 
ever, besides sponsoring and elaborating Lowe’s tabular-standard idea he 
tackled the whole complex of problems that arose from variations in the pur¬ 
chasing power of money, including their effects upon labor. He wrongly held 
that labor’s relative or absolute share in ‘gross produce’ must be reduced as 
the share of creditors (at fixed interest) increases, but he had the merit of em¬ 
phasizing the influence of falling prices upon emplo\ment. This was also done 
by Bollmann."^ 'Lhe only other name I am going to mention, the name of the 
two heroes of the Birmingham Currency School, is .\tlwood.-'’ Tlie Birming¬ 
ham Currency School is correctly described b\' the label it accepted itself: 

besides ‘Squire’ W’estern must have felt that it would be much better to carr>' the war 
system into peace practice, i.e. to retain it for good. Thomas I^crronct Thompson, like 
Keynes in 1925—the basic recommendation of the ‘I'ract on Monetary Reform was 
precisely this, although Ke>'nes retained a gold reserve—must therefore have voiced the 
feelings of many more people than were prepared to speak ui>. I hc ideas as well as (lie 
situations of 1S24 and 192^ present in fact striking similarities, and both 'rhonus Per 
ronet Thompson and Poulett Scrope. but most of all 1 'hc»m.is Attvsood {see below? 
deser\'e to be known better than they are. So does (ilocester Wilson, who. in his 
remarkable Defence of Abstract Currencies in Reply to the liullion Report (iSii), 
makes the statement that was often sneered at in the second half of the nineteenth 
century and yet contains a profound truth (which very naturally was commonplace 
among Austrian writers) tliat gold is no more essential to the guinea than is brass to 
the ruler that is made of it. 

2* On Credit Currency . . . and Examination of the Bank Charter Question 

. . . (1833). The whole of the discussion now under survey, of course. lx:ais in many 
points on questions of bank credit which we shall take up in the ne.xt section. In some 
points, the two discussions merge into one another and our atteiiqit to separate tlicm— 
which in any case has no other justification than expositors- convenience—breaks down 
occasionally. 

Justus E. Bollmann, a physician who after some adventures in Europe settled in 
the IJnited States, occupies a considerable position in tlie histors* of the tlieors* of 
banking in America. 'Phe works that arc relevant in the present connection arc A Letter 
to Thomas Brand Esq. ... on ... a Resumption of Specie Payments (iSiqK and 
A Second Letter ... on the Practicability of the New System of Bullion Payments 
(1819). As do his earlier works, Paragraphs on Banks (iSio) and his Plan for an 
Improved System of the Money Concerns of the Union (1816!, tliose Letters clksplay a 
grasp of the problems involved that was far above average. 

25 The brothers, Thomas and Mathias Attwood, were both bankers—Nfathias also 
an extremely successful company promoter—and anything but cranks or visionaries. 
Mathias was simply a bimetalli.st who stated his case ably and soberly. But 'I’hoiiias 
liked pamphleteering, agitation, mass meetings, and phraseological overstatement, and 
he had to pay the price: professionals did not take him quite seriously. 1’hcy were 
wTong, however. A very considerable analytic ijcrformance might be distilled from his 
writings and evidences. Sec his Letter to Nicholas Vansittart, on the Creation of 
Money, and on its Action upon National Prosperity (1817); Observations on Currency, 
Population, and Pauperism (1818); A letter to the Earl of Liverpool (1819}; also his 
articles in the Globe, reiwintcd under the title The Scotch Banker in 1828. Jt is from 
these writings that any study of modem ideas on monctaiy management ought to start. 
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Anti-Gold Law League. As we might expect, many of its members were just 
inflationists. But Thomas Attwood was much more tlian that. If I have 
caught tlic meaning of his message, he was an anti-deflationist in tlie modern 
sense. He had an almost hysterical horror of wliat we call deflation and at¬ 
tributed to it e\ery economic difBciilty of his age. And in deflation itself he 
saw nothing but the vagaries of an essentially irrational system of money and 
credit. Blit whatexer we may think of this diagnosis—many of us are bound 
to sympathize with it—it had the merit of .serving as a magnifying gla.ss that 
enabled him to see what the leading economists of the period refused to see, 
namely, that an ideally managed paper money could avoid some consequences 
of the gold automatism that arc in fact functionless. So far as I know, he 
did not work out his principle fully and systematically. But, barring exaggera¬ 
tions, his ad\ocac\' of tlic principle itself is free from anything that deserves 
to be called freakish. His claim to being considered as a serious specialist on 
money is further strengthened by his recommendation to resume gold pay¬ 
ments, if indeed they had to be resumed, at a reduced gold value of the pound 
—a remarkable anticipation of an idea of 1919. 

jNone of these ideas entered Mill’s authoritative text except as so many er¬ 
rors that need to be exposed. In his chapter ‘Of an Inconvertible Paper Cur¬ 
rency’ {Principles, Book iii, eh. 1*^}, besides asserting that a power *to depre¬ 
ciate the currency without limit’ is an ‘intolerable evil/ he encountered with 
a flat negatixe not only Attxxood’s but also Hume’s and Thornton’s arguments 
about the possibility of monetary stimulation. From our standpoint, xx*e haxc 
no right to object to Mill’s cxident dislike of the idea. Nobody is in dutx* 
bound to approve of monetary management, and there xverc and are perfectly 
good reasons for distrusting the ability, independence, and xvhat-not of the 
agencies that xxould have to undertake it. Tliere arc also reasons, good or bad, 
for xxishing to put up xvith all the vagaries of automatic money rather than 
xvith the xagaries of polities. But xxc do have a right to object to Mill’s re¬ 
fusal to consider tlic theory of managed money and to face squarely the facts 
and problems tliat gave rise to the idea. By doing so, he impoverished mone¬ 
tary analysis and left it, in this respect, in a state that explains, though it 
docs not justify, the impre.ssion so prcxalcnt in our day that there is an im¬ 
mense scientific gulf betxxcen him and us. 

Nor is his chapter ‘Of a Double Standard’ (Book in, ch. 10) any more dis¬ 
tinguished. What he had to say on bimetallism rests on the suspicion—in 
general w'cll-foundcd, of course—that the spon.sors of bimetallist schemes sim¬ 
ply xvant to depress the purchasing power of money. Since he disapproved of 
this, he brushed the whole subject aside without entering seriously into the 
analytic problems inxolxcd, though a considerable literature on silver and on 
bimetallism developed during the period under survey—Henri Cernuschi’s 
Mdeanique de Vcchange appeared in 1865—^and though it xx-as clearly the 
duty of the xvritcr of a treatise such as Mill’s to deal adequately x^'ith it irre¬ 
spective of his sympathies.*® ITic little that can be said in this book about 

s* For a time, Ricardo had advocated silver as a standard metal. 
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those problems will be deferred to Part iv (ch. 8). Gold production moved on 
a low level until the 1840's. WTien Russian and then Australian and Cali¬ 
fornian gold came in to change the situation, facts and effects were zestfully 
debated throughout the 1850'$ and iS6o’s. There could be no reasonable 
doubt that the new gold was exerting some influence upon prices but there 
was all the more doubt whether this influence, counteracted as it was by the 
flow of gold to India, China, and other countries and by the concomitant in¬ 
crease in the output of goods, was strong enough to raise Knglish prices by 
any appreciable amount.^" This implied investigation of the modus operandi 
of the new gold upon monetary s>stcms, credit, interest, output, and so on 
all o\er the world. Xobod>' doubted that first effects were upon interest; that 
the easy reserve situation prevented what might ha\c been a financial crisis 
in 18^3; but that high profits and speculation, engendered by the monetary 
stimulation of the economic process, would lead to stringencies and accentU' 
ate cyclical ups and downs.-* With due respect to many a sensible piece of 
analysis that a more complete report would have to mention, I cannot but 
conclude that the gains for economic analysis were slender and that tlie econo¬ 
mists of that time missed an opportunih' to build the lessons of those experi* 
ences into their general thcor\' of money. Tliis shows also in the way in which 
the plethora of gold affected opinion on bimetallism. 

On the whole, people enjoyed the prosperity that the gold disco\ erics 
seemed to have brought: Providence was, for the time being, popular with 
the stock exchange. Dissent was not lacking, however, and some of the dis 
senters began to think of the adoption of a silver standard as a remedy for the 
gold inflation, that is, for reasons exactly opposite to those that had recom¬ 
mended the silver standard to some WTiters around 1820=^ and were again 
to recommend it from the 1870*5 on. In addition, however, history was put¬ 
ting economists under obligation by performing an interesting experiment in 
bimetallism under their very' eyes. France had then a de facto bimetallist sys¬ 
tem at the rate of 1:15^-4. As gold fell it began to flow' into French circula¬ 
tion and reserves and to drive out the silver. This was the famous parachute 
effect, as Chc\alicr called it, that is to say, the effect of bimetallism to absorb 

On samples from this literature and on the level of this discussion, see Sayers fop. 
cit. 1935, secs, II and v). M. Chevalier's On the Probable Fall in the Value of Gold 
(1857; English trans. by Richard Cobden, with a preface, 1S59) should be particularh 
noticed, as should Cairnes’s contribution, three articles, ‘Essays on the Gold Question’ 
(1859-60), republ. in Essays in Political Economy . . , (1873). Ilic discussion gave, 
of course, a powerful impulse to the development of price index numbers. It produced 
Jes'ons’ A Serious Fall in the Value of Gold . . . (1863) and the Depreciation of Gold 
(1869), both reprinted in Investigations in Currency and Finance (ed. by Professor 
Foxwell, 1884). 

** Mill’s views on the modus operandi of the new gold arc concisely formulated in a 
letter of his to Cairncs (sec the Nfill Cairnes correspondence publ. by G. O’Brien, 
Economical N’ovember 1943, p. 279). 

2® On the most important English sponsor of the silver standard, James Maclaren, 
see Sayers, op. cit., 1933, passim. 
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the depreciating and to set free the appreciating monetary metal and so to 
stabilize the value of the monetary unit, at least so long as the latter was not 
entirely displaced. It docs not reflect much credit upon economists that this 
cflPect had not occurred to them before.^® But it reflects still less credit on 
them that they did not understand it fully when they had it before their eyes. 
I’he first economist to work out the complete theory of the bimetallist standard 
at a fixed ratio was Walras. 

4. The Theory of Credit 

Even today, textbooks on Money, Currency, and Banking are more likely 
than not to begin with an analysis of a state of things in which legal-tender 
‘money' is the only means of paying and lending. The huge system of credits 
and debits, of claims and debts, by which capitalist society carries on its daily 
business of production and consumption is then built up step by step by in¬ 
troducing claims to money or credit instruments that act as substitutes for 
legal tender and arc allowed indeed to affect its functioning in many ways 
but not to oust it from its fundamental role in the theoretical picture of the 
financial structure. Even when there is ^cry little left of this fundamental 
role in practice, everything that happens in the sphere of currency, credit, 
and banking is construed from it, just as the case of money itself is construed 
from barter. 

Ilistoiically, this method of building up the anahsis of money, currency, 
and banking is readily understandable: from the fourteenth and fifteenth cen¬ 
turies on (and even in the Graeco-Roman world) the gold or silver or copper 
coin was the familiar thing. The credit .structure—which moreover was in¬ 
cessantly developing—was the thing to be explored and to be analyzed. The 
legal ccmstructions, too—remember that most economists who were not busi¬ 
nessmen were jurist.s—were geared to a sharp distinction between money as 
the onl\- genuine and ultimate means of paimcnt and the credit instrument 
that embodied a claim to monci’. But logicalh, it is by no means clear that 
the most useful method is to start from tlie coin—even if, making a conces¬ 
sion to realism, we add incomertible government paper—in order to proceed 
to the credit transactions of reality. It may be more iLseful to start from these 
in the first place, to look upon capitalist finance as a clearing system that 
cancels claims and debts and carries forw^ard the differences—so that 'money' 
payments come in only as a special case without any particularly fundamental 
importance. In other words: practically and analytically, a credit theory of 
money is possibly preferable to a monctaiy- theory of credit.^ 

ITic situation of this period's thcor>' of credit and banking may now be 

Ricardo, c.g., did notice this mechanism {Principles, ch. zj) by which the standard 
would be sometimes gold and sometimes silver. But he saw nothing in it but ‘an 
inconvenience which it was highly desirable should be remedied.' 

^ I hope that this sentence is self explanatory. It will, however, be illustrated in the 
money chapter (8) of Part iv by a discussion of one of the consequences of economists* 
failure to go through with the idea adumbrated above. 
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characterized like this. Tlie English leaders from Thornton to Mill did ex¬ 
plore the credit structure, and in doing so made discoxerics that constitute 
their chief contributions to monetary analysis but could not be adequately 
stated in terms of the monetary theory of credit. But thex failed to go through 
with the theoretical implications of these discoxcries, that is, to build up a 
systematic credit theory of inoncx,® and on principle clung to the monctarx* 
theory of credit. So they produced in the end something that xxas neither the 
one nor the other. An eminent critic of our day xxho is a strong adherent 
of the monetary thcorx- of credit. Professor Rist, xxas therefore, formally, xvithin 
his rights when he accused some of the authors of that period of hax ing 'con¬ 
fused’ money and credit. Their waxcrings in the use of terms certainly sug¬ 
gest this.'"* 

Keeping this in mind, \xe shall in this section discuss cursorily (a ) the most 
interesting of the period's conquc.sts in the theory of credit, and then (b) a 
few more points about banking and central banking that are most conxen* 
iently presented with reference to the quarrels l)et\vecn the ‘currency’ and 
‘banking’ schools oxer the principles embodied or supposed to be embodied 
in Peel’s Act of 1S44—though those quarrels, unlike the ones over xxar in¬ 
flation and resumption, produced more heat than light.^ 

(a) Credity'' Prices, Interest, and Forced Sarings. As soon as xxe realize that 
there is no essential difference betxxccn those forms of ‘paper credit’ that are 

2 We might see the untlincs of such a thfor>' in tlic works of Maclcotl. But thex- 
remained so completely outside of the pale of recognized economics that xve transfer 
them and their author to Part iv. Compare also W ickseil’s dictum, mentioned above. 

® Yet, as we know, facts and ideas that were familiar to the projectors of the seven 
teenth century and, in a purified form, to the scientific economists of the first half ot 
the eighteenth, such as Boisgiiillcbcrt, Cantillon, and Verri, might haxc set the writers 
of iSoo 1850 on the track of what I believe to be a more adequate analysis. But the.se 
facts and ideas were ])ractjcally forgotten by iSoo — nr a sluidder at John Law's prac¬ 
tices was all that was left of them—and they had to be rediscovered by men who 
worked in the strait jacket of the monetary tlieorv- of credit. 

♦The reader is again referred to the works of \'incr. Margct. and Rist. And also to 
V. F. Wagner, Gescliichte der Krediitheoricti f 1957:; llarrx' F. Miller. Banking Theories 
in the United States before iSfio ^927; a book the reader will find particularly useful 
since it is impossible in this .sketch to do justic-c to the important .\mcrican literature 
on banking); and L. \\’. Mints, A ///.vfory of Banking Theory (19451, a work that 
reports on over 600 items but, as a consequence of its w'holesalc and uncritical con 
dernnation of the commercial bill thcorv' of banking, pours away tJie baby w'ith the 
bath w'ater. 

® Waiters had difficulty in defining ‘credit.’ Accordingly, the term xix'as vciy loosely 
used all along. Tliomton defined it as 'confidence,' xxhich is an obvious logical misfit. 
We come nearer to wdiat these writers wanted to express and what that difficulty was 
when we learn that Mill (Book in, ch. 12, J 1) averred that it was Credit which acts 
on prices and not ‘banknotes, bills, and cheques.' lie meant that an iiidix-idnars power 
to purchase, which is the objective clement behind demand in ternis of num^rmre, is 
not fully represented by the amount of the credit instruments that arc actually ii.scd in 
‘payment’ or even, so we should add, by the deposits, overdrafts, etc. against which 
checks are drawn, but by the total amount that an individual could command if he 
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used for paying and lending,*^ and that demand, supported by ‘credit,’ acts 
upon prices in essentially the same manner as does demand supported by 
legal tender, we are on the way toward a serviceable theory of the credit 
structure and, in particular, toward the discovery of the reiations between 
prices and interest. Before turning to the period’s theory of these relations we 
must, however, consider the obstacles that prevented many authors from ac¬ 
cepting the two propositions just alluded to. We have already seen that the 
monetary theory of credit in itself constitutes such an obstacle because, de¬ 
veloping the theor> of the network of credit ‘])ayinents’ from the ease of pay¬ 
ment in specie, it assigns to legal-tender money a logically privileged position. 
But we still have to consider some practical reasons that seem to militate 
against an analysis that puts, say, ‘money’ and ‘deposits’ on essentially the 
same footing. 

In the first place, the law treats different hpcs of means of i')aymcnt dif¬ 
ferently. In the ease of legal-tender money, it insists on acceptance; in the 
case of an aceei)ted and endorsed bill of exchange, it docs not. For the legal 
mind, the two are anything but ‘essentially the same thing,’ since the credit 
instrument is on the face of it a claim to mone>. In the second place, and 
in connection with this, ‘money’ and ‘paper credit,’ and again the various 
forms of ‘paper credit,’ are not in i>raeticc equally well qualified for every 
Ijurpose. ’riiey are not perfect substitutes for one another: legal-tender money 
is a uni\ersal means of payment; bank notes and deposits arc less widely ac¬ 
ceptable; the accepted and endorsed bill of exchange can circulate only in a 
relatively small circle of business concerns. And only legal-lender money is 
recognized, in most historical cases, as the ultimate reserve money of the 
banking s>stein. ’riiese differences are of course quite important, and no¬ 
body would think of tr\ing to cx])lain the way in which a given monetar\* sys¬ 
tem functions without taking account of them. And this is why Thorntons 
perception of the fact that the clilJercnt means of payments may, on a certain 
level of abstraction, he treated as essentially alike was a major analytic per- 
formajice^ for the mere practitioner will in general be impressed by the tech¬ 
nical differences rather than by the fundamental sameness." But precisely for 
the same reason, it is quite understandable that, though 'J'hornton’s view' even¬ 
tually prevailed with J. S. Mill, the opposite view found sponsors all along. 
And this was one of tlie reasons, though not the only one, why some WTiters 

wanted to, i.c. the aniount that is actually at his disposal in some measurable form 
plus .something that might be called potential credit, which defies measurement, yet is 
a factor in any given situation. And \vc may as.sunie. I think, that it is this total that 
people meant when they used the term Credit. 

* I'or jurists, 1 repeat that the word ‘jxiying* is not used in the legal sense, and is 
meant to comprise, besides what constitutes legally definitive payment (solutio), also 
much of what legally is a mere substitute for definitive payment {datio in solutioncm). 

^ We might, tlicrefore, speak of a genuine discovery of ’riiomton’s, were it not for 
the fact that it liad been made long before. Sec, c.g., the Discourse of 1697, attributed 
to Pollexfcii, mentioned above. Fart ii, chs. 3 and 7. 
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stoutly denied that ‘credit* acts upon prices.® Now' we turn to the subject of 
Prices and Interest or, as w'c may also call it, of the Real and the Money 
Rate of Interest. 

Within the scholastic system, interest being simply the price for the use 
of money, the phrase Real and Money Rate of Interest is a label on an em])tv 
box—there was no problem of any direct relation of this kind, any more than 
there is in the Keynesian system.® But when, under A. Smith's influence, 
Barbon’s analysis began to prevail, according to which interest w'as that part 
of business gains that accrued to the pur\eyor of physical capital, the ques¬ 
tion was bound to arise how this interest was related to the interest in the 
market of money loans, which after all is a distinct phenomenon. A. Smith an- 
sw'crcd in effect that the loan rate of the moncx market was simply the 
shadow of the ‘rate of profit’ on real capital—the latter iKiiig ‘lent in the 
fonn of monc>'’ as the later slogan has it—and that quantity of mone>*, how¬ 
ever defined, had nothing at all to do with it. 1 cannot cmydiasizc sufficiently 
that this remained the dominant opinion throughout the nineteenth century, 
at any rate until W’icksell; that it was, as will be presently explained, also 
Ricardo*s; and that even 'I’hornton’s contributions to the problem of the 
relation between ‘money.* prices, and the ‘real’ rate of interest (iinjjortant 
though they were), which point to a different conclusion, w'cre largely for¬ 
gotten. 

"Ihornton related the \oliinic and the velocity of money and other circu 
lating media to interest in the four following ways, (i) lie was the first to 
point out that a high rate of discount will attract gold from abroad. (21 He also 
pointed out the relevance of the prevailing inonc\- rate of interest for the 
public*s willingness to hold cash.“ (5) I'urtlicr. he pointed out the effect 
upon the loan rate of expectations about the future course of prices.’® (4) 

® Tooke must be classed with them, even after lie had recognized the fundamental 
sameness of notes and deposits, if wc take some of his utterances literally. Ihit the 
denial in turn admits of different interpretations. \Vc sli.ill retiirn to the arguincnt 
below. 

® Of course, if we dig more deeply, the i)robU in does reappear in both systems. 

^^^ Thc kc>' performance was D. Muinc’s essay *Of Interest’ iPolitical Discourses, 17?*) 
A. Smith quoted approvingly its argument against tlie view of Locke, Law, and Montes 
quicu that the Aincncan gold and silver had been the cause of the fall of the rate of 
interest that occurred in Europe (Wealth, p. 33“'), but neglected to make full use of 
the rest of Hume’s theory that, anticipating much later work, went some way toward 
giving the monetary factor its due. 'Diorriton improved upon Huiiic’s position, but 
neither he nor J. S. Mill was quite fair in their criticism of him. Hume, as we know'. 
W'as anticipated, in several cs.scntial points, by Cantillon. 

While it .should be admitted that the loss involved in holding idle cash varies 
with the rate of ii!tere.st and that tliis fact does make sonic difference, tlic empirical 
correlation bctw'ecn large cash hol<hngs and low rates of interest must not be con 
sidered as causally explained by this fact; large cash items and low rates arc primarily 
consequences of decisions to restrict operations in depressive situations, and there 
would be correlation between them even if there were no functional relation at all. 

12 This piece of analysis, succinctly presented in the first of the two ‘Speeches' 
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Finally, soaring high above the commonplace controversy on the question 
whether or not banks have the power ‘to inflate the currency/ he presented 
(all the essentials of) a complete analysis of the market for loanable funds 
that pivots on the fundamental equilibrium theorem, that the loan rate (money 
interest) tends to cciual expected marginal profits of investment (marginal ef¬ 
ficiency of capitaljJ * 'Iliis requires some elaboration. 

First, 'riiornton’s theorem occurs in the course of an argument to the ef¬ 
fect that there does not exist, within the logic of the credit mechanism itself 
and apart from convertibiliK, any restriction that will prevent bank credit 
from exceeding the limit l)c\ond which it will cause an inflationary increase 
in prices; and that, in particular, ‘sound banking practice,’ that is, the prac¬ 
tice of lending on good securih' only or even discounting bona fide commer- 

api>eiKlccI to tlie Library of Kconoiihcs reprint of Paper Credity pp. 335-6, is nothing 
short of admirable. It is easy to sec that in a period of falling (rising) prices the creditor 
gets nioic (less), in terms of goods, than he bargained for. It is less easy, but still easy, 
to realize lli.it lliis fait, if foreseen, will influence the terms of the loan contract, a 
lower ihiglier; rate in leriiis of money being stipulated for than would be the case 
otlieiwise. Hilt I liornton .saw tliat this is ineoiiclusive, at least if expected price changes 
aie moderate, unless the mecliain.sin be nneovered by which that result is brought about 
even in the ab.seiiee of what \vc may call conscious expectations. So lie pointed out 
that if prices rise (falli, the debtor will make gains beyond (belowj e.xpcctations, that 
this will iiuliiee him to borrow more (kssj—so long as this lasts, the case merges into 
(41—and that this will tend to adjust the rate of interest to rising (falling) price levels. 
It should be observed that, as a .short run qualification, this fits perfectly into what has 
been tailed in the text the ‘recognized opinion* about tlie relation betw'cen the rate of 
profit on real capital and the money loan rate. Ihorntoii’s idea W'as taken up again, 
indepeiuleiitly. hy Irving Fisher in 1896 (see below, Part iv. ch. 5, sec. 7b) and before 
that by Mai shall. 

is for the reader to decide whether or not this formulation, clad in modern 
terminologv, renders riioriiton’s meaning faithfully; while it rests on many other 
passages, it is meant to convey particularly the paragraph on pp. 253-4 of Paper Credit. 
No cs.sential di.sciepaiKy, considering the banking practice of the time, is involved in 
'riiornloirs speaking of the rate of the Bank of England. Nor should qualms be caused 
by riionitoirs speaking simply of ‘the current rate of mercantile profit.* Apart from 
the fact that iiiy rendering of tliis phrase might be considered fair, even if there W'ere 
nothing further to suiiport it. the clement of expectation enters into many other argu¬ 
ments of '1’horntoii‘s (see p. 1 58) and was perfectly familiar in the literature of the 
period (J. S. Mill used it in Principles, Book iii, ch. 12, J 3). But the addition of the 
adjective ‘inatginar to ‘profits.' at least in the form of the profits of the least favored 
firiii. is an improvement that was added by Ricardo. If my reading be unobjectionable, 
it must also be unobjectionable to say that Thornton propounded a theorem that is 
fundamental to the Marsliall W icksell Hawtrey analysis. 'Lhis is also Professor von 
llayek's opinion. 

Thornton was primarily concerned with the lending of the Bank of England and 
with its note issue, lie wUsS, however, fully aware of the complications that arise from 
the influence (»f this issue iiiioii the country-bank issue and upon the behavior of 
London bankers and ‘other discountaiits.' This seems to justify the generalizing state¬ 
ment of our text. 
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cial bills only, docs not constitute such a restriction. ITic reasons for this are, 
of course, that an exjiansion of loans, unless accompanied by a compensating 
reduction of expenditure by people other than the borrowers, will increase 
money incomes, hence raise demand schedules for goods and services (not 
necessarily their prices), so that every wa\c of additional borrowing tends to 
justify itself c\ post; and that such an expansion of loans can—at least in 
favorable situations—be induced by the offer to lend at a rate that is below 
expected marginal profits. In other words, the equilibrium of "niornton’s the¬ 
orem is unstable: an increase in loans beyond the equilibrium amount will 
eventually (though not necessarily at first) result in an increase in prices 
and, if the rate of interest continues to be kept at its old level (the level 
that induced the first expansion), further borrowing will continue to be profit¬ 
able at the new le\c] of prices; further expansion of credit will follow\ and 
so on, without any assignable limit, and we shall have the W'ickscllian Cumu¬ 
lative Process (for restatement and criticism, sec below. Part iv, ch. 8, sec. 2). 
To enforce stability, other conditions, such as convertibility—direct or indirect 
—of notes and deposits in gold, are therefore necessary. 'Phis practical con- 
elusion, if not the whole of rhornton's analysis, was widely accepted, among 
others by King. Ricardo, Joplin, and Senior. J. S. Mill al.so accepted it though, 
presumabb' under the influence of Tooke, he toned it down. 

Lord King was. so far as I know, the first to follow Thornton in his Thoughts on 
the Effects of the Bank Restriction Rieardo ;uce])ted tlie doctrine resolutely, 

at least in the faiilt>' form that, if banks ‘charge less than the market rate of inteiest. 
there is no amount of money which they might not lend’ {Principles, ch. 27. but see 
Hisih Price of Bullion, iSic). Senior expressed himself similarly 'scc Industrial Effi 
cicncY and Social Econojnv, S. L. Lc\y ed., 192S, sol. 11: the essay is a review of 
Lord King’s pamphlet/, using the term ‘usual’ rate. Since the market or usual rate 
itself may be below that equilibrium level which would prevent credit inflation. Ri¬ 
cardo and Senior must be interpreted to have meant soniethirig akin to W^ieksclPs 
‘real rate.’ Ricardo seems to indicate this by another faults' phrase that occurs in the 
paragraph from which I have quoted and lets interest be ‘regulated’ by ‘the rate of 
profits whicii can be made by the employment of capital and is totally independent 
of the quantity or of tlie value of money.’ Clearly two different sets of considerations 
fight each other in this paragraph. On the one hand, Ricardo meant to uphold what 
has been described above as the Smithian view' of the relation between the ‘real* and 
the money rate of interest. On the otlier hand, no practical financier could deny that 
any increase of the circulating medium, no matter whether of gold or notes or any¬ 
thing else, w'ill tend to depress the rate of interest at least temporarily. So he recon¬ 
ciled Tliomton’s theory, which does not fit at all well into his quantity theory, first, by 
underlining the ‘temporarily’ and, second, by emphasizing. !o the exclusion of cverv'- 
thiiig else, the inflationary effect of such an increase, as wx* shall presently see. Tooke 
might have pointed out. and to some extent did point out, that there arc many quali¬ 
fications to the proposition that low interest raises prices. As it was, probably carried 
aw'ay by his controversial ardors, he in the end denied the existence of any such nexus 
as unreasonably as he denied the existence of any nexus bctw'ccn quantity of money 
and prices. J. S. Mill, on this point as elsewhere, ‘rationalized’ Tooke. This he did by 
the formula that the lending by banks qua lending docs act on the interest rate and 
not on prices; but that, since the ‘currency in common use, being a currency pro- 
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vided l)y bankers, is all issued in the way of loans’ (Principles, Book iii, eh. 23, J 4), 
the Icnclinc; by banks qua creation of currency ads ujion prices and not on the interest 
rate. 'Mie recognition of the currency-CTcatiiig power of banks (which 'I’ooke denied 
in the Inquiry) is as interesting as the recognition of tlie relathni, so strcnigly ernpha 
sized in the United States, between lending and repaying, on the one hand, and ex¬ 
pansion and contraction of the circulating iiiediuin, on the other—in which relation 
some of the more naive American currency doctors saw (i)erhaps see) the soiiicc of 
all sorts of evil. J. S. Mill made nothing of all this, as will presently be pointed out 
again. Still, nothing of it escaped his attention—or should have escaped the attention 
of his readers. 

Second, 'rhornton knew of course perfectly well that the inflationary j)rocess 
he described picsiippuses an uncompensated expansion of lending. If the in¬ 
crease in loans is eoinpensated, for cxanijrle, b\ saving, it will not start that 
I>i(>eess. But, preoccupied as he was with tlic operation of ‘paper credit’ in 
wartime, he did not bother about this and so he failed to state explicitly the 
condition for stable equilibrium in the market for loanable funds which 
reads, in W'icksell’s formulation of 1S9S, that loans should equal people’s 
voluntar\ savings. Id some extent, at least, this laeuna was filled by Joplin, 
though he got still less credit for it lhan he got for ha\ing anticipated the 
principles of banking i)oliey that, so far as the notes of the Bank of England 
are concerned, \Neie carried into effect by Peel’s Act. Like Ricardo he strongly 
disai)]>roved of the power of banks to create, by their lending, net additions 
to the total stock of means of payments, but he did not deny its existence— 
this was dr)ne b> others—and pointed out that, if it were doiie aw^ay with 
and if banks were accordingly j>re\entcd from increasing the total of their 
loans beyond the amount of the public's current savings, then a stable equi¬ 
librium in tlic money market might exist. It will be observed tliat in this case 
the equilibrium theorem is nothing but a particular way of stating the 'I'urgot- 
Smith theory of saving and in\estment. 

'I’hird, Tliornton realized not only that bank loans which add to the means 
of payment may stiiiiiilatc output rather than raise prices if they impinge 
upon an underemployed economy,**’* but also that, even after full employment 

I'lioiiKis Joplin, Outlines of a System of Political Economy . . . together wit// the 
Fourth Edition of an Essay on the Principles of Banking (1S231 and Analysis and 
History of the Currency Question (1832). Joplin was the first to pi0])()sc a 100 per cent 
reserve .s\stem of banking, the idea being to make money interest behave as it would 
behave witli a purely metallic currency, and to render the creation of bank currency— 
the creation of means of payment by lending—impossible. In his elaborate statement, 
the (lifficiiln' that all such schemes meet stands out very clearly: prcNenting banks from 
creating near money (this .\iiuTican term ow'es its origin 1 believe to near-beer) will not 
l)revcnt the trade from doing so. Also, in his schema, gold inflows would still be 
allowed to disturb equilibrium in the money m.irket. 

*** I’he practical im])ortance of this truth is not great bccau.se underemployment of 
resources will in general occur in depics.sion when there is no demand for additional 
credit. But its theoretical importance is nevertheless considerable because it forces us 
to recognize the cxi.stencc of relations bctwx'cn the circulating medium and output, 
which the Ricardian or strict type of quantity thcor>' so .steadfastly denied. 
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has been reached, credit expansion may still ha\’c some effect upon output, 
though he immediately proceeded to show that this effect will be smaller than 
the inflationary one (Paper Credit, pp. 2^6, 2^9 ct seq.). If some money in¬ 
comes do not increase in step with prices, their recipients may be forced to 
curtail their purchases of goods and services, that is, to perform a kind of 
involuntary saving which may increase real capital as does saving in the ordi- 
nary sense. Thus he anticipated NX’^icksell’s doctrine of loiced Sa\ing. But 
Bentham, who coined the phrase Forced I'nigality, went much more deeply 
into the matter and so did Malthus.^' Ricardo turned a deaf ear to Thorn¬ 
ton’s suggestion and kept on repeating again and again —almost unintclli- 
gcntly—that ‘fictitious’ capital cannot stimulate induNtr\, that c.ipital can only 
be created by saving and not by banking operations, and so on, without ever 
facing the issue squarely, llicre was, of course, a reason for this. Here as else¬ 
where Ricardo was a prisoner to once-for-all conceived ideas. In tliis ease, he 
had pinned his colors to the mast of a rigid quantity theory. 1 he quantity 
theory implies that there is no relation between the quantih of ‘money’ and 
output. And he just would not admit that there might he one after all. 

J. S. Mill was torn between the two oj^posiiig \icws. Almost certainly, tinder 
Bentham’s influence he had gi\cn full scope to the \iew tliat expansion of 
bank credit may result in revenue’s being ‘converted into capital’—that period’s 
standard formula for the effect of saving—and e\en used the phrase forced 
accumulation,’’*' which reads like an attempt to improxe upon Beiitham’s 
‘forced friigalitx'.’ In the Principles, as we liave seen, the fact that banks create 
means of paxincnt by lending is freely rccogni/cd. and this implies the recog¬ 
nition of forced saving. Yet we read of a ‘disposable capital’ that is ‘depcisited 

This piec e of cUk trinal history lias been brillianrly elnt icl itcd In Professor von 
Hayek in *\ Note on the Development of the Doe trine of “I 'orced Savini'..” ’ Quarterly 
Journal of Economics, \o\enihcr iQ^i, to which the reader is referred for further 
details. Bentham’s analysis of Forced Saving was a later addition to the Mamial — part 
of which was first published in b> Dumont and something; less than the whole of 

wliich is included in the Works, published 1S3S-43—and Ilayck holds that the passage 
in question 'received its final form in 1804’ and was prohahh skc tc he*] iiuieh earlier. 
According to the rules I follow in matters of iiriority. I have, however, no choice but 
to date this theory 1S43, although Professor voii Ilayek is presumably ccurcet in 
thinking that Bentham made its contents known to his eermornist friends. Malthus’ 
contribution is in his review of Ricardo’s I/igh Price of Hullion, F.dinhmuh Review, 
February^ j8ii. Ricardo’s reply, appended to the 4th ed. of the J/tg/i Price of Bullion, 
was that the recipients of fixed incomes might reduce their savings instead of their 
expenditure on consurners’ goods. But Malthus, since he liad nothing to go by except 
the halting and inconclusive, though suggestive, remarks made by riiorntori. and since 
there is no reason to believe that he was aware of Benthain’s analysis, must be 
accorded a liigh degree of subjective originality. Joplin, in his Views on the Currency 
(1828), used the terms ‘forced’ and ‘voluntary etonomy.* 

For some samples, see V'lncr, op cit. p. 196. Similar sentiments arc expressed in 
the Principles. 'I he term ‘fictitious’ fwith reference to finance bills! occurs in Tliornton. 

^*E.ssay on ‘Profits and Interest,’ piibl. in Some Unsettled Questions (1844). 'I’he 
date of writing is not quite certain but 1830 is a common guess. 
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in banks, or represented by bank notes,’ which together with the funds of 
those who ‘li\e upon the interest of their property, eonstitute the general 
Joan fniicl of tlic country’ (Book in, eh. 23, J 2). In all this and in the whole 
tenor of tliat chapter, Ricardian influence prevails. But in the sixth edition 
a footnote crej^t in that reasserted his earlier view. After that, leading econo¬ 
mists inactically forgot all about 'creation of additional deposits’ and 'forced 
saving,’ so much so that they looked askance at Wicksell’s rediscovery of them: 
to l^orrow a phrase used by l.ord Keynes in another connection, these notions, 
so obviouslx important and realistic, lived from about i8;o to 1S98 a dubious 
life in the eef)noinic underworld—another lesson about the ways of the hu¬ 
man mind! 

(b) Gains from the Controversy about PeeVs Act of 1844. For our purpose, 
it is not neevssars to go much further. Most of the (none too numerous) im¬ 
portant things that were said in that contnwersy had been s;hd before, ’llie 
two groups tliat opposed one another on the legislathe issue in\ohed be¬ 
came known as the Banking and the Currency Schools. Only 'Jbokc, Fiillarton, 
and (»ill)art of the former, and 'l orrcns and Overstone of the latter, school 
are of major inte;cst for us. 

'Ibokc and 'J’oiicii.s \\v kn<»\v already, but tlic latter's writings on money and bank¬ 
ing have not btcn mcnlimud as yet. From a long li.st I take his earliest work in the 
fifld. An on Money ami Paf^cr Currency (1S12); The Principles and Practical 

Operation nf Sir Robert Peel's Act of 1S44 . . . (1st ed., 1848^ and his Tracts on 
I'inance aiid Trade all of them c\en now worth rending. Of course, we shall 

mention in ])as‘»ing also a few other names, but nevcrthele.ss the reader must be warned 
that <mr selection is inadequate for any pun^oscs but our own limited one and ex¬ 
cludes sever.'il wiiters of importance. Continental and -American literature we do not 
even attempt to tover. As regards the Valter. lefeTente is oucc more made to H. F. 
Miller. Banking, Theories in the United States Before 1S60 (1927). 

John Fnllarlon (died 18491 made his fortune as a surgeon and banker in India 
and took to writing on the theory and policy of banking, after having retired from 
business and having settled down in Fngland. llis main work (On the Regulation of 
Currencies . . . , ist ed.. 1S44I enjoyed, in Fngland and on the Continent, a per 
sistent success siidi as few contributions to an c]?hcmcral controversy have ever en¬ 
joyed—a success tliat was greater than were its no doubt considerable merits: but it 
was the kind of sensible performance that, while meeting higher standards also, is a 
boon to large classes nf not quite professional readers. Also, it was appreciated by Marx 
and popular in Marxist circles right into tlie twentieth century. K. Ililferding’s Finanz- 
kapital (1910I drew on it largely and uiicTitically. J. W. Gilbart {1794-1865) was a 
banker all his life: the first manager of the I.ondon and Westminster Rank, which he 
helped to found; an able and eminently ie!ipcctable mcinbcr of liis profession, which 
looked u|)on Iiiin as a leader; the exponent and in part creator of what was to be, for 
the rest of tlie centuni', orthodox banking doctrine. No student of banking can even 
now afford to miss his highly sni‘ec.ssfiil Practical Treatise on Banking (1st ed., 1827); 
llis History and Principles of Banking (1854); and, at least. The London Bankers 

2 »This is the edition of iS6q in the preface of which Mill acknowledged, especially 
with reference to that chapter, his debt to the suggestions and criticisms of *my friend 
Professor Cairnes, one of the most scientific of living political economists.’ 
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(184^). His History of Banking in America (1837) may be associated, so it seems to 
me, with a distinct American school of thought on banking, whose chief authority he 
was. Samuel Jones Loyd, commonly known as Lord Overstone (1796-1883), also a 
banker but of inherited wealth and position, was a much more brilliant personality 
and much more influential with politicians. He was the currency school’s strong man. 
and his perspicacity ((»n the one handl and his .sketchiness (on the other) have led 
generations of economists to moderate the range and depth of his thought. He has 
left no systematic work, and the best I feel able to do for the reader is to refer to 
his Tracts and other Publications on Metallic and Paper Currency (ed. by McCulloch 
in iS?") and his Exidcncc before the House of Conmions Select Committee of 1S57 
(also ed. by McCulloch in 1S3S). 

Neither group was a school in our scn.se of the \\'Oicl. Within both, there 
were considerable differences of opinion and esjiecialb of level. In fact, it is 
necessary to distinguish in both cases a popular argument from what was, or 
may pass muster as, serious analysis—a distinction that is not always easy to 
carry out because few participants in the controvers> presented their cases sys- 
tematicalh- and in a manner that would have met with the imcjiialified ap¬ 
proval of their own parties. Most participants attacked not the real views but 
a popularized or even distorted picture of their opi)Oiients’ positions. And most 
scientific economists, foremost among tlicm Mill, ranged themselves with the 
banking school—on the Continent, still more decidedly than in Kiigland.*" 
But among practitioners and especially among the directors of the Bank of 
England, Peers Act counted many adliercnts.--* 

l orrcns and r iillarton came nearest to doing so. But wc may add G. \\'. Norman 
(Remarks upon Some Prcxalent Errors with respect to Currency and Ranking, 18331 
and McCulloch, both of the currency school. McCulloch j'scc es]iccially his Treatise on 
Metallic and Paper Money and Banks written for the Encyclopaedia Britannica, 1S3S: 
and also his coiimicnts on money and on I'ed’s Act in his edition of tlic ^'ealth of 
Sations of 1850; .supported the currency principle in a manner that overemphasi/ed 
the links that exists between it and Ricardo, the Bullion Report, and the ciuantity 
theory as .such. It is cjuite possible to approve of Peel’s Act without upholding the 
latter in its strict sense. I take this opi)ortunity to mention James ^^’Ilson, a severe 
and able critic of the lower ranges of the currency school, founder of the I,ondon 
Economist, and Minister of f inance of India, one of those excellent men who fare 
badly in a histors' of analysis. See his .articles, collected in Capital, Currency, and 
Banking . . . (1847). 

22 See, e.g., Adolf Wagner. Beilrdge zur l^hre von den Banken (1S57), and Die 
Geld' und Credittheorie der PeePschen Bankacte (1S62). W’e h.ive already noticed his 
boundless enthusiasm for I’ookc. Both in his interpretation and in his criticism, he 
completely failed to do justice to Overstone. In France, tlie only question that excited 
real interest was whether or not the Banqnc dc France should have a monopoly of 
issue. 'I'hosc who stood for it sometimes invoked lx)rd Overstone’s authority, those who 
were opposed (Chevalier, Cotircelle Scneiiil, and others) sometimes invoked Tooke’s 
authority. 

-3 It must not be forgotten that the directors had every reason to greet an .act 
which left them absolutely free from regulatory' interference, except with respect to 
the note issue, with a .sigh of relief. 
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Tlic first thing that strikes the modern observer when he looks back upon 
that controversy is the extent of fundamental agreement between the two 
‘schools/ Neither contained any radical monetary reformers. Both were 
equally averse to monetary management or any thoroughgoing control of 
banking and cre-dit. *riiis is obvious for the banking school that fought Peers 
Act without offering any other method of control, but it also holds for the 
currency school tliat wished to regulate the note issue precisely in order to 
make the ciirreney ‘automatic' and to leave banking business—even central 
banking—entireh free. 'Jiiat is to sjiy, both groujxs consisted of laissez-faire 
men. Moreover, both groui)S were staunch supporters of the gold standard 
and, in jiarticular, of the regulation of foreign exchanges by free gold move¬ 
ments. If we neglect those of tlie banking group’s objections to Peel's Act 
and those of the eunencN group’s arguments for it that were of a purely tech¬ 
nical nature,-' it seems that there cannot have been much left to disagree 
about. Briefly and not (jiiitc adequateh, we may say that the ‘banking piin- 
ciple’ asserted (i) that, given Muglish conditions and banking practice, and in 
particular i)roper leadership on the part of the Bank of I'ingland,-'* converti¬ 
bility (jf notes was enough to .secure all the monetary stabilih' of which a 
cajiitalist system is cai)able; and fz) that in any ca.se, even if this were not 
so. there wmild be no point in regulating notes alone, since deposits would 
raise the same pioblem. KqiialK briefly and inadequately \\c may say that the 
‘currency piii»cii)le' a.sserted (i) that convertibility of notes cannot be as¬ 
sured without siiecial restrictions upon their issue; and (2) that the notes of 
the Bank of England weie aelually, or should be treated as, mere gold certifi- 
cate.s—not as credit instruments like deposits or comnig*cial bills but as ulti¬ 
mate (reserve) money just like the coin or bullion which they represented 

= * riic scientific affinity hetween Ovcistunc and Toukc—overshadowed though it is 
by what .seems to have been .stiong iKi-sonal aversion—will stand out more clearly in 
the last section (>f this chapter. Now I am speaking of their points of agreement on 
monetary and banking policy and on the kind of economy they meant to serve. 

.\ii e.xainple is the objec tion that the strict division of the Bank into two depart¬ 
ments would make the gold in the issue department inaccessible to the management 
of the banking department, except so far as the latter held a rc.servc of notes, 'riuis. the 
banking department might have to refii.se help to the market when the coffers of the 
issue department were replete with gold, as in fact happened in 1S47. Let us note in 
passing, however, that the eurieiuy grouji was right in minimizing, and that the 
banking school was wrong in exaggerating, the importance of the recurring suspensions 
of Peers Act: the necessity of tliese had been foreseen by Overstone and they were 
really, though not officially, jiart and parcel of lii.s .scheme. 

2®'rhis proviso, even where not stated explicitly, is a natural one to make in the 
case of so severe a critic of the Bank of l*‘.iigland as Ibokc. But it should be made 
quite generally. I hc- banking school, in particular, never challenged the regulators' 
function of a central bank. 

2^ It is important to note that the words ‘certificates’ and ‘represent’ are Lord Over- 
stone's. I believe that Lord Overstone handed out the key to the understanding of his 
position by using them. I'liat is to say, he meant to deny that the notes of the Bank 
of England were bank notes at all, as u.sually understood, especially on the Continent 
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Only Torrens, in reply to the objection that restriction of the note issue alone 
is futile, explicitly went beyond this narrow purpose: believing, as we know 
he did, that the amount of deposits banks are able to create by lending is 
closely tied to the existing amount of coin plus notes, he asserted that regu¬ 
lation of the note issue would also do something toward regulating the crea¬ 
tion of deposits.-'** But if wc neglect this, then the agreement between the 
banking and the currency schools about the basic importance of convertibiliK 
of notes is immediately seen to be the fundamental thing, compared with 
which their disagreement on the question whether or not there was need for 
special guarantees of this con\ ertibilit>' was a secondary matter. I'or since the 
banking school did not hold that the circulating medium would regulate it- 
.sclf in the process of competitive banking—wli> should they have insisted 
on convertibility at all if they believed this?—and since it recognized the ever¬ 
present danger of 'overbanking,' all they can have meant by sa>ing that over¬ 
issue of notes was ‘impossible’ is that, with con\crtibilit\‘. it will in the end 
be severely punished. And this is obviously truc.*'^ All the currcnc\ school 
can have meant by insisting on the possibility of an overissue of Bank of 
England notes is not denial of this obvious truth nor assertion of the not less 
obvious untruth that with convertibility o\erissue can go on fore\er. but merely 
that, without special restriction upon the issue of the Bank of England, over¬ 
issue might go far enough to be beyond an> remedy other than catastrophe. 
Thus interpreted, the difference between the two positions remains no doubt of 
practical importance. But it involves none but minor disagreements as re¬ 
gards analysis. 

(see next footnote). It is only on this hypothesis that the idea of making gold plus 
notes behave as gold alone would behave—wliich is how the currency principle' is 
usually expressed—becomes meaningful, i.e. that (1J the quantity of the notes should 
exactly correspond to the actual gold ‘represented’ by them except tlut (2) there 
should be added a constant amount of notes, which was an inheritance from the past 
and which it would have been highly inconvenient to eliminate. 

Reply to the Objections of the Westminster Review (1^44). 

2® It stands to reason that this idea is capable of being defended, provided one does 
not put a greater burden upon it than it can bear. It is interesting to note that Torrens 
anticipated an argument that was in our time brought forth by Edwin C'annan 1‘Lirni' 
tation of Currency or Limitation of Credit?' Economic Journal, 1924). Professor von 
Ilayek in Prices and Production, p. 2. has pointed out that Dugald Stcw'art had already 
formulated the issue involved in 1B11 m a Memorandum on the Hullion Report 
(Works, ed. by Sir W. Hamilton, 1855, vol. viii): ‘The one opinion suggests the 
propriety of limiting credit through the median of a re.stricted currency; the other of 
limiting the currency through the medium of a well regulated and discriminating credit.’ 

Fullarton fop. cit. ch. 5) did, however, go too far when he expected convertibility 
to operate ‘w'ith the precision of clockw'ork.’ 

Some of these minor disagreements, such as the one on the modus operandi upon 
credit and prices of the outflow and inflow of gold, on internal and external ‘drains/ 
on how far Peel’s Act interfered (indirectly and unintentionally) with the effective 
management of the Banking Department of the Bank, are of considerable scientific 
interest. Unfortunately, we cannot go into them. 
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llie evolution of English central-bank practice was not substantially inter¬ 
fered with by PecTs Act. I’bc changes that occurred in the attitudes of the 
Bank of England toward its own customers and toward the loan market, the 
growing importance of bankers’ balances within the total of its deposits, and 
other features of England’s finaneial history after the passing of Peel’s Act 
were more important than were the effects on policy brought about by that 
Act. Most of tliese changes were slow' to penetrate into the theory of central 
banking that had become stereotyped by 1850 into what almost amounted 
to a cult of the bank rate, the modus operandi of w'hich was analyzed w'ith 
little regard to observable facts. All the more important is it to point out 
that a eentral-bank policy of much wider scope had been, on a much higher 
plane, blocked out by Ihornton at the beginning of the period. His .sound 
insight into the nature of banking credit and his keen yet balanced sense of 
the intimate logic of things qualified him well for dealing with this subject. 
He did this in a mannei that anticipated practically cver\ thing that w'as dis- 
co\ercd about central bank policy for a century to come. On page 2159 of 
Paper Credit, lie suimned iij) his anahsis in a set of rules that constitute the 
Magna C'harta of credit management in an intact private-enterprise economy. 
In order to esta])lish this, I should have to copy out that page. To save space 
1 merely refer to it. 

In coneliiding the argument of this section, we must attend to one more 
topic. So far we have dealt mainly with the topmost stratum of that period’s 
anabtic work. W’e ha\e noticed several important achievements and we shall 
notice some more in the next two sections of this chapter. But we ha\e also 
noticed the failure of those achievements to come to full fruition and in 
particular the fact that the> were not co-ordinated in such a way as to pro¬ 
vide a good sirring board for the work of the next period. In fact, W'C find, in¬ 
stead of an effecti\e prescaitation of the best results, the emergence of a fairly 
general oi>inion about the nature and practice of banks that preserved many 
of the weak spots of the period's analysis, rather than the strong ones, but 
gained wide currency among both bankers and economists and thus proved 
an obstacle to further ad\ance. lor brevity's sake, no names will be men¬ 
tioned except those of a few authorities who might, with more or less justifica¬ 
tion, be iinoked in support of some of the propositions to be discussed.®* 
I’hesc proi)ositions are as.sociatcd with what has been called the Commercial 
Theory of Banking and also with part of the argument of the banking school, 
but in using these labels we must keep in mind that neither the one nor the 
other is indissolubly w'cddcd to them. Perhaps wc had better dub the doctrine 
in question the Commercial-Bill 'Jhcory of Banking. 

(1) According to the commercial bill theory of banking, the essential busi¬ 
ness of banks—the business that defines banks—is the financing of current 
commodity trade, national and international. It is not essential that this 
should be done onl\ in the form of discounting bona-fide commercial bills, 

®*'rhe reader will find plenty of names in the work of L. W. Mints referred to at 
the beginning of this section. 



730 III: FROM 1790 TO 1870 

each drawn in connection with a particular sale, but w'c retain our label never¬ 
theless. because this was considered to be the typical case. K\en so. this con¬ 
ception of the business of banks, though still too narrow, does not individuate 
any partieular thcor\. W'e get the coniinercial-bill theory if cither or both of 
the following propositions arc added to that definition of the bankei's business: 
(a) banks derive or should derive the funds with which they discount from 
deposits entrusted to them by the public; and ib) the\ satisfy the needs of 
commodity trade without influencing prices thereby and without having the 
power—in justice we should always add ‘normally*—to influence the amount 
of credit outstanding. 

(2) It should be obvious without further explanation how these proposi¬ 
tions link np with definite errors which, as wc have seen, were fnlh exploded 
by the work of the better writers of the period, and especiallv by 'riiornton. 
It should also be obvious that this view of banking—the helpmate of com* 
moditv' trade, who offers his money to satisfy the needs of business but does 
not force it upon business, who has nothing to do with price fluctuations and 
overtrading (to put it stroiiglvi—expresses very well the professional ideologv 
of bankers who like to sec themselves in this light. Hut finalK it shoidd be 
observed that there are elements of practical truth and wisdom in this doc¬ 
trine. If rcfornmlated to the effect that l)ankcrs had better be careful about 
their cash position and maturities and that they had better look with ecpial 
care at the soft spots in the applications for credit before them, it becomes 
quite unobjectionable. In other words, a faultv theory, in this as it docs in 
other cases, covers wise advice. Ihe proposition that sound business princi¬ 
ples of discounting are all that is needed to keep the economic ship on an 
even keel should indeed have been recogni/.cd as erroneous ever since ihorn- 
ton; but action in conformity with it would, nevertheless, have avoided all 
the worst breakdowns in financial history. 

(3) However, we should notice a few arguments about this needs-of-tradc 
attitude that aimed at more th.in inculcating responsible lending practice. 
First wc mention one that is perfectlv true so long as wc confine ourselvc.s 
to considering the individual banking business in a conij)etitive system of 
many banks. Credit expansion for the individual bank is. in fact, .severely 
limited by the drain on reserves that it will eventually entail. Of course, this 
is no longer true for all banks taken together; but even for all of them, if 
the system be really competitive, that penalty on stepping out of line is a 
more effective brake upon expansion in line than critics of banking practice 
are usually prepared to rccogni/e. Second, there is less but still something 
in Fiillarton's unjustly famous l*a\v of Reflux, which simjdy recalls to the 
minds of reformers the commonplace fact that normally loans arc rci)aid and 
that their repayment annihilates purcha-sing power, so tliat. though by itself 

3® Professor Vincr (op. cit. pp. 239 ct .scq.) has pointed out that this distinction, 
which W'e arc in the habit of claiming for our own cpoc:h. when in fact it penetrated 
into teaching, w'as widely understood ever since the 1820’s. 
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this docs not prevent inflationary' expansion of credit, there is a very material 
difference between tlie ease of bank credit wliicli does, and the case of gov- 
erriinent paper money whicli does not, ‘flow back' automatically, huially, 
third, we mention ilie central needs-of-trade argument that has been so un¬ 
critically \auntcd by some and so nncriticalh rejected by others—the argu¬ 
ment that the discounting of bona fide bills carries its ‘proper' limitation with 
it and that in addition it makes the circulating medium expand and contract 
‘elastically’ as pioduetion and trade expand and contract. For this view, it is 
possible to in\oke tlic authority of A. Smith and l ookc. It is, however, hardly 
necessary to point out its inadc(|uacies. All the more necessary is it to point 
out its true cure. Consider tlie most normal of all normal cases: a commodih' 
has been jiroduced and sold; the producer A draws on the trader B for the 
amount; A discounts the accepted bill at his bank and expends the money on 
his current production, while B, selling the commodity to ultimate consumers, 
collects from them the nione\- with which to redeem the bill at maturity, 
the date being so chosen as to make this normally possible. Note that this is 
a piece of obser\able practice and no theoielical construct; that a bank that 
confines itsell to this sort of business can, in fact, not increase its lending on 
its own, lieeausc commodities must be first produced ami sold; and that 
there is an r)b\ ions sense—(hough one only out of se\eral—in which it might 
be averred that bank inonex of this kind would \ary in a manner roughly 
eorresiKinding to the flow of commodities, does not raise prices, and is en¬ 
dowed with ‘elasticit\W e max indeed doubt whether this case has the im¬ 
portance attributed to it bv sjionsors of the doctrine. And we max- not like 
th is kind of elasticity but there is no warrant for denxing its existence. I rc- 
|)eat that none of the errors alluded to is inseparable from either the position 
of the banking school or of the commercial thcorx of banking. 


5. Foreic.n Kxc:iiangi: and Ixternationai. Gold Movements 

The period’s analysis of the monetary aspects of international economic re¬ 
lations, in the form that J. S. Mill imparted to it, proved an extremely durable 
achicvcmciit and, though now under critical fire, still underlies much of the 

'Ihis version does not inxolvc the error eoniinonly implied in the statement that 
banks cannot give credit hcyoiul the ‘requirements* of their customers; and it is likely 
that 'Fooke did not mean more than this. 'I'he typical attitude of the respectable 
F.iiglish banker may have confirmed him in this opinion as xvell as in the opinion that 
such credit does not act upon prices. On the other hand, it must not be forgotten (this 
has been very instruc tively shown by Kepper, see below', see. 6) that Tooke did not 
strictly adheie to the commercial bill theory of bankers* money. In places, he appar¬ 
ently committed himself lo a much wider definition of customers* requirements, 
holding that no kind of short run credit can ever be inflationary that serves a serious 
business puri)o.se (he seems to have made an exception for juirely speculative tian.sac- 
tions in times of ‘overtrading’). 'I bis of course is not only difficult to defend but even 
difficult to understand, unless w-c interpret it as a corollary of his opinion that banks 
cannot lend more than the public saves. But in the Inquiry he admitted that they can. 
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best work of our ow'n time.' In order to appreciate it, we must bear in mind 
the following two facts. 

In the first place, the ‘classic* WTiters, without neglecting other cases, rea¬ 
soned primarily in terms of an unfettered international gold standard. There 
were se\eral reasons for this but one of them merits our attention in particular. 
An unfettered international gold standard will keep (normally) foreign-ex 
change rates within specie points and inipijse an ‘automatic’ link between 
national price levels and interest rates. The modern mind dislikes this automa¬ 
tism, as much for political as for economic reasons: it dislikes the fetters this 
automatism clasps on go\ernment management of the economic process— 
dislikes gold, the naughty boy who blurts out unpleasant truths. But most of 
the economists of the period under survey liked it for precisely tlic same rea¬ 
sons. Though they compromised in practice as in theory and though they 
admitted central-bank management, the automatism—a phrase beloved by 
Lord Overstone—was for them, who were neither nationalists nor etaiisies, 
a moral as well as an economic ideal. It stands to reason that this alone will 
make a lot of difference between their problems and ours and that this differ¬ 
ence in practical outlook is bound to assert itself—though ]>eThaps it should 
not—in purely analytic work. 

In the second place, the ‘classic’ writers were primarily concerned witli 
commodity trade. Although they did not fail to consider international lend¬ 
ing, subsidies, and tributes, the nionetar}' problems of commodity trade (pay¬ 
ment for imports and receipts from exports, the gold movements and varia¬ 
tions in price levels incident to these, and the effects of gold movements on 
domestic credit structures and interest rates) were tlieir central problems, so 
much so that they treated everything else from the angle of commodity trade. 
In consequence, international finance did not get its due in their analysis— 
the credit transaction that did was the transaction embodied in the commer¬ 
cial bill (including, it is true, the finance bill), which, directly or more dis¬ 
tantly, corresponded to commodih' transactions. But the South American 
loans and mining stocks, for instance, that were being issued in 1S24 and 
that for the time being dominated the l.ondon money market left no foot¬ 
prints in basic theory. For us, the exactly opposite approach seems more nat¬ 
ural; we are likely to look upon international capital transactions as the basic 
phenomenon to which commodih’ trade is subsidiary, by which it is con¬ 
trolled, from which it must be understood. And this point, too, would suf¬ 
fice in itself to divorce modern analysis from what may be described as the 

' I believe this to be true of the work not only of 1 aussig but also of \'iner and 
Haberler, who no doubt developed the ‘classic* analysis and also accepted various new 
tools and propositions of others, but did not challenge the ‘classic* fundaments. These 
were, indeed, challenged by Ohlin and other front rank economists but their eontri 
butions too may be formulated as improvcnicnts rather than reconstructions. I’rofessor 
Viner’s survey of the situation (op. cit. cli. 6) may be referred to in support of this 
view. An impression to the contrary rests primarily upon the fact that modern analysis 
envisages other practical problems and conditions. 
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Commodity-Trade Tlicory of international finance (or of international pay¬ 
ments or of international gold movements). 

] he commodity-trade theory of iiiternational finance is thus open to the 
eiiticisin—as is the theory of international ^'alues—that its conception of the 
phenomena witli which it undertakes to deal is much too narrow.'-^ Also, it 
must be pointed out that its particular assumptions disqualify it for direct 
])iactical application. But there is another criticism that strikes at it within 
its own i)rccinets and should be mentioned at once because it has received 
undue prominence during the last tweiih* years or so. A theory of interna¬ 
tional finance that pixots on commodih' trade will naturally emphasize the 
equilibrating role of variations in relative prices. It has been pointed out, first 
by Wicksell, that adjustments to disturbances of trade relations may and 
often do take place without actual changes in prices and also without actual 
gold movements. 'I’his is true, of course, and no classic writer, least of all 
Ricardo, would have denied it. But if the 'classic* theory be nevertheless 
ciitiei/ed on the ground that it put an altogether unjustifiable burden upon 
the price mechanism and in doing so failed to notice other equilibrating fac- 
tois, then the critic is wrong because price variations of the kind the 'classic* 
theory \isuali/.es imply shifts of demand curves which in turn imply variations 
in income, as we shall sec presently. Moreover, in the pattern which the 
'classics’ chose for analysis, price variations in fact do hold the key position. 
All the critic can rightfully say is that this is no longer so in patterns in 
which prices are rigid and capital movements dominant. Finally, several 
writers of the period under survey explicitly introduced the factors that critics 
miss in the classical picture.-^ 

In the third place, the ‘classic* thcor> of international finance was not 
fundamentalh* new. riiornton, who blocked it out, referred—appro\ingly and 
critically—to liOckc, llume, and A. Smith, and Hume’s analysis undoubtedly 
was the starting point of the period’s w'ork. But Hume himself did no more 
than formulate effectixely the result of a long development in the course of 
which ‘mercantilist’ work had been slowly moving toward the doctrine of 
the ‘classics.* 'Iliornton’s teaching prevailed, more or less, with most of the 
leading writers of that and the subsequent period, from Malthusthrough 
Tooke to J. S. Mill and Cairncs and eventually to 'J’aussig. But Wlieatley dis¬ 
sented from it and was followed by Ricardo.-' We proceed to consider the 
point at issue. 

2 On this, see J. H. W illiams. ‘ I he 'nicor>' of International Trade Reconsidered,* 
Economic /ownw/, 1029, reprinted in Postwar Monetary Plans and Other Essays (1944), 
Part IV. 

3 This has been shown by Viiicr (op. cit. pp. 293 et seq.), who in particular mentions 
Longheki. Torrens, and Joplin. 

* EdinbuTf^h Review, 1811, the review articles referred to already on another occasion 
(above, sec. 3). 

^ I o some extent, as Mc( ailloch has ijointcd out, they were anticipated by Barbon. 
See above. Part 11, chs. 6 and 7- 
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For this purpose, we start from a state of monetary equilibrium between hvo 
eountries.** Being in possession of the tlieor\' of international values and of 
the equilibrium eondition gi\en by the equation of reciprocal demand (which, 
as we know, comprises the principle of comparative cost), we readih see that 
the condition of monctarx cquilibriiiin which we uiiist now add is sim|)h 
that, claims from commoditx transactions canceling one another, there should 
be, under our assumptions, no inoxement of gold frenn one country to the 
other. W’e proceed to investigate the properties of this equilibrium by assuiii' 
ing it to be disturbed and by analyzing the adjustments that will follow. 
Thirst, we assume a disturbance occurring in the sphere of money: we assume, 
like Hume, that in one of the two countries ever\body\s holding of monetary 
gold is suddenly doubled. W ithout committing ourselves to any strict quantity 
theory, we max aver that in this country incomes and business funds in terms 
of gold, hence expenditure, will increase: that demand schedules for all 
commodities will shift upwards; that gold prices will rise in eonscciuencc; that 
exports will decrease; and that gold will flow out until equilibrium is re¬ 
established. Nobody c\er challenged this, though the higlily artificial process 
assumed might have gi\en plenty of scope for quibbling.' Second, instead of 
assuming that gold has increased in one of the two countries, assume that 
commodities ha\c decreased, for c\ami)le, because of a bad harvest. 'I'he 
reader will be tempted to argue that, the ‘need’ for food imports having in 
creased, an unfavorable balance (»f trade will ensue and produce an cx])()it of 
gold through which adjustment will, for the time l)cing,^ be achieved. But on 
reflection, he will realize that this is not strictly correct and does not consti 
tiitc a generalization of Hume’s argnment but a deviation from it. l or the 
bad harvest per sc docs not produce an unfavorable balance. Needs arc not 
incompressible. So far as the need for food imports is imperative, other im¬ 
ports can be curtailed: in other words, all that has ha|)])encd is that the 
people in the country that c\])crieiiccd the bad harvest are, for the time be¬ 
ing, poorer than thev’ were before and have to readjust their consumption 
and investment to a lower level of real income; but on this lower level the 
balance of trade can be, and in the absence of money and credit would have 
to be, just as much in ccjuilibriimi as before. Actuallv, however, we do get 

® We make the following assiirni)tion partly in order to reproduce the 'clas.sic' pattern 
and partly in order to simplify exposition: no interna!if)nal economic relations except 
commodity trade with perfectly flexible (and competitive^ prices, hence iuc<imes. no 
CTC*dit whatsoever; perfectly free iiiternation;il gold standard; two countries only, differing 
not too iniich in size, for neither of whicli foreign trade is of negligible importance; no 
gold mining; gold, though considered as a commodity, all absorbed in tlic monetary 
function: no cost. risk, or loss of time involved in its transportation 01 in the transporta¬ 
tion of commodities. T vidcntly a fairly complete theory' can be derived by dropping 
these as.sumptif)ns one by one. 

^ I have reduced the .scope for quibbling by reasoning in terms of income and 
expenditure rather than of mere quantity of money. But there still remains some. 

** The next step would be an increase of incomes and prices in the otlicr c onntrv', 
which will counteract the proccs.s even before normal hanests, re establishing previous 
conditions, reverse it entirely. 
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tljc iiiifin()ra])lc balance also if we reason correctly per analogiam of Hume's 
ar£;nnicnt» oiiK we ^ct it as the effect rather than as the cause of the export 
of gold. Since gold has not been decreased by the failure of the harvest and 
since we may assume that money incomes and money expenditures have not 
dccicased cither. l)iit since there is now less of conmiodities to buy, prices 
will rise oi gold in terms of commodities will get cheaper or, as we may 
also sax, fiom fhe standpoint of the ])ievious price level, gold has become 
reduiuUint. I liis ciiitails cxj)()its and fosters imports of commodities other 
than gold cNactlx as if gold aiid incomes and exjDcnditures had increased, out¬ 
put having remained michanged.'* \\ e have thus reduced the disturbance that 
arose in the ccanmoditv sphere to a disturbance in the monetary sphere. 

Ihornton, who began his ijixestigation into the nature of monetary cqui- 
libiiuni in international trade by jnesenting the example of the crop failure 
(Paper C'rcdit. p. seemed h» argue in the way that has just been shown 

to be o]>en \n oVijeetion. It is true that in other idaccs (c.g., ibid. pp. 244, 
his argument indicates that he understood the point 1 liave been trying 
to make. Jhit he xxas so ba/x and so hesitant about it that ^^llcatley and 
later on Ricardii wert right in asserting tliat the factors that operate on the 
xalue or ])mchasing poxxvr of gold are one thing and that the operation of 
the xalne (^r jmichasing ])0\ver of gold is another thing. But they so rnisman- 
agetl their case as to leaxe contemirorary as well as later writers to wonder 
whether thex liad any case at all.’" 

It should Ik su]Kifhioiis {<. jxuut out that the sequence of events described is only 
to expicss the lnai( of tin juocess and need not alxvays he actually observable. But this 
doc^ not i(nixtifntc an objection any more than it constitutes an objection to the usual 
lhcr»rx of the efftets of a sjKcific t.i\ imposed ni)on a coinniodity—that its price need 
not. the explanatcuy schema seems to pcrslulatc, fust rise by the whole ninoiint of the 
tax. then fall a:^ain oxvine to the (onsequent reduetion of (|uantity demanded, and so 
on nntd it settles .it the nixx eqiiilibrinm level, and that in practice some steps may be 
omitted Similaily the gold may start to flow at once 111 payment of the additional 
grain iinpoit. ami the influenie of the crop faihiic on the price level in the affected 
eoimtiy max never shoxx fully: this need not effect the role of price variations in the 
e.vjilanatory schema. 

’“On tins cemtroxersy, see V'iner, Canada s Balance of International Indebtedness, 
iq-c eh. o. W heatley and Ricardo introdneed not only irrelevant or non- 

essentud bnt also eiioneons aignrnents. I'or instance, both Wheatley and Ricardo 
denied that a eiop faiinre will create ‘rcdimclaney’ of enrreney, though Ricardo admitted 
this in a letter to Malthns (Letters, p. n). Bnt Wlieatley. perhaps because he had a 
clearer conception of the j^rice lexel. came much closer than did Ric’ardo to grasping 
the principle invoixed. I lins. he said boldly tliat, in spite of all the snb.sidies aifd other 
sinus .sent abroad during the .Vapoleoine W ars, it would have been possible to enforce 
'influx of money to any extent’ (Essay on the Theory of Money .... 1st vol., p. 194). 
Barring the ohvions exaggeration, this clearly implies, though it does not state, the 
principle that it is a monetary mechaiii.siii which is immediately behind exchanges and 
gold flows and that these arc never determined uniquely by the factors—such as 
political payments or conditions that determine the demands for individual commodities 
—that operate at one remove. 
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But had they? Is it really more than hairsplitting when vve insist that gold 
flows out because it is the 'cheapest exportable commodity’ and not because 
of a bad har\cst when the bad harvest makes gold the 'cheapest exportable 
commodih’? Instead of any other answer, I shall merely point to a fact of 
considerable importance both for the hist«irv of economic anahsis and the 
histor>' of economic thought. It is natural for bankers or writers \sho place 
themsebes in the position of the indi\idual hanker to sa\ that banks cannot 
expand credit beyond limits that are gixen t(» them irrespective of their own 
bcha\ior. It is not less natural for bankers and shidcnts of the prob¬ 
lems of the individual bank to start from the olnioiis fact that outflows or 
inflows of gold result from unfavorable 01 fa\orablc excliangcs which in turn 
result from the demand for and su]>ply of claims on foreign places. Mxcepting 
the quality of the individual paper, the factors behind demand and supply 
seem to be all that the banker has to aiiahze for purpo^es of diagnosis and 
forecasting; political factors, business situations, stale of the crops, and so on; 
and this is in fact the standpoint on which Coschen i)laced himself in writing 
his famous Theory of Foreign Kxchanges Since dcinand for and 

supply of foreign paper reflect a country's current (and p^o.spL•eti^e; b.ilance 
of payments, we may call this the Balance-of Pa\ ments 'I heoiv (»f foreign ex 
changes. Decades of quiet conditi(ms may pass without anv(uu*s becoming 
aware of the fact that there is anything missing in this theory. But if people 
keep on applying it in conditions of violent disturbance, the presence of an¬ 
other factor becomes ob\ious that cannrit be resolved into those which we 
may unearth by analyzing the individual items of the balance of paMiieiits. 
namely, the \alue fpurehasing power) of the mf)netary units in which bal 
anccs of payments arc expressed. \\’e may label as RcIatiNc Inflation the vari¬ 
ations in tlic value of a countn’s monetary unit, in relation to the \alue of 
other countries' monetary units, and s]>eak accordingly of an Inflation I hcorv 
of Foreign Exchanges. W e shall return to this subject in Part iv. Chapter 8. 
Now I wish merely to point out that the first rumble of the prolonged battle 
between these two theories—though it should be clear that they do not 
amount to alternative exi)lanations—is audible in the cf)ntroversy between 
Tliornton and W’hcatlcy-Ricardo: when, in tJic latter's phraseology, gold be¬ 
comes 'redundant' in a country or ‘the cheapest exportable commodity,' then 
tin’s country experiences ‘relative gold inflation.’ So Wheatley and Ricardo 
did have a ease and one that was more than chopping-logic, thoiigh. so far as 

Ceorire J. hiftcrwards Lord) Cosrhen f 18:^1 1907^ Chancellor of the Fxchc<|ncr 
in the second Salisbury administration n 886 92* and of historical importance as the last 
of the ministers of finance in the pure tradition of classic liberalism bt is highly signifi¬ 
cant though that this liberalism had taken shelter in a conservative cabinet), was a 
banker of C»erinan extraction. His book descrilnrs extremely well what a hichly educated 
and intelligent dealer in foreign e.xthaiigc W'oiild know about foreign exchanges. As a 
piece of analysis, the pcrforTnnnce. which nowhere goes below a well observed surface, 
docs not rank highly. But it explained things about which politicians and academic 
economists arc likely to know but little and hence was a bo(»n for both, 'fhe .success 
of the book was sw-ceping and it is still worth reading. 
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their attack upon Thornton is concerned, they may have been unjust because 
J hornton s fine mind paid but little trilmte to the fallacy in the balance-of- 
pa\'ments argument. 

\\ hen countries arc in monetary equilibrium with reference to one another, 
then, so it has been stated above, gold is distributed between them in such a 
way that there is no profit in transferring any part of a country's holding to 
any otlicr country. Wc ina>' express this by saying that the purchasing power 
of gold is internationall) at par and also, from the standpoint of the inflation 
theory of foreign exchange, that this parity and its \ariations arc the (im- 
inediatcb) determining factors in the foreign-exchange market. This Pur¬ 
chasing Power Parity theory, or some rudimentary form of it, goes far back 
and can, as we haNC seen above, ccitainly be attributed to Malynes. During 
the I'irst World War, a j)articulur coinage of it became associated with the 
name of Cassel. But the princii)le in\ol\ed must also be attributed to W'hcat- 
ley and Ricardo *- in whose work it ajrpears, as it was to appear in Cassel, 
in cliaraeteristic association with a strict (and crude) quantity theory. 

'I’hc classic’ icasoning about gold movements and exchange rates can be 
geneiali/cd without much difficults to irredeemable paper.Its application to 
the cases of loans, subsidies, and absenteeism —a standard topic of the eco¬ 
nomics of the i>ciiod—presents more diflicultics. Of course, the divergence of 
views just described carries over into the discussion of these cases. But this 
is not the only problem. All of these cases, but especially international loans, 

^- 'I’his is not the o])inion of I’rofcssoi \’inei (np. eit. pp. izfS and 3S2 et scq.). But 
this is onh because he resuvcs the term for the Casseliiin form of the principle. This, 
of eonise, caiiimt be attributed to Ricardo, wlio always fouglit shy of the price level 
coiK'fpt that is essential to the C-asselian funn of the principle though not to the 
I)rinci])le itself. The struggles of economists with the emerging price-level concept have 
l)een discussed above. 

••'On a certain level of monetaiy theory, quantity theory and purchasing power parity 
theory are simply complements or even two different aspects of the same thing. It is, 
however, jxissihle to show that, on cither levels, they may be sc> forinulatcd as to eon 
slitute logically iiulepcndent, tbougli still related, propo.sitions. 

'♦Wheatley (l!s,suy on the ’Ihcory of Money, 1S07) saw more clearly than did 
otlicrs that even in this case it was ‘rcdiiiidancy’—i.e. pressure upon tlie price level—and 
not any occurrence in the world of commodities per se that would cause an unfavorable 
turn of exchange rates. 'I'herc is an echo of this in J. S. Mill’s rather inadequate treat¬ 
ment of the subject (Princifyles, Book ni, ch. 22, J 3). 

Irish landlords, living in England on the rents of their Irish estates, naturally were 
being inercasiiigly discussed, the main purely economic cpicstion being whether or not 
their living anci spending in England and not Ireland made any difference to the Irish 
people. McCulloch returned a negative answer on tlic ground tliat it docs not matter 
where a man consuines what lie consumes (‘F.ssay Showing the Erroncousness of the 
Prevailing Opinions in regard to Absenteeism,* Edinburi^h Review, 1825, reprinted in 
Treatises and Essays on Money, Exchange, Interest, 1S39I; Senior a weakly affirmative 
one {Edinburgh Review, 1823; .see also Senior's Outline, p. 15^^)- 

M. I.,ongricid‘s performance (Three Lectures on Commerce and One on Absenteeism, 
1835, London-School Reprint, 1937) is of some analytic interest. 
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raise questions that cannot be satisfactorily treated by a scbenia dcriwd from 
the miraculous increase in the gold stock of a country or from the failure of 
a harvest: among other things, income effects begin to play a (inalitatively 
different role and interest a dccishe one. Results were correspondingly un¬ 
satisfactory. Ne\crthelcss modern criticism —qua criticism—often errs by not 
paying sufficient attention to the particular conditions of the transactions that 
individual authors envisaged and the sequence of events that were imposed 
by these conditions. Take J. S. Mill’s famous treatment of unilateral political 
pa\nients—say, an annual tribute—that ser\ed as a starting point and e\oked 
much criticism in the discussion on German reparations after i()Zo iPrincifylcs, 
Book III, ch. 21 , 4 ). 1 he treatment is short and oversiin]>lified, but sub- 

stantiallv correct so far as tlic one case considered is ctmceiiicd, namely the 
case where the recipient insists on receiving annual sums of money, the first 
of which the debtor country has no choice but to collect from the pockets of 
its citizens. Here the gf>ld movement is not a question of automatic mech¬ 
anisms at all but is simply imposed by the initial conditions of the |>Toblem. 
Under these conditions, a fall in prices in the p.iying coimtrv can hardly fail 
to come about. 'This will increase exports and decrease imports and would 
bring back the g(»ld Init. as Mill constiucted the cast, the paying couiitrv’s 
claims to this gold will be absorbed by the receiving eountrv’s elaiin to the 
next instalment of the tribute, so that gold stock, incomes, expenditures, and 
prices in the paying conntrv arc kept down and its excess expoits aie kept up. 
Another case might no don])t be constructed tliat would ])rodnec a diffeient 
seciuence of events and contain no gold movements and no ]nice changes at 
all blit only income change.s and commodity movements. Jhit cither case 
serves to illustrate what from the ‘classic’ standpoint is the essential thing, 
namely, that the true equilibrating factor is the commodity transfer. And 
neither is very' realistic. 


6. ‘Thk’ Businiss Cvci.i: 

One of the most important achievements of the period under .survey, and 
one of the few that were truly original, was the discovery and preliminary 
analysis of business cycles. It is true that the crises of 1S15, 1S23, 

1847-8, 1837, and 1866 pressed the phenomenon upon the attention of even 
the most academic of ccononii.sts. But similar breakdowns had occurred, with 
similar regularity in the eighteenth century, and nevertlieless nobody had 
gone deeply into the matter: nobody had distinguished them clearly from 
the effects of war and other external disturbances or seen in them anything 
but chance misfortunes or the results of manias or errors or misconduct. Tlic 
first suggestion that there might be deeper causes to tlicse breakdowns, causes 
which are inherent in the economic process, arc indeed to be fr)und in the 
‘mercantilist’ literature, mainly in coniiectiou with the ideas that were later 
on worked up into the various undcTConsuinption tlicories. Rut these ideas 
were not made explicit before the controversy on gluts, during and after the 
Napoleonic Wars, which we know already and which ended, for the time be- 



MONKY, CREDIT, AND CYCLES * 739 

ing, in ilicir defeat. After some additional coninients on this controversy, we 
shall consider the anahscs of business e>clcs that arc primarily due to Tooke 
and I.Old Overstone and then end up with the contribution of Marx. For an 
extensi\e treatment of the subject, tlie reader is referred to the work by von 
Hcigniann.^ 

Ihe facts about crises that the press and the public primarily notice and 
to wliicli tlie\ naturally attribute such effects as bankruptcies and unemploy¬ 
ment are the collairse of credit and the unsalability of commodities: press and 
l>nblie are imeterale adheients of monetary and ONCrproduetion ‘theories.’ - 
It was against the popular ideas of the latter kind that J. B. Say argued in 

his chaiitcr on the ‘Law of Markets.’ As has been stated already, so far as the 

subject of crises is concerned, the main merit of that law was a negative one. 
Sa\ showed successfulb that, however large the phenomenon of overproduc¬ 
tion ma> loom in the historical piciure of individual cri.ses, no causal explana- 
lion can l)e cleriNcd from it; there is no sense in saying that there is a crisis 
because ‘too mucir has been pnKluccd all round. 'I’liough negative, this con- 
tiibution was \er\ impoitant. It may be said to stand at the fountainhead of 

the scientific anabsis of c\clcs and to mark the point at which the latter 

broke away from ])reanal\tie thought. But the positive application that Say 
attempted to make of his law was much less valuable. He inferred fiom it 
eiioneously, though with apj)arent logic, that, if general overproduction was 
no explanation, then partial o\eiproduction must be at the root of the trouble 
—that some commodities are unsalable because their complements are lack¬ 
ing. or that the airiiarent overpiodnetion of some was really underproduction 
of others. I bis is the Disproportionality 'I’hcory of Crises,-* as it was called 

^ Limen von Herrmann. Die Wlrtschuftskriseii: Geschichte der nativnalokonomischcn 
KriscntJieurwcn Nh>.st anthois of systematic works on business cycles present 

some iiihain.ition on the history of business cycle analysis, and there arc also a few 
other histories. .Xnalyticalh. riofes.sor Friedrich I.ut/’.s Das Kojijunktiirproblem in der 
Sdtionalukonomic moves on a iimch higher level than docs von Bergniann’s 

work. Neveitheless the latter is the only one I know who prc.sents the results of extensive 
research in the literature of the period—a fact which is .surprising in the case of a subject 
that looms so large in modern work. Siholarly effort has been directed toward the 
work of individual authors oi groups of authors or toward individual issues or theories 
rather than toward a compreliensive .survey. On Tooke and Overstone, e.g., there is the 
excellent book by Georg Kepper, Dte KtmjuuktuTkhrcn der Banking- und der Currency- 
schule American work, see H. F. Miller, Banking Theories in the United 

States before iSbo (1927. ch. 16). 

-"Today, the ‘theory’ of busiiie.ss cycles means very iniich more than explanatory' 
hypotheses: it means a whole appaiatns of the theoretical and statistical tools of analy¬ 
sis. l'’or the nineteenth ccnlnry, however, it is approximately eoriect to say that hypothe- 
.ses as regards the ‘can.scs’ of c rises or cycles were the main, if not the only, contents of 
what was meant by theories of cri.scs. 

^ Thc disproportionality that Say envisaged was primarily a disequilibrium within the 
same .stage of the jjrodiictivc process: overproduction of shoes with reference to the 
production of coats. W’e had better confiiic the term to this meaning—^thcrc is, of 
course, no objection to forming larger categories than shoes and coats—and distinguish 
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later on, which died from lack of vitality in the course of the nineteenth cen¬ 
tury. though individual adherents might be named throughout. One of them 
was Ricardo. Slightly improving the idea in Chapter ig of his Principles, he 
made a reasonable though, of course, inadequate ease for Sudden Changes in 
the Channels of Trade as tlic most important single cause of disturbance. 

As we know, Sismondi and Multluis (followed by Chalmers) were the lead¬ 
ers in the campaign against Sa>\s law—some of their arguments ha\ing been 
anticipated b\- earlier writers, especially I..auderdale. It is \er\ difficult to 
label their theories, which neither of them systematized completeK and which 
with both of Ihein. but especially with Maltluis. were theories of stagnation 
and prolonged unemployment rather than theories of ‘crises.’ Malthiis. how¬ 
ever, came much nearer to definiteness and iikin I think he credited—or 
debited—with an underconsumption theor> of the o\ersa\ing t>pc: * stagna 
tion ensues when pci^ple save and iinest to .such an extent as ‘to leave no 
motive to a further increase of production’ owing to the incident fall in prices 
and profits."' It cannot he emphasi/ed too often tliat this argimient, whatever 
its incidental merits—and one of them is that it locates the .source of stag¬ 
nation in the saving-iincstincnt process—is. as it stands. definitcK crioncoiis 
if intended to explain ‘crises,’ though not if merely intended to show the pos¬ 
sibility of production’s becoming stationary. But Sismondi offers such a mnlti- 

it from theories uliich attribute cycles or crises to disproportionality between stages 
taken as a wliolc. e.g. between investment gooiis prodne tion and t <msnnier.s’ j^oods ino 
diietion. For clisproportionalities of the latter kind are always linked to other factors, 
e.g., monetary ones or oversaving, and thcrefi)re are synipfoins or conserpientes rather 
than ‘causes.* 

■* In a sense, of course, underconsumption can alwavs be described as overproduction. 
.Accordingly, von Bergmann labeled Malthus’ theory a ‘mf>tivated overproduction theory.* 
It seems more conducive to clear distinctions to avoid the latter ]dirase whenever an 
author locates the seat of the trouble with the behavior of (onsimicrs. even if the result 
is also some sort of overproduction—just as. for the same reason, we have adf>pted a 
strict definition of the phrase nisproportionality. We shall distinguish three types of 
underconsumption theories, all of which put in an appeamnee during that period. 
There is. first, the oversaving type just mentioned, of which Maltluis was the chief 
exponent. 'I here is. second, the nonspending type that emphasizes distnrb.inces which 
ari.se from saving decisions that aie not offset by decisions to invest. Malthus. as we 
have seen, glanced at this idea, which is an old one—to be attributed, e.g.. to Qnesnay 
and several of his French j^redecessors—hut which did not. i>lny any great role in 
modern economics until our ov^n time. And there is. third, the mass poverty type that 
attributes gluts to the inability of labor, owing U) low wages, to ‘buy its own product.’ 
The most important spon.sors of this theory were Sismondi and, much more dcTiiiitely. 
Rodbertns. 'Ibis theory, as Marx well knew, is beneath discussion since it involves 
neglect of the elementary' fact that inadequacy or even increasing inadequacy of the 
w'age income to buy the whole product at co.st-covcring prices would not prevent liitcli- 
less production in response to the demand of non wage earners cither for ‘luxury’ goods 
or far investment. 

« See Malthus’ letter in J. M. Keynes, Essays in Biography, p. 14^; also the con¬ 
temporary Cierman discussion of the controversy betw'Cen Malthus and Say by K. H. 
Rau, Malthus und Say iiber die Ursachen der jetzigen Handelsstockung (1821). 
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plicit>' of responsible factors that lie cannot be classified satisfactorily. The 
oversaving argument is no doubt present and forms the core of his analysis of 
diseqiiilibria of production and consumption.® But underconsumption owing 
to low wages is still more prominent, both because of the ‘vicious’ distribu¬ 
tion of incomes per sc and because of the unemployment created by labor- 
.saving machinery. Then there is, incident to his sequence analysis, the idea 
that increasing outputs meet totals of purchasing pow'er that have been earned 
some time before by participation in the production of a smaller output. 
I'lirther, Sisiiiondi made much, and riglitly, of all the random vicissitudes 
through which the road leads to the theorists’ smooth ultimate long-run nor¬ 
mals. I hus he became the patron saint of all those ‘explanations’ that are 
content to talk about the anarchy of capitalist production, the lack of knowl¬ 
edge of what the other fellow does and of w'hat buyers w^ant, and so on, 
though all the crudities that arc to be found in the literature of this kind 
must not be attributed to him. The phenomena of the post-Napoleonic de- 
jjressions suggested to liiin a rich array of sources of trouble of all sorts that 
was easier to shape into an indictment than into an analytic organon. 

'1 lius, he stands also in the current of ideas that produced a ‘theory’ which 
v\as to conmiand much support by ver\' able economists from, roughly, 1850 
to the end of the nineteenth century, and will have to be mentioned again. 
In a nutshell, it may he expressed by saying that crises will occur when any¬ 
thing of sufficient importance goes wrong. One of the chief representatives of 
this view was Roscher.' But in addition to this common-sense, if somewhat 
commonplace, theory Roscher ]>rescntcd what can only be described as a 
fricassee of most of the ideas that were current at the time he wrote. Emas¬ 
culating all of them, he accepted Say's law but reduced it to an identity; ® he 
accepted and amplified Ricardo's sudden changes in the channels of trade; 
he cautiously acecj)ted Malthus' o\ersaving factor though he said that Malthus 

* See, especially, besides Sismoiidi’s article in Brovstcr's Edinburgh Encyclopaedia 
and the Souveaux Principcs, his article on ‘Balance des consonimations avec les pro- 
dtictiuns' ill the Revue cncyclopcdiquc^ May 1824. In this .same periodical (June and 
July he also crossed swords on the subject with Dunoycr. 

^Principles (Grundlagen, 1st cd. 1854; English trans., 1878). Book iv, JJ 21617 on 
‘Commercial C-nses,’ and J 220, entitled ‘When Saving is Injurious.’ The theory that 
every circumstance that suddenly and largely increases production or decreases con¬ 
sumption or ‘disturbs the ordinary course of industry, must bring with it a commercial 
crisis’ is still more fully explained in Ansichten der Volkswirtschaft (1861). 'riiis view 
of the matter, somctiuics glorifictl by a shrewd and instructive analysis of individual 
situations, was very common in France. Coiircelle-Scneuil, Chevalier, and many other 
authors who differ only in the relative emphasis they put on the circumstanc'cs that are 
particularly apt to play a role—credit expansion, e.g.—could be quoted to this effect. 
A very t>'pical example will sufFice. how'ever; Joseph Gamier s Elements (1845; later 
Traite) and especially his article on ‘Crises commerciales’ in the Dictionnaire universel 
thcorique ci pratique du commerce et de la navigation (1859). 

® In doing so, however, he hit iiiion a formulation that is not inelegant and will ring 
familiarly to modern cars though, as we know, it misses Say’s meaning completely: he 
said that Say’s law is true for all commodities including money. 
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had ovcrstrcsscd his point; he admitted that saving is ‘injurious' if savings 
arc not invested (Principles, jj 220); he accepted se\cral points that had been 
made by Sismondi: finally, perhaps under the influence of J. S. Mill, he rec¬ 
ognized the role of absorption of funds in fixed in\estinents **—all this with¬ 
out any effort at rigorous fornuilation or co-ordination. 'Flic situation that 
produced performances like this invited factual iiucstigation and there were 
several good monographs on individual crises, but I shall only mention the 
comprehensi\e and \ery successful histor> of crises In W'irth.^'^ 

Of much greater interest than the work we ha\e been sur\’e\ ing so far was 
the cycle analysis of I’ooke and Lord 0\erstonc. Though ‘crises’ commanded 
the scene throughout the century, it occurred to many observers from the 
1820’s on—among whom, not much to their credit, the seientihe leaders of 
the profession were not conspicuous—that crises are but phases in a more 
fundamental wavelike movement and cannot be really understtrod except 
within this broader setting. I'Vom the first, writers used the term ‘c\cle’ or 
‘commercial cycle’ in order to denote the units of this movement'^ and 
spoke of a ‘periodicih*’ of these cycles, by which most of them meant not 
more, however, than a definite sequence of phases irrespective (^f duration.’- 
Some, however, did suggest approximate, if not exact, equalih of duration 
and among these the ‘ten-year cvele’ eventually gained a certain ])()pularity— 
even Marx experimented with it in a noncommittal manner. Ihis pioneer 
work produced within the period the seminal peiforinanccs of Jcnous and 
Juglar, which will however be more coinenienth considered in Part iv. In 
the footnote below. I mention a few others that have been almost forgotten. 
Observe that there is no relation between this work and the earlier discussions 
on gluts. It grew up independently and owes little if ainthing to the general 

®l’his thcor\' was elaborated at that time by several authors, among others by V. 
Bonnet, Questions economiques et financicres ii dcs crises (iSsjgi. 

Ma.x W'irth, Geschichte tier liandelskriseu Mis contributions to analysis 

are insignificant. But he was one of the first to attempt descriptive classification of 
crises ^credit crises, capital cTiscs. crises of speculation, etc.), an approach to the problem 
that appealed to many students in Cierniany. Also he empliasi/cd tlie international 
aspects of crises. 

'Ihe idea was new but the word was not. Sir W'llliam I’etty used it with rcfereiue 
to the .sequence of good and bad liarvcsts (‘dcartlis and plenties’) in his Treatise 0/ 
Taxes and Contributions (1662), in the course of an attempt to evaluate the normal 
rent of land. There is no evidence that he had any notion of a general economic cycle 
or that he wished to explain it by the variations in crojis. 

Some confusion about tlii.s has arisen from the fact that some modern writers who 
use the phrase ‘periodicity’ in the strict sense—recurrence in constant pe riods—attribute 
the same sense to all writers who use the word and them speak of assertion or denial of 
periodicity when they should speak of assertion or denial of periods of constant duration. 
This must be borne in mind throughout. I,oid Overstone spoke of ‘conditions which 
are periodically returning* but did not assert that they were recurring in equal iieriods. 
Juglar fsee below% Part iv, ch. 8, sec. 9a) spoke of the retour pdriodique of crises, but 
his dating di.splays very unequal time distances t>etwccri them. Moreover, he exi3rc.s.sly 
denied that the material suggests the presence of any definite period. 



MONEY, CREDIT, AND CYCLES 74^ 

economics of the cpocli. Its authors stood to the professed economists on a 
footing of cool and reciprocated indifference. Yet one should think that each 
group might have derived help from the othcr.^^ 

But ] ookc and Overstone did influence opinion witliin the fold—and were 
in turn influenced by it—and their work succeeded in setting on foot what 
may be described as a new analysis of ‘the* business cycle.Also, they in¬ 
fluenced one another more than they realized or, at any rate, were prepared to 
admit, and the affinity between their methods and results is more important 
than are the differences. I'lie prevailing impression to the contrary is due, in 
the first place, to their antagonism in matters of central-bank policy, espe¬ 
cially to their controversy over Peel’s Act. In the second place, they were verv* 
different t>pes and would express the same fact or result so differently that it 
would look like two different facts or results. In the third place, they did dif¬ 
fer in several points of theory and factual diagnosis, W'hich both of them 
stressed unduly but which, so far as busine.ss-cycle analysis is concerned, 
amount to less than they seem to. 

In the slate of research in the iS:;o’s, the mere fact that they saw and 

I mention, first, )olm W'aclc, who was a complete outsider and whose politeness 
toward 'political economy' baicly veils feelings akin to contempt. In his History of the 
\!iddk’ iind W'oTktn-i CMisscs . . . he develovied a pretty comprehensive theory' 

of 'the commercial cycle of dejncssion and prosperity.’ to which he attributed an aver 
age length ot Ixtween five and seven years, in terms, chiefly, of prices and employment. 
J'aiilty anti inconclnsive though his reasoning is, it is of some iiitcre.st as a primitive 
instance of an endogenous ilynamic model that reproduces alternation of depression and 
prosjnrity by \iitne of a lagged relation between prices and consumption. The second 
work to be mentioned, Hyde Clarke’s‘Physical Economy’ . . . {Railway Register, 1^47) 

1 kn«»w only fioni )cvons' ie])ort (In vest/ijat ions in Currency and Finance, pp. 222-3). 
lie liad a len \ear cyt Ic (i-gfj, j Soft. 1S1-, 1827. 183-', and 1847 being the crisis 
dates, wliith suggest a little manhaiidlingl and in addition a longer period of about 54 
years, :\ striking anticipation of the major cycles or spans of later days, especially of 
Koiuhaticff's long waves (see below. Part iv. ch. 8). But his attempts at explanation 
in lerins of meteorological facts came to nothing. Ne.\t, I want to advert to interesting 
w-ork published in the Transactions of the Manchester Statistical Society, notably the 
papers hv \\’. Langton (1S37 S) and John Mills (1867 8). Both present some evidence 
of a decennial cycle which both as.sociate rather vaguely with p.syehological (‘moral’) 
factors. I’lic former, in addition, anticipated jevons’ analysis of the ‘autumnal drain’ 
and noticed the fact that the tliird quarter of the year is particularly favorable to the 
outbreak of crises; the latter specifically labeled his cycles as credit cycles. In the United 
States, periodicity in the .sense of recurrence w'as recognized quite early. For the rest, 
the question whetiier or not bank credit was the cause of cycles was zealously debated 
(sec. e g., tire discussion in C. Raguet’s Treatise on Currency and Banking, 1839; this 
writer puKluccd also an interesting hut inadequately motivated overeonsuniption theory' 
of cycles). R. Hare (‘Do Banks IncTcase Loanable Capital?*, lIutiTs Merchants* Maga¬ 
zine, 1832) was one of the earliest of the few writers who attributed to cycles the 
function of .speeding up economic advaiic'c. 

Some contemporaneous w'riters, Hyde Clarke and Langton especially, recognized 
a multiplicity of cycles that run their courses simultaneously. Tooke and Overstone, 
liow'cvcr, knew just one type of cyclical fluctuations. 
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understood—intuitively at least—the phenomenon of cyclical variations in 
business situations constitutes in itself fundamental afEniU'. But the manner 
in which thc\ ga\c expression to their vision illustrates very well the differ¬ 
ence in their mental set-up that induced so many historians to overlook all 
they had in common. W’ith Tooke’s method of arriving at results from dis¬ 
cussion of indi\idunl situations, the perception of the phenomenon was 
merged so complete])' into the ocean of his details that it nowhere stands out 
clearly, and the ver)- fact that he saw it needs to be established against high 
authority.’" I.ord (herstone, who theorized—though no doubt also from facts, 
especially the facts of his experience as a banker—boldly and i)urposiveh- set 
forth that the ‘state of trade' (his quotes) *re\c)l\es apparently in an estab¬ 
lished cycle' that he di\ides into states of quiescence, improvement, growing 
confidence, prosperity, excitement, overtrading, convulsion, pressure, stagna 
tion, and distress, ‘ending again in quie.sceiice.’ No impoitancc attaches to 
these ten phases any more than to Tooke’s two or three. But the sequence 
makes scn.se all tlic same. 

Neither author made any conscious attempt to associate with his phases 
general characteristics that would lui\e produced a standard picture of the 
cycle. But it could he shown that they saw' all those that experienced pracli 
tioners of business would see and practically all that our wealth of statistics 
has taught us to see. Prices, interest, credit, gold movements, speculation, and 
investment, in their relation to business activity and oNcrtrading, naturally 
were foremost in their iniiid.s. 7 ’hcrc is this difference though: preoccupied 
as he was with the historical facts of successive situations, 'I'ooke presented a 
rich assortment of relevant elements that is entirely absent from Oveistone's 
publications and presumably was not fully present in his thmight. In that 
assortment, two things merit particular attention. First, 'looke enq)hasiz.ed 
throughout the importance of the ‘corn trade’ and, in connection with this, 
of harvests. W'c cannot credit him with a harvest-tlicory of the c\cle—any 
such one-factor theory was quite alien to his way of thinking. But we should, 
I think, credit him with ha\ing kept this clement before the eyes of students 

’"'That authority is Sir T. F. Gregory'. Ihit Iboke’s description (as has been pointed 
out by Kepper) in chs. 9 and 10 of the Ilifttory (2nd v(»l., particularly the last para 
graph of sec. 2. eh. q) of the develdpnicnts from 1S2S to sliows conchisi\c*ly his 

awareness of a definite cyclical mechanism which, in this place, he describes in terms 
of a lag of supply behind consumption during ‘a state of rising markets’ and of the 
reverse in the subsequent phase of 'stagnation.' 'Phases, within which the changes and 
alternations between perifxls of confidence and discredit, of the spirit of entcrpri.se and 
despondency’ revolve, are noticed on p. 175 of vol. i. 7 ’here is even a suggestion of a 
ten year cycle. 

’®'rhis famous passage, tliat has been often quoted, occurs in his ‘Reflections sug 
gested by a Perusal of Mr. J. Horsley Palmer’s Pamphlet on the Causes and Coiise 
quences of the Pressure on the Money Market/ 18^7 (republ. Tracts, p. 51). But it is 
only from unsystematic comments dispersed over the whole of his collected tracts, 
letters, evidences (sec above, sec. 4b) that a conspectus of his opinions can be gained. 
I’hcre remain many loose ends and also some contradictions that cannot be resolved— 
it is fair to assume that he never completely thought out his ideas. 
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and with having given an impulse to this theory which commanded some sup¬ 
port even before jevons wrote.” Second, he emphasized that periods of pros- 
perit\' are associated with investment in fixed capital—this particularly in con¬ 
nection with the boom in railroad construction during the 1840's—and tech¬ 
nological change. 

iMiipliasis on these two elements constitutes, of course, an important step 
in causal analysis. 'J he c\ clc theory of both 7 ’ooke and Overstone is primarily 
an ‘endogenous theory, that is to say, both authors tried to show how each 
phase of the e>ciieai proeess is induced by the conditions prevajling in the 
preceding one. But neither was content with this. 'I'hough Tooke's method 
produced a inueli larger array of explanatory, auxiliary, and random factors, 
Lord Oxerstone also recognized the more important categories, especially tech¬ 
nological improvement, which he came near to considering as the most im- 
poitiint of the causes of upswings. It is, therefore, quite WTong to attribute to 
him personally tliat purcK monetary theory of the cycle which saw notliing 
in the latter but the \agarics of an ill-regulated currency and credit system 
and wiiich no doubt counted adherents among his English companions-in- 
arms and still more in the United States.^^ (herstone himself explicitly stated 
that it is not the ]H)licy of banks which produces upsw'ings.^** The sense in 
which this exjdanation is, nevertheless, possible for modern exponents of 
monctarv theories of the cycle—Ilawtrey and von Mises in particular—may be 
defined in terms of two propositions. 

First, no matter what he thought about the problem of ultimate causation. 
Lord Overstone certainly beliexed that expansion of bank loans, by means 
of bank notes and ‘created’ deposits, bexond the boundar> of ‘real' capital 

” V'on Bcrgmann (op. cit. p. 2^9) mentioned a Frcndi author, Briaune {Des Crises 
cnnimerciales .... 1S40; Du Prix dcs grains, du fibre* cchange et des resen’es, 1857), 
xvho jnesented a eleareiit harvest theory in the sense that the cycle is fundamentally 
nuthinis but the effect of s]K‘11s of good and bad harvests upon society’s total income. 

‘"Lxeii C. \V. Noniiiin [Remarks upon some Prevalent Errors with respect to Cur¬ 
rency and Bankings who, of writers of some reputation, came nearest to holding a 
purely monetary theory of cycles in the sense above, qualifies it drastically by admitting 
many other causal factors. I*or .Xrnerican examples, see H. E. Miller, op. cit. p. 193 
ct seq. 

'”Sec, cspec-ially, his A Jx^tter to f. B. Smith (1S40). No doubt he sometimes 
expre-ssed liinisclf rather carelessly on the subject, but I do not think it correct to say 
that tlic statements alhidecl to are contradicted by others, or that they are no more 
than tlic sort of illogical concessions which people engaged in political controversy are 
frequently compelled to make. 

This is the phrase he used in Iiis Evidence before the House of Commotis Com¬ 
mittee on Bank Acts, 1837, fhe appendix thereto (republ. 185S). I think it safe to 
identify tliis real capital with the .stock of purchasing poxxer that the banks absorb 
from tlic saxiiigs of tlie public or gain thrcnigh imports of gold, so that his argument 
aimed at Ricardo's ‘fictitious’ capital. Possibly, this distinction linked up, in his banker’s 
mind, with the different hiit related distinction between funds that are available for 
long-period investment and funds which, though available for short periods only, are 
nevertheless used for the financing of long-period investment. 
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is responsible for a course of events that differs qualitatively from what would 
happen if lending always remained within these boundaries. Miscarriages, so 
he argued, would also happen in the latter case; but, howe\er fiequeiit, thc> 
would be each of them individual occurrences, not necessarily connected with 
one another, hence capable of being currently absorbed. But if credit has been 
substantially expanded be\ond that boundary, then the whole structure of the 
economic process is distorted. Imcstment by firms is gcuerully increased to an 
extent that the underlying conditions of the economy do not warrant and 
which, therefore, justifies itself only so long as this inflation goes on. 'I’liis is 
more than is implied in the statement, which looke never denied, that ex¬ 
cessive easy money will facilitate ‘overtrading’ and accentuate its consequences. 

Second, Lord Oxerstone explained the turn of affairs from ‘o\citrading* to 
‘convulsion, pressure, stagnation’ by a purely or predominantly monetary 
mechanism: recession was the reaction to the preceding boom, hut it was 
primarily a reaction to the credit expansion of the boom. I’liis credit expan¬ 
sion raised prices, thereby causing drains of cash (into circulation as well as 
to foreign countries) and threatening convertibilitv of bank notes. 'I'his was 
bound to raise interest rates and this again to shake coiifKlcnce and to con¬ 
tract bank deposits and the amount of coninicrcial bills outstaiuhng (J rucls, 
iS:;7. p. 264 et scq.). Nothing of all this was worked out with the care and 
thoroughness to which later analysis, aided by hostile criticism, has accus 
tomed us. But the general import is clear ejK)iigh; it is money and credit 
which, themsebes unstable, unstabili/.c economic progress, and it was bank 
reform which was needed in order to stabilize it, not indeed corniiletely— 
Overstone repeatedly disclaimed this—but so far as it is capable of Vicing 
stabilized at all. Tookc criticized all this adxcrsely: he did not believe in the 
existence or, at all events, in the iinportance of ‘fictiticjus’ capital; he mini¬ 
mized the role of interest in the cycle; he did not think that the contractirm 
of credit was the most important factor in causing the drAvntiirn. 'Ibis was 
indeed enough for him to arrive at different conclusions as to policy. But 
when w'c take account, on the one hand, of the qualifications that Oxerstone 
applied to his argument, and, on the other hand, of all the qualifications that 
Tooke applied to his denials, we find the range of their disagreements con¬ 
siderably narrowed. 

Tims, a ricli crop of ideas and of analytic pcrffinnanees may be garnered 
and put to the credit of that period’s account. \Vc have noticed the over¬ 
production theories and at the same time the elimination of their most naive 
types; wc have noticed .several underconsumption theories and. in their case 
also, critical work that exposed tlicir errors; we have noticed the random- 
disturbance theories in the most varied editions; \vc have noticed the discovery 
of the busine.ss cycle and the emergence of both monetary and investment 
theories of it; even an overconsumption and the harvest theorv were not ab¬ 
sent; aboxe all, wc have noticed the beginnings of statistical work on the 
problem. But, strange to .say, nobody seems to have known all thc.se bricks or 
to have understood that they were bricks awaiting the hand tliat would com¬ 
bine them in a comprehensive structure—comprehensive though provisional— 
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f)eforc the period was out. J. S. Mill failed at the task though he offered more 
of a syntlicsis than appears at first sight.^^ He described the cyclical mech¬ 
anism in terms of ex])cctations of profit—induced by favorable or unfa\'orable 
occurrences that act upon dealers' stocks, hence upon prices which even¬ 
tually go on rising for no better reason than that they have risen and, when it 
is rcali/ed that the rise has gone beyond the extent warranted by the initiating 
oceunence, begin to fall until they go on falling because the\ have fallen. 
CarLfiilh ])ointing out that this could happen even ‘in a community to which 
eretlit was unknown, he then emphasized the fact that readily extensible 
credit will greatly increase the violence of such fluctuations. But commercial 
crises defined as situations in which ‘a great number of merchants and trad¬ 
ers at once either lia\e, or apprehend that they shall have, a difficulty in meet¬ 
ing theii engageineiits may also arise without ‘particular extension of credit’ 
when a large j)i()]>ortioii of the capital which usually supplies the loan market 
is absorlicd by unusual demands for foreign payments, fixed investments, and 
the like, lie argued against naive overproduction and underconsumption the¬ 
ories, especially the o\crsa\ing theory, yet found, within the e\cnts of depres¬ 
sion, jdaee for both excess supply and underspending. Interest also gets its 
modest place, and so does the puiely monetary mechanism of internal and 
external drains. Nor is periodicity lin the wide .sense of the word) absent. I 
think this is enough to impart to readers the .sense of flatness 1 experienced 
myself in tixing to reconstruct Mill’s analysis of the cycle. But though com¬ 
monplace, all this is also common .sense and not a bad foundation for further 
work. In perusing what A. Marshall .said on the subject.-^ we find indeed 
much more material and do not ha\c the same sense of flatness; but substan¬ 
tially his tTeatmcnt does not amount to more than an elaboration of ). S. 
Mill’s suggestions. Many other students were influenced or even initiated by 
Mill. l:’,ven Marx max haxe learned something from him. 

Marx’s analxsis of business cycles is an ‘unwritten chapter’ and no coherent 
pietuie x)f it has emerged, or is likely lo emerge, that would command the 
approval of all, or even of all orthodox, Marxologists.'--* Several methodolog- 

This is in i>art because Mill iioxxliere ironccntratcd all he had to say about crises 
or cycles, lie dealt ixrfunctorily xxitb tbc subject in Book m, ch. 12, J 3 of the 
Pritwiplcs. But peitment material is found in many other places, especially in ehs. 14 
and 23 of Book 111 and in eh. 4 of Book iv. 

*2 Tlie sedes wafvriae is Book iv on ‘Fluctuations of Industry, Trade, and Credit’ in 
Money, Credit, and Commerce, published in 1923 but consisting chiefly of results of 
much earlier work isoine of xxhich dated from the 1880’s). In addition, there are sev¬ 
eral relevant passages in Marshall’s Principles. The phrase above that ‘prices rise or fall 
because they have risen or fallen' is Marshall’s. 

=3 On the Marxist literature on the subject, see P. M. Sxveczy Theory of Capitalist 
Development, Part ni. More nearly correct than Dr. Sxveczy s own interpretation seems 
to me to he the one by II. Smith, ‘Marx and the Trade Cycle,’ Review of Economic 
Studies, June 1937. to w'hicli readers are particularly refened—a reference that is 
to excu,sc in part the brevity of the comments which follow'. 7 ’he only other excuse 
I have is the impossibility of presenting, from the vast mass of relevant nialerial, a 
tolerable account within the available space. Most of this material is to be found (the 
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ical features call first for our attention. As always, Marx was conscious of rea¬ 
soning—sometimes on tlie same page—on widely different levels of abstrac¬ 
tion. In the matter of cycles, this is particularly imi)ortant to note because, 
each cycle being a historical individual and in part conditioned by circum¬ 
stances for uhich there is no exact analogue in other c\clcs, wc ha\e alwaxs 
to deal with—and even to construct ad hoc theories for—facts the rclc\ance 
of which varies according to the level of abstraction on which wc wish to 
move: a cycle thcorx may still aim at being general or fairly general, and 
yet contain elements that arc noncssential from the standpoint of a pure 
model. This greatly increases the difficulties of interpretation. Moreoxer, Marx 
attended carefully to the \ital distinction between general institutional condi¬ 
tions that permit cyclical movenjcnts and 'causes' or factors that actually pro¬ 
duce them. For instance, the famous ’anarchy* of capitalist .soeich, the inter¬ 
vention of money between 'real' transactions, and tiic vagaries of bank credit 
were for him facts to be taken account of, but as pernnssixe—though neccs- 
sarx’—conditions only, and not as 'causes': he perfectly realized the emptiness 
of any ‘theory* that contents itself with pointing to these and similar facts. 

Finally, he distinguished, from both conditions and causes, another set of 
facts, the symptoms.-* It stands to reason that neglect of these distinctions 
must be a fertile source of errors in analxsis and of futile controversy and that 
this methodological contribution is in itself sufiBeient to gixc to Marx high 
rank among the workers in this field. 

Next, w'e must try to appraise the apparent relation, xxhich a passage in the 
Communist Manifesto seems to suggest, between cxclcs and the ultimate break 
doxMi of capitalist society. Marx used the notion of a ‘perhaps decennial) 
cycle as a matter of course. Crises xxere nexer more for him than a phase in 
the cyclical process. Yet if he did believe, as he seems to have done, that 
crises tend to become more destructive as the capitalist epoch xvcais on, it is 
natural to assume that he associated this supposed fact with the ultimate 

famous but inadequate passages in the Communist Manifesto and in volume 1 of Das 
Kapital arc really of minor importance! in volumes ii and in of Pas Kapital and 
especially in the Theonen iibcT den Mehrwert. Several letters are also essential, e g 
Marx’s correspondence xxith Engels on the renewal period of durable capital in the 
English textile industry. 

2* On p. O95 of Das Kapital (vol. r, English trans. publ. by Kerr. 19061 occurs the sen¬ 
tence: The superficiality of Political Economy shoxxs itself in the fact that it looks 
upon the expansion and contraction of credit, xxhic !i is a mere syriiptoin of the periodic 
changes of the industrial cycle, as their cause.’ Of course, Political Economy as a wliolc 
docs not do this. Yet there is a lot of truth in xvhat Marx meant to e.vprcss. 

There is a lot to be said both about this ‘fact’ itself and about Marx's belief in it. 
That he held such belief can be ‘proved’ in the same way tliat we can ‘prove’ that 
Marx believed in a violent and S])cctacu 1 ar breakdowm of the ca])itaiist order of things. 
It may be that he held, and toward the cud of his life abandoned, both these beliefs. 
For us it is more important to note (a) that the thesis that crises increase in intensity 
is not logically inherent in his general theory, and (b) that some later Marxists, and 
especially Ililferding, repudiated it until the events of 1929 32 provided the semblance 
of a verification. 
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breakdown or even that he expected that capitalism would break down in a 
final crisis that would be so disastrous as to set fire to the framework of capi¬ 
talist socich'. It is more fair to Marx’s fundamental conception, however, to 
neglect such evidence as there is for his having taken this view and to empha¬ 
size that, in his anahsis, the cyclical process per se and the trend that points 
toward breakdown—especially if the breakdown amounts to not more than 
stagnation—arc an a matter of fact two distinct phenomena, each of which 
might exist without the other. 'Ihere was nothing in this to have prevented 
him from looking uj)on recurrent crises as ‘contributory causes* to an ulti¬ 
mately untenable social situation. 

Finally, we must try to collect Marx’s contributions to a fundamental or 
‘causal* explanation of the cycle, trying to find out, as so many others have 
tried before us, whether any definite theory of it can be attributed to Marx 
even though he ne\er penned one explicitly, 'Jhc first step is easy. Marx clearly 
visualized that the decennial cycle’ that ( inlerrupted by .smaller oscillations’) 
runs along in a sequence of phases for ‘periods,’ as he said) of ascrage activ¬ 
ity, prosperity, o\erprodiiction, crisis, and stagnation is ‘characteristic of 
modern industry' and not merely the result of a series of incidents or acci¬ 
dents. And he definitely located its source in the process of accumulation. 
But beyond this, one thing only is certain, namely, that he treated this proc¬ 
ess, including the increase in productive capacity it brings about and the 
industrial icseive army it creates,’ as a movement away from equilibrium, 
and crises as the catastrophes which periodically re-establish equilibrium and, 
by means of radical destruction of capital values, recreate the conditions for 
pr(jfitability of business. 'I his is a promising approach that avoids many pos¬ 
sible errors and irrelevancics and purposivcly leads up to the question that 
remains: why should the process of accumulation be essentially disequili- 


bialing? 

Since Marx considered the cycle as an essential form of capitalist life, wc 
cannot accei>t a random-disturbance theory as an answer. Since he passed a 
contemptuous judgment on credit-theories of the cycle, wc can exclude these, 
however much he made of speculation and other excesses that are facilitated 
bv an expansible credit system. lie certainly vv-as not an adherent of any 
naive overproduction theory of crises in the sense of 1-oiirier’s cr^s e- 
thoTiquesr^ Nor should he be saddled, as he frequently has been, both by 


!‘«Dai Kapital, vol. i, eh. i;. see. 3 (P- ^94 of English trans., 1906). 

ri.iMu i.s no dilTicnlty in nndcrstandiiig why. in real life, it is exposed to dis^ 
tonilibritine factors, such m speculative manias, errors, nnsearnages of all sorts. But 
these factors do not solve the ultimate theoretical Problem wby cyclical Huctuations 
should be inhaent in the logic of capitalism—as Marx well knew. • . , ,, 

'llic reader must not allow himself to be misled by the frequency with which the 
phrase ovcrinodiiclion occurs m Marx's writings—as wc have seen it occurs even in 
hi siiieiici of phases. It has with him no meaning other than a de^iptive one. 1, 

h" of O-ota .11 .oond «».l.bilit, of 

But he was above allocating any causal importance to it. Some followers (e.g. K. Kautsfo 
in Das Erfurter Programm, 1891) were not. 
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friends and foes, with that underconsumption tlieory which associates crises 
with inadequacy of labor’s purchasing power and which, to tlic layman, seems 
so closely connected with exploitation.*'* But this theory belongs to Rodbertus 
and not to Marx, who, like the good economist he was. was quite aware of its 
weakness and repudiated it in so many words.-*" 'llnis, finallw we seem to l)e 
left with the falling rate of profit—the consequence, with Marx, not of ac- 
cumulation per sc but of the relative increase in constant as against variable 
capital—and several possibilities do in fact come into \iew of harnessing this 
‘law’ to scr\c the purpose in hand. To begin with, this ‘law’ can li\e on the 
highest level of abstraction, ^’urthc^. there is no question l)ut that prosjXTity 
periods arc periods of siiperuorinal investment and that the resulting increase in 
producti\e capacity has an effect upon prices and profits that need not be of 
causative, but must al\va>s be of considerable, inqx)itanec.’' I’inallv. Marxist 
acciiinulation leads to uncinployinent and tends to uiideriuine the iiulustiial 
structure that exists at any time (destruction of smaller and less efficient firms 
and so on). Marx seems to have realized, however, that none of these elements 
will readily explain the c>clieal form of tlie piocess of aeeinnwlation and still 
less the occurrence of crises. In any case, pcrliaps wisely, he did not coininit 
himself to an explanatory hypothesis clearly based uptJn any or all of them.-*" 

See above, tin’s sec., note 4. Since nobuds lias c\er attribuled to Marx an iiiuler 
consumption theor>* of what in the passage referred to we ha\e calhd the noiisj)eridiiic 
(Keynesian: type, it should be superfluous to insist on the fact that Ntarxist capitalists 
are always in a hurry to invest and that hence this element of the l ase has no place in 
his system. Since these capitalists invest because they base yot to—owiiitj to the incs 
sure of competition—the same reasoning applies to .Malthusian uiideuonsumption. 

See on this H. Smith, op. cit. pp. 193 5. I’ndereonsumption of \v«>rkers does come 
in but only in an indirect and seeoiidaiy iiianneT. not as the fundamental cause if 
wages were higher, i.c. the degree of exph>itatioii smaller, the rate of ;h(nmulation 
would also be smaller; since accumulation is responsible for the cycles, we might there¬ 
fore expect that these would he less ])rononiiced in that ease. 

7 ’his fact can, of course, be expressed by the phrase Overproduction of Capital. 
But this does not make Marx a sponsor of cither an ovcrjiroduc tioii or a disproportion 
ality theory. 

.12 W't* have had to omit many features of Marx’s s]K‘cuIatioiis on escles, e g. his 
brief and superficial references to the existence of a self generating mechanism that 
works by virtue of its moiiicntuTn: \vc have, however, mentioned his interest in the 
replacement cycle of durable capital. This search for additional facts .seems to support 
the guess that the ultimate problem remained unsolved in his mind. 
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1 . Coverage 

'1 HIS Part is to cover the history of analytic work from about 1870 to 1914. 
hor justification of tlic first elate I invoke a fact that few economists will deny, 
namely, that it was around 1S70 that a new interest in social reform, a new' 
spirit of ‘historicisni.’ and a new activity in the field of economic ‘theory' 
began to assert theinsel\es; or, that there occurred breaks with tradition as 
distinct as we can e\er expect to obscr\e in what must always be fundamcn- 
talh a continuous process. I he justification for the second date is the thesis 
that the I’irst W'orld W ar was an 'external factor' pow'crful enough for its 
outbreak to be made a terminal ])oint. though the influences that were to put 
an end to that ci)och of economic analysis and to usher in another were all 
clearly visible before and though they did not conquer until another decade or 
so had elapsed. 

All this must be taken with the same qualifications that apply to any at¬ 
tempt to periodi/e an\thing, and in particular w'ith qualifications similar to 
those with whicli we found it necessary to safeguard our conception of the 
preceding period. A number of men and of works ride astride both periods 
and cannot be assigned to cither without much arbitrariness; and there were 
many o\erlaps in views, attitudes, and methods. Partly because of this, some 
men and works that belong chronologically to cither the preceding or the fol¬ 
lowing periods have been allocated to this Part. There is, however, also another 
reason for referring, sometimes rather fully, to dc\clopments of our ow'n period 
and for carry ing our story, in some matters, down to date (1949): modern de¬ 
velopments will be but cursorih’ treated in Part v, and it seems desirable to 
use opportunities as they arise for indicating, at least in a number of impor¬ 
tant points, how modern work liarks back to the work of 1870-1914—^how far 
it is on tlic foundation laid by the latter that we ourselves are building. 

But all the qualifications that arc necessary in order to prevent periodiza¬ 
tion from becoming misleading—or dowmright nonsense—should not blind us 
to the fact that the period we arc about to discuss actually forms a real unit, 
which would liavc to be recognized quite irrespective of the claims of exposi¬ 
tory con\'cnicncc. The breaks with tradition around 1870 W'ere meant to be 
breaks by the men whose names arc associated with them: they may have 
looked to those men more abrupt and more important than they do to the 
historian, but this does not mean that they were wholly imaginary. Upon these 

753 
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'rc\'oliitions’ followed two decades of struggle and more or less heated discus¬ 
sions. And from these again emerged, in the nineties, a typical classical situa¬ 
tion in our sense, the leading works of which exhibited a large expanse of 
common ground and suggest a feeling of repose, both of which created, in the 
superficial obser\cr, an impression of finality—the finality of a Greek temple 
that spreads its perfect lines against a cloudless sk\-. But in the last decade 
or so before the outbreak of the First W'orld War, e\en the superficial ol> 
ser\er should have been able to discern signs of decay, of new breaks in the 
offing, of rexolutioiis that ha\e not as yet issued into another classical situation. 

2. Paraphernalia 

Tlirough ‘revolution’ and consolidation, that period witnessed substantial 
advance. T suggest that we are likely to underrate its achievements as much 
as we are to overrate the achievements of the period from A. Smith to J. S. Mill. 
In part, this is due to a fact that is the main cause of the difficulties some 
readers will encounter in perusing this Part: economists began to develop 
more complex techniques, which increasingly took the place of the simple 
ones of old that every educated person had been able to master without sjk*- 
cial training. As a natural and inevitable result, economics became both more 
specialized and less accessible to the reading public, and because of this econo¬ 
mists earned plenty of—entirely unreasonable—reproach not only from spokes¬ 
men of this public but also from the less technique-minded in their own midst. 
This process was slow, however, and leaders who. like Marshall, harbored the 
ambition to be ‘read by businessmen’ and who wrote accordingly, still se¬ 
cured full-dress reviews in the daily press. It hardly needs pointing out that 
any such success was bought at a price, and that against such advantage to 
the science and the public as we may see in it, we must set a loss of analytic 
cflScicncy. 

The science grew still more in bulk than in wisdom. 'Phis was in part the 
consequence of its rapid ‘progress’ in professionalization and professorializa- 
tion. We have noticed that even in the preceding periods economists recog¬ 
nized each other as people possessed of a special competence and that there 
had developed something like professional standards of performance. These be¬ 
came much more definite in the period under discussion during which eco¬ 
nomics—or even each of the recognized branches of the economic trunk— 
developed into a full-time job. This induced increasing professionalization as 
much as it was in turn furthered by it. In the preceding period, most of the 
leading economists were not academic teachers. In the period under discussion, 
practically all were. In England, the change shows still more strikingly than it 
docs anywhere else, because there professors of economics for academic teach¬ 
ers with different titles), having been vcr>’ few before, increased but little in 
absolute number during that period but nevertheless conquered the field.* In 
the United States, the increase in the number of academic teachers was spec- 

* On conditions in the department of money and banking, see eh. 8 below. 
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tacular after Harvard had acquired her first regular professorship in political 
economy in 1871 (Columbia’s oldest chair in moral philosophy and political 
economy dates from 1818) and Yale in 1872. Germany, Italy, Spain, and the 
northern countries developed their economic professions on old-established 
lines, but France took a big step by establishing in 1878 professorships of eco¬ 
nomics at all the faculties of law in the country, whereas up to that year 
there had not been any regular and recognized teaching in economics at all 
cxccj)t in Paris. 

Measured by modern standards, research facilities—beyond library facilities 
that nere greatly extended, especially in the United States—remained ex¬ 
tremely modest. In many places, they were entirely absent.- Teaching methods 
improved in different wa\s in different countries. W'c must remcjjiber tliat 
both in Fngland and in the United States the professional stndv of economics 
was still something new that had to fight its way and to establish its methods by 
a process of trial and error,'* and that in some otlier countries economics re¬ 
mained throughout the period a vcr\' minor adjunct of the stud>’ of law. K\en 
in Prussia and .some other German states, ^^]lcre economics had a much more 
independent position in the faculties of arts and sciences < ■philosoi)hicar fac¬ 
ulties) that provided a curriculum and granted the Ph.D. in economics, there 
were usually only two full professors in economics * and perhaps one or two 
lecturers {Priratdozctiieu). American students will throw up their hands in 
holy horror when they read that one and the same man was expected to tc:ach 
general economics, public finance, lalwr, money and banking, ‘agrarian polic\',’ 
international trade, and industrial organization and control {Indus1ric{x)Iilik]y 
all in three courses. But the seminar (every professor ga\e a general seminar, 
covering indiscriminately all these subjects, as students’ ixi])ers became avail¬ 
able), and later on the specialized seminar, developed to complement the lec¬ 
ture courses (not all of which were exactly fascinating. I arn afraid) and to 
.secure individual attention at least for students working on their Ph.D. theses. 
Progress took different lines elsewhere, though the seminar method was widely 
copied. Enough has been said, however, to con\ey an idea of a state of things 
that explains many of the difficulties that hampered the ad\ancc of economic 
analysis and reduced the level of the average economist’s competence below* 
what it might have been—this level of competence in turn accounts for the 
frequency of pointless controversies that arose from nothing but a failure to 
understand, and for a fact that .still further complicates the historian’s task. 
A lifelike picture is difficult to draw and an average is difficult to strike when 

- ITiis is, however, likely to give too unfavorable an impression. In Germany, for in- 
.stance, verv' adequate (real) incomes and long vacations supplied professors, especially at 
the big universities, with plenty of facilities for research. 

s In this respect, it is higidy significant that in Cambridge (England) a Tripos in 
Economics and associated branches of political science was not organized until iqo'?- 
Before that economics was indeed taught but not recognized as a full time professional 
study. After that, teaching expanded but throughout the period there w’as nothing 
like the ‘economic faculty* of today. 

^ .A number of English and Scottish universities had just one teacher of economics. 
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there is so wide a gulf between the performance of a small number of leaders 
and the rest of the profession. 

The growing professions organized thcmschcs and pro\ ided outlets for their 
current production. Again, it is neither necessary nor possible to go beyond 
a few important and familiar facts. The \’^crcin fiir Sozialpolitik was founded 
in 1S72, the American Economic Association in iSS^ (the Historical Associa¬ 
tion in 1S84), and the Ro>al Economic Society—to use the name it eventually 
adopted—in iSgo: three significant dates. The Ro\al Economic Society pro- 
\idcd for the profession a central body and a journal; the American Isconomic 
Association pro\idcd, in addition, the yearly meetings we know with their 
large programs of papers and discussions. The \"erein took its name from a 
special purpose, which was not ‘scientific' in itself (see below, ch. 4) and 
involved a definite pledge, which in the first decades of its career determined 
both the topics and the spirit of the annual discussions. Eventually, however, 
it tended to become what the other two organizations were from the first— 
an association of substantially ‘scientific’ character for the whole field of eco¬ 
nomics. Still more important is another feature of the V^ercin that was absent 
from the program, as well as from the practice, of the American and English 
associations: from its beginnings it organized team-work research. Evcr\ mem¬ 
ber of its central committee had the right to suggest projects. Those that were 
accepted by the e.xccutive committee were entrusted to .subcommittees, and 
these in turn assembled groups of interested members and presented the re¬ 
sults of their investigations for discussion in the annual meetings. 'I'he original 
papers together with the discussions arc published in the iSS volumes of the 
X^rcin's SchriftenS' There is a case against, as well as a case for, such large- 
scale team w'ork. But it is important for the reader to keep in mind this 
earliest instance of it. 

New outlets for scientific work were provided in the shape of new journals. 
To mention but a few of outstanding importance, the Revue creconornie poli- 
tique, the Giornale degli KconomLsti, the Kconomic Journal, the Quarterly 
Journal of Economics, the Journal of Political Economy, the American Eco¬ 
nomic Review, the Ekonomisk Tidskrift, Schmoller's Jahrhuch, the Archiv fiir 
Sozialwissenschaft und Sozialpolitik, the Zeitschrift fiir Volkswirtschaft, Sozial¬ 
politik, und Verwaltung (predecessor of tlic Zeitschrift fiir Nationalokonomie) 
all date from that period. Comprehensive dictionaries of economics were, of 
course, no more of a novelty than were professional journals. Ncverthele.ss, such 

5 The original statutes of the American Economic Association to some extent fol- 
low'ed suit by virtue of Article iii, which read: ‘Wc regard the State as an agency whose 
positive assistance is one of the indispensable conditions of human progress’—sen¬ 
tence that was intended to convey a principle of policy. But it was soon felt that this 
did not fit the actual nature of the Association, and the article was accordingly dropped 
as early as 18S8. 

® The way this system worked and the results it turned out have been described by 
Franz Bocse—who acted as secretary for many years—in his Geschichte des Vereins 
fur Sozialpolitik, 1872-1932 (1939; last volume of the Scliriften). The unassuming sim 
plicity of this report serves only to make it all the more impressive. 
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co-operative enterprises as Palgrave's Dictioimry of Political Economy, the new 
Dictionnaire d^economie politique, the Ilandworterhuch der Staatswmen' 
schaften, all reflect the vigorous growth of a—for the time being—new age and 
of ‘its aehie^•emcIlts^ its undiininished controversies, its many fruits, its escape 
from “orthodoxy” [really? J. A. S.], which seems to have weighed so heavily 
on the pre\ioiis generation/ " Finally new institutions were established in 
which economics, in one w'ay or another, held the place of honor. Let us sa¬ 
lute the one that is by far the most important: the London School of Kco- 
nomics (189:;).^ 

One more point: those who are wont to einphasi/e the importance for scien¬ 
tific aehie\ement of professorial chairs, research funds, organizations, and the 
like would ha\e to infer that English achievement w^as at or near the bottom 
of the international scale. As a matter of fact, it was at the top. The supremacy 
in eoonomic research that England had held during the preceding period was 
indeed no longer unchallenged. Many of the decisi\e contributions and espe- 
cialh of the original ones were non-English to a much greater extent than be¬ 
fore. England retained supremacy only in the same sense that she retained 
supremacy in industry and finance. But she did retain it, especially so far as 
prestige was concerned. And again, this w^as not only due to the performance 
of her leaders: it was also and perhaps primarily due to the quality of the 
‘second line* ** : it was not onl\‘ due to the suinemc competence (or more) of 
Marshall and Edgeworth; it was also due to the nearly complete absence of 
downriglit ineompetenee among the rest, lienee the lesson: funds and chairs 
are not everything; there arc things that cannot be hired or bought; and if these 
things do not develop in step with funds and chairs, the latter may prove to 
have been provided in vain. 


Plan of tiii: Part 

On the whole, the plan of this Part is on the same lines as that of Part iii. 
No sacrifice has been made, however, on the altar of symmetry. Many things 
seemed to de.serve emphasis that were of no or less importance before and 
vice versa; and many rearrangements seemed indicated for other reasons. 

As before, we shall prepare ourselves for our main task b\ casting a glance 
at social backgrounds—the Zcits;cisi —(Chapter 2) and at such developments 
in ncighl>oring fields as did exert or n)ight have been expected to c.xcrt some 
influence upon economics (Chapter ^). llic reader who finds the.se surveys 
suiK’rficial is once more reminded that the facts to be mentioned in these two 
chapters are not mentioned for their own sake. '^Phis is a history of economic 
analysis, a historv* of the attempts of men to applv' their reason to the task 
of understanding things, not a history of the attempts of men to apply their 

• 'l lii.s is liow Lord Keynes expressed liiuiself on the occasion of the Royal Economic 
Society’s Jubilee in 1940 (Economic Journal, December 1940* P- 409)- Of course, we 
must make allowance for the occasion. 

** Sec rr(jfessor von I layek’s most instructive sketch of its career during its first fifty 
years: Economica, I'cbruary 1946. 
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reason—and volition—to the task of changing them, llicn follow comments 
on two allied groups of men and ideas that lend themselves to separate treat¬ 
ment, the group whose work centered in the contemporaneous interest in so¬ 
cial reform and whose leaders were with singular infelicity dubbed ‘socialists 
of the ehair’ (Kathcdcrsoziulisten); and the groui) "‘'s called, and eallcd 
itself, the historical sclrool ^Chapter 4).* I’he much-debated question of econo¬ 
mists’ \alue-judgmcnts will be touched upon in connection w'ith the former, 
and the famous ‘battle of methods’ (and its American counterpart, llie institu¬ 
tionalist controversy) in connection with the latter. To some extent, this ar¬ 
rangement impairs our picture, because when we go on to a brief sur\ey of 
the men, groups, and de\elopments in ‘general economics’ (Chapters 5 and 6), 
we shall ha\c ahead) eliminated two of the most important influences upon 
this ‘general economics.’ Let me hence entreat the reader to peruse these chai> 
ters in their order. The last two chapters of the Part deal with sets of topics 
that it has seemed best to rcscr\e for .separate tieatment. Chapter 7 (Lqui- 
librium Anal) sis) corre.sponds - to Chapter 6 of Part 111 and assigns the same 
piloting function to Walras that was a.ssigncd to Senior in Part iii. It aims at 
presenting the emergence of the elements of modern pure theory in a man¬ 
ner that will, I am afraid, prove as unsatisfactory to the modern theorist as it 
will seem overloaded to the non-theorist. The latter may be right in content¬ 
ing himself with what he will have read on these matters in Chapters and 6. 
The Appendix to Chapter 7, on the fortunes of utility theory and its successors 
to the present day, stands b)’ it.self, or almost so, and should onh' be read by 
those who take special interest in the matter.'* Segregation of the topics of 
money, credit, saving and investment, and business cycles in the last chapter 
(Sj calls but for this remark: segregation imposed itself for reasons of exposi¬ 
tion as it did in Part iii; but in .submitting to this necessih, I do not wish to 
coinc) the impression that I accept the current views about the monetary 
tlicory of this period. This will be made abundantly clear as we proceed. 

1 iOriginally, J. A. S. intended to treat these subjects in two separate chapters, but 
later combined them. The consolidated chapter was left unfinished but is presented 
below (ch. 4) in the condition in wliicli it was found.] 

[f. .-X. S. liad some doubts about this statement. He left a note in pencil: ‘Can this 
stay?'] 

3 [At the time of writing this Note on Utilit)', J. A. S. ii^tended to make it a separate 
chapter but later made it an appendix to Chapter 7. T he original plan called for 10 
chapters, subsequently reduced to 8.] 
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Tijf. ni-arf.r ax c]^oc 1 i is to ns, the less wc understand it: our own we under¬ 
stand least of all. P’or this reason alone, the sketch of the cultural pattern of 
the jicriod to be surve>ed must be drawn with greater care than was required 
in the ease of the luceeding period. Moreo\cr. the cultural pattern actually 
grew c\er\where more conii)lcx as the bourgeois era wore on. 'I he reader will 
please recall what has been said in Part iii (eh. on the subject of the lack 
of uiiiforinit}- in tlie cultural pattern or Zeitgeist of any epoch: to speak of a 
single dominant Zeitgeist at all spells distortion of the facts—in most cases 
ideological distortion. But this fundamental truth of cultural sociology applies 
to the period under discussion with a vengeance. However severely wc must 
simplify things, the following comments will make this abundantly clear. 

1. Economic Development 

'Fhc period we arc about to survey was again one of rapid economic devel¬ 
opment. It was then that Germany and the United States acquired the status 
of front rank industrial pow'crs. But elsewhere, for instance in Austria, Italy, 
Japan, and Russia, industriali/ation proceeded at a rate (though not of course 
in terms of absolute figures) that was not less remarkable. After igoo, England 
failed to keep in step, but up to about that year she experienced an increase 
in wealth that may be characterized by the fact that, from iSSo to igoo, Eng¬ 
lish real w’agcs per earner increased by nearly 50 per cent.^ This created an en¬ 
tirely new' standard of life for the masses. 

But until almost the end of the centur}' expansion in physical output was 
accompanied by falling prices, widespread unemployment of labor, and busi¬ 
ness losses, llic spells of ‘prosiK’ritv^' w'crc shorter and weaker than were the 

1 L. Bowlcy, Wages and Income in the U. K. since i860 (1937), Table xiv, p. 94. 
Of course, this means only that the total wage bill kept its percentage position in total 
national income. 
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‘depressions/ In fact, the whole span between 1S7:; and 1898 has been dubbed 
the Great Depression.This particular edition of the ‘paradox of poverty in 
plenty’ is not difficult to explain. All the observable phenomena can be satis¬ 
factorily accounted for by the impact of the products pouring forth from a 
prodiicti\c apparatus that the two previous decades had greath- expanded. In a 
socialist society, such periods might l>c hailed as periods of har\est. In capi¬ 
talist societ\-, the\’ do not cease to be that. But this aspect is entirely lost in the 
fears, sufferings, and resentments generated b\ the dislocation of existing in¬ 
dustrial structures that is the first consequence of technological or commercial 
progress. An example will illustrate this. In the sexenties and eighties, im- 
proNcd land and sea transportation brought greatly increased quantities of 
cheap American wheat to Europe, which meant severe depression to luiropean 
agriculture. Of course, this was an essential element in the 50 per cent in¬ 
crease in the real wages of English labor that we haxe noticed aboxe. But 
European farmers and their spokesmen did not look at it in this light. And if 
they had, they would have derived very little comfort from it. Agrarian sectors 
were cxerywherc important enough to spread their depression to others. But, 
though this would take more space to show, the industrial sectors had analo¬ 
gous troubles of their own. In a sense, these were surface troubles incident 
to a process of adaptation that led from one long-run spell of prosperity to 
another. But for many individuals and groups the onlx axailable method of 
adaptation was bankruptcy. For labor it meant imcmploxinent or the cxer- 
present threat of it. 

Tlic reader will find it easy to visualize the practical problems that resulted 
from this and the reactions to them of groups, classes, parties, and govern¬ 
ments. It is on this background that xvc shall haxe to paint for the rest of 
this chapter. So obvious is this that there is less danger of forgetting it than 
there is of exaggerating the extent to xxhieh the facts alluded to —holli the 
‘progress’ and its vicissitudes—determined political and cultural history. I’or 
instance, those facts do explain much of the radicali/ation of the masses xxe 
observe: the rising standard of life and a novel sense of power contributed to 
that result not less than did the threat of unemployment. They also explain 
much of the general zest for social reform, of the tendencies toward industrial 
organization (especially of the cartel txpc), of the increasing goxernment activi¬ 
ties, of the dissatisfaction with the results produced by free trade, even of 
renascent militarism. But the further fact that none of these tendencies showed 
any signs of w'cakening during the fifteen years before the war, years that 
were of quite different economic complexion—most of tliem in fact gathered 
further momentum—should w'arn us not to trust such explanations too much. 
ITierc are deeper things. . . [J. A. S. intended to expand this section.] 

2 For a historian’s protest against this phrase, see 11 . L. Bcales’s article, ‘The Great 
Depression in Industry and Trade,’ Economic Hvdory Review, October 1934. The au¬ 
thor makes it last only to 1886. But all the symptoms that this phrase is to indicate 
persisted for about another decade. 
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2. The Defeat of Liberalism 

On the whole, the business elass still had its w'ay throughout the period, 
at least up to the beginning of this ccntur>', though much more so in the 
United States than in Europe. But its serene confidence in the virtues of lais¬ 
sez-faire was gone and its good conscience was going. Hostile forces were slowly 
gathering with which it had to coinproinise. Still more significant, it grew in¬ 
creasingly willing to compromise and to adopt its enemies* \icws.^ Economic 
liberalism - thus became riddled with qualifications that sometimes implied 
surrender of its princii)les. Political liberalism, from the eighties on, lost its 
hold upon electorates much more rapidly than appears on the surface: only in 
a few countries, such as Germany and Austria, did genuinely liberal parties— 
in the sense in which this term is used in this book—meet with open defeat 
at the polls; in others, cspecialh in England, the strength of existing political 
organizations aiid their leadership was so great as to make it possible for 
them to win victories on radicalized programs." The reasons why, and the ex¬ 
tent to which, all this was diflFerent in the United States need not, it is hoped, 
be explained. \\ hat would have to be a lengthy analysis may be siiinmed up 
by saying that, barring a number of groups and movements, none of which 
was strong enough to influence national j)olitics perceptibly, all the average 
American*s radicalism amounted to—and this also goes for economists—was 
hostilih’ to Big Business (‘curbing monopoly*). 

Before trying to see how all this mirrored itself in those departments of 
public policy in which we are primarily interested (section 5) we must bricfl> 

1 This statement involves a distinction between enforced and voluntary retreat that 
a popular theory of political behavior refuses to accept. According to this thcoiy, no 
class e\er retreats \oluntarily. Any facts that I might adduce in support of my distinc 
tion would by the sponsors of this theor>- be interpreted as ‘strategical’ retreat. But if 
the occurrence of such strategical retreats be admitted, the theor>' in question ceases 
to be meaningful—any ‘concession’ that is not directly enforced is then strategical by 
definition—unless the strategical purpose of each ‘concession’ is established. I maintain, 
though I cannot prove here, that this is possible in some cases but not in others—e.g. 
not in the cases of ‘paternalistic’ emidoyers or in the cases of gronjrs that arc cosered 
by tlic label of bourgeois radicalism. 

" On the meaning that this term and the term Political Liberalism carry' in this 
book, see Part 111, ch. 2. 

» This resolves an apparent paradox that might puzzle the reader. It docs seem para* 
doxical to speak of decline of I'lnglish liberalism in a period that covers the sweejung 
victories of Gladstone in 1S80 and of Sir Heim* Campbell Bannerman in 1906. The 
paradox disappears, however, wlicn it is rememl>ercd that we are not concerned with 
party labels even where the continuity of a political organization is reinforced by (sub 
stantial) continuity of personal leadership, as was the ca.se with the Gladstonian party. 
In the latter case, the point I wish to make is illustrated by the split of the liberal 
party that occurred in the eighties, ^'’icwcd .superficially, it occurred on the question of 
Irish I Ionic Rule; but most of those who renounced allegiance on this issue had also 
other reasons for doing so: they did not wish any longer to be towed along by the 
radical wing. 
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glance at what we have described above as political forces hostile to bourgeois 
laissez-faire that were gathering rnomcntiim during that period. Orthodox so¬ 
cialism is the most obvious one. But it was not, during that period, the most 
important one. In any case, its career may be assumed to be so familiar to the 
reader that \ery few comments will suffice for our purpose.^ h'irst, the period 
saw the rise of Marxist parties in almost all countries. But even the most suc¬ 
cessful of these, the Cierman Social Democratic Part\, which by weight of 
talent and numbers was an important factor in politics, kept on principle aloof 
from political responsibilih* ^ and thus reduced its practical influence, e\cn on 
matters of social legislation, far below what it might ha\c been. None of the 
other Marxist parties was numerically significant except the Austrian one. The 
non-Marxist socialist parties, which shaded off into non-socialist labor groups 
and which felt no qualms about political co-operation with bourgeois parties, 
did get near or into political office here and there, niesc events—which raised 
the much-debated issue of Millcrandism *•—and the appearance, in 1906, of a 
Labour party in the Lnglish Parliament arc, of course, tremendously important. 
But for the time being their importance was s>inptomatic only. For those who 
had their car to the ground another symptom was still more significant—and 
much more so than were the most flamboyant revolutionary speeches. To be 
sure, there were many bourgeois w'ho habitually exploded at the mere sound 
of the word Socialism. But there were others who were in s\'inpathy with so¬ 
cialist ideas and, to an extent much greater than is commonly realized, lent 
practical support to them in one way or another, though not alwa\s openb . 
Of course, the non-socialist vote of the socialist parties was in many cases 
nothing but the manifestation of temporary resentments. But the number 
W’as on the increase of those who approved of the ultimate ends of socialism 
or who approved of the immediate aims of socialist parties—or who did both 
and still professed that they were not socialists. 

The growth of bourgeois radical groups and parties was immediately of 
greater practical importance, llicy varied greatly in type and program—from 
liberal groups of the old t>pe that had taken aboard more or less important 
items of social reform, to groups of intellectuals tliat descended from the 

* Readers who feel this assumption to be unwarranted will do well to compare, e.g., 
the relevant parts of II. W. Laidler's Social-Economic MoYements (1944)* 

^ We cannot go into the reasons for this attitude. But it was not altogether a mat¬ 
ter of sour grapes. 

® Alexandre Millcrand, later on President of the French Republic, rose into notoriety 
as a labor law>’er and entered the Chambre as a radical socialiste. 'I'hc radicaux-social- 
isles wore not socialists as a party but formed the left wing of bourgeois radicalism: 
the party label expresses vcr>' well the social situation of latter day capitalism that I 
am trying to describe. However, Millerand made his position more definitely socialist 
later on; and he had become the leader of a group of 60 deputies of more or less 
socialist persuasion when, in 1899, he accepted office in the Waldcck-Rousseau admin¬ 
istration. He thus was the first and for some time the only socialist to take office in a 
bourgeois cabinet in one of the great nations. Hence his name came to denote this 
practice which, however, caused no difficulties in the northern countries. 
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philosophical radicals of old and differed little, if at all, from ‘reformist' social¬ 
ists such as Eduard Bernstein (eh. 5, see. 8, below). The reason why radicals 
of the more ad\'anccd hpc carried political weight out of all proportion to 
their voting power—or, like the English Fabians,^ without ha\ ing any voting 
power at all—was that their support was often needed by governments in pre¬ 
carious positions, both where radicals formed parties of their own and where 
they formed the left wing of a bigger part\' of different complexion. This very 
situation characterizes the epoch. 

Bourgeois radicalism might be considered as a mere by-product of the growth 
of socialism. And the latter was without doubt the product of laissc/.-fairc so¬ 
ciety: one need not be a Marxist in order to realize that the private enterprise 
system tends to dc\clop toward a socialist form of organization. 71ie facts we 
Ik^c been discussing so far, however ominous they may have been for the 
bourgeois order of things, were therefore part and parcel of this very order 
and in this sense perfectly 'natural.' But there were others tliat did not fit into 
the seheina or logic of capitalist evolution. Some of these do not present any 
difficulties of analysis either, but some others do. 

As regards the first category, we shall in fact have no difficulty in understand¬ 
ing that rapid capitalist evolution will evoke resistance from strata that arc 
threatened by it and cannot adapt themselves to a new form of existence. This 
was the ease with the hairopean peasantry—also w'ith English and especially 
Irish fanners—and, on the continent of Europe, with the independent artisans. 
I.andlords were, of course, in the same boat. Very naturally, they clamored for 
protective legislation—that was bound to violate the creed of economic liberal¬ 
ism—and lent support to groujrs and parties that were anti-capitalist though 
not socialist.*^ E\en within the range of these phenomena, however, we cannot 
be sure that this was all. Many of the spokesmen of these groups did not feel 
that they were concerned with a particularly difficult economic situation—the>- 
felt, unlike the bourgeois radicals, that the whole liberalistic schema, includ¬ 
ing its legal and moral aspects, was fiindamcntalh wrong. 

I’hc second category consists of cases wdiere the same attitude stands out 
better and presents much more of a problem because it does not link up so 
ob\iously with a definite economic plight. In countries where the bureaucracy 
was a powerful factor and where, as in German}-, it had sponsored economic 
liberalism in the preceding period, a significant change occurred: without as 
yet becoming definite!}- hostile, the bureaucracy began to look upon the busi¬ 
ness class in a different way—to consider it as something to be controlled and 
managed rather than to be left alone, much as the American bureaucracy docs 
today. Ihc white collar class th:it increased rapidly in numbers and the otlier 
groups that were beginning to be called the ‘new middle class’—the ‘old’ 
consisting of farmers, artisans, and small traders—displa}cd a remarkably 

* On the Fabians, see below. [J. A. S. intended to discuss the I’abians in eh. 4, see. i, 
but tliis chapter and section were not completed.] 

* III England, things did not work out in this w'ay or at least did so much less 
markedly. 'I'hc reasons for this, extremely interesting though they arc, must not de¬ 
tain us. 



764 IV; FROM 1870 TO 1914 AND LATER 

strong resistance to socialist propaganda. But the minority that embraced eco¬ 
nomic or political liberalism in our sense was not much greater, if at all, than 
the minorih' that went socialist. The rest evolved attitudes and reform pro¬ 
grams of their own. Finally, individuals and subgroups of all classes broke 
loose from economic and political liberalism—though often retaining the lal)cl 
—to do likcv^•isc. And they had one thing in common in spite of all the dif¬ 
ferences in interests and cultural preconceptions that no doubt existed between 
them: the central or controlling position that they allocated to the State and 
the Nation—the National State. Accordingly, these tendencies arc commonly 
referred to as ‘nationalistic' or ‘nco-nicrcantilist* or ‘imperialist,* but though 
these and other phrases do express individual aspects of an attitude that is as 
difficult to define as it is to explain, they do not express the whole of it. Marx¬ 
ists have simple formulae to offer that will fit these phenomena into their 
scheme—the simplest being perhaps that ‘imperialism* is the last stage (or 
‘last card*) of capitalism. Popular social psychology has other simjile formulae 
to offer. I have none and must content myself with pointing out that we have 
been looking at the roots of modern totalitarianism. 

Quite different from this in nature, but equally hostile to economic and po¬ 
litical liberalism in our sense, was another nioNcment that is much easier to 
define because it defined itself. \Vc adopt, for bre\ it> *s sake, the usual but mis¬ 
leading name for it: Christian Socialism. Also for brc\it>’s sake, we confine 
ourselves to the Roman Catholic branch of it, which was the only one to 
form great independent parties (like the German Center part\ ) that j^resent a 
unique feature: they are held together cxclusi\cly by tlic religious allegiance 
of their members, who for the rest differ in economic interests and political 
attitudes as much as it is possible to differ—through the whole range from 
extreme conservatism to extreme radicalism—and yet co-operate cffcctixely. 

Throughout the period, the Catholic Church was on the continent of Eu¬ 
rope the object of legislative and adininistrati\'e attacks from hostile govern¬ 
ments and parliaments—in England hostility did not go beyond violent talk 
about * Vaticanism'—which is what might ha\c been expected in a predomi¬ 
nantly 'liberalistic' wwld. What could not have been expected is that these 
attacks everywhere ended in retreat and that they left the Catholic Church 
stronger than it had been for centuries. Political Catholicism arose from a 
renascence of religious Catholicism. Looking back, w'c sec not merely rcasscr- 
tion of the Catholic standpoint by people who had never abandoned it; we see 
also a change of attitudes among people who had: around 1900 it was a com¬ 
mon observation to make that in a Catholic family the old and elderly were 
laicist and liberal and the youngsters believers and 'clerical.' *Ihis is one of the 
most significant patches of color in our picture. But for the purposes of this 
book another fact is of still greater importance. Political Catholici.sin from the 
first stood for social reform. I cannot do more than mention the names of dc 
Mun, von Kcttclcr, von Vogelsang." lliis concern of the Catholic Church with 

"The reader will find a survey in F. S. Nitti, Catholic Socialism (English trans., 

1 
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the conditions of labor was nothing new and only adapted an old tradition to 
the problems of the epoch.*® But something that was new developed toward 
the end of the century, namely, a definite scheme of social organization that, 
making use of the existing elements of groupwise co-operation, visualized a so- 
ciet>-—and a state—operating by means of self-governing vocational associa¬ 
tions within a framework of ethical precepts. This is the ‘corporative* state 
adumbrated in the enc>clical Qiiadrai^esimo Anno (1931). Since it is a norma¬ 
tive program and not a piece of anahsis, no more will be said about it in this 
book. I merely add the name of the man who has done more than any other 
for this conception of society, Heinrich Pesch, S.J.** 

I’inally, what was the attitude of economists? This question is difficult to 
answer because the republic of economists was torn by the same dissensions 
that agitated the political bodies. Individuals were still fairly numerous who 
clung to the liberalist faith in its integrity—particularly numerous in the 
United States. And there were also strictly liberalist groups—in Fhiropc, the 
Paris group (see below, eh. 3, sec. 3) being the outstanding instance. But 
Marshall professed himself in sympathy with the aims of socialism and spoke 
without explanation and qualification of the ‘evils of inequality’; also he was 
the first theorist to prove theoretically that laissez-faire, even with perfect com¬ 
petition and independently of those evils of inequalih*, did not assure a maxi¬ 
mum of welfare to soeiet\- as a whole; and he favored high taxation more than 
is compatible with simon-pure liberalism. This goes for most of the English 
economists. If we class them as ‘liberals,’ it is owing to the strong stand they 
made for free trade and also, perhaps, to the fact that we do not sufficiently 
attend to the metamorjrliosis of the creed of the English liberal party dis¬ 
cussed ab()\e. Most German economists were pillars of Sozialpolitik and thor¬ 
oughly a\erse to ‘Smithianisnr or ‘Manchcstcrism.’ On the whole, the eco¬ 
nomic professions of all countries were politically supporters of the countcr- 

Official recognition was extended to the Catholic sponsors of the caii.se of labor by 
.several encyclicals, c.specially Rerum Novarum (1S91). 

**'rh:it great man (1854-1926) was not particularly proficient in analytic economics, 
which is why his treatise. Lehrbuch der Sationalokonomic (igos-z?) will not be men¬ 
tioned agiain though, so far as scholarsliip is concerned, it h.is few equals. Other works 
of his bring out his doctrine still better, e.g. Liberalisiuus, Sozialismua, und cliristliche 
Gcsellschaftsordnuns (1896-9). The reader is referred to the woik of a man who may, 
1 believe, be considered his pupil: O. von Ncll-Breuning. The Reorganization of the 
Social I'lcnnntny (English trans., 1956‘K 'I’he understanding of Pcsch’s doctrine is ren¬ 
dered more difficult by both Marxist and liberalist misinterpretations, and also by a 
tendency—coiiimon to friends and foes alike—to link it too closely with scholastic 
views. 'J’heie is, of course, the same background of .social and moral philosophy, but 
I here is little affinity between the problems visualized by, say, Molina and Pcsch. 

’-There weie always some thoroughgoing liberals in the Gladstonian sense, even in 
Germain-. But they were few and distinctly unpopular among their brethren. Schmoller 
once asseitcd publicly that a ‘Smithian' was unfit to occupy a professorial chair. Even 
American ‘New Dealers' did not go quite so far as this. The career of a more than 
competent econoini.st of that type, Julius Wolf, illustrates the point. He was strongly 
pro cajutalist—and was 'cold shouldered* in consequence. 
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tendencies to liberalism rather than of the still dominating liberal ones. In 
this sense, we can say that the alliance between economics and liberalism—and, 
with exceptions, between economics and utilitarianism—was broken. 

3. Policies 

In all departments of public policy, events reflected both the still dominant 
current of laissez-faire liberalism and the counter-currents that were indicative 
of the redistribution of political weights and of the new attitudes adumbrated 
in the preceding section. 

(a) Free Trade and Foreign Policy. Around 1870, many observers—M. 
Che\alicr among them—predicted confidently that uni\ersal and perfect free 
trade would pre\ail before the century’ was out. Iinplieith and explicitly they 
also expected the \ictory of those principles and i)ractices of foreign polic> 
that arc associated with free trade, such as the settlement of disputes b\ mutual 
concessions or arbitration, reduction of armaments, international gold mono¬ 
metallism, and the like. Such expectations were not so absurd as they seem 
to us now. For all those things are, in fact, among the essentials of economic 
and political liberalism in our sense, and expectations cannot be called ab¬ 
surd that follow from the logic of a dominant system. Moreover, until the turn 
of the century, there was more than logical deduction to support them. Fng- 
land upheld free trade, and other powers ^ kept their deviations from it within 
reasonable bounds. There were several major wars. But allowance must be 
made for survivals and for inherited situations. Moico\er, peace was con¬ 
cluded ill each case by consent and without display of vindicti\cness. I'hc In- 
temational Court at 'I hc Hague and .several cases of settlement of disputes hy 
arbitration seemed to promise further ad\anec toward a pacific if not pacifist 
state of aflPairs. Until (roughly) 1900, military expenditure remained com¬ 
paratively moderate everywhere “ and was not unsuccessfully fought by min- 

11'rance returned to her protectionist tradition—but in a mild form—as soon as she 
was free to do so after the fall of Napoleon III. Germany at first continued her nearly 
free-trade policy. Bismarck’s tariff reforms were in the protcc tionist direction but, com¬ 
pared with modern standards, very' moderately so. llic treaty policy of his siiccc.ssor, 
Caprivi, was an attempt to return to a regime not substantially differing from free 
trade. 'ITie pressure of the agrarian interests and those of the heavy industries account 
for a more puriiosefiil but still mcxlcrate protectionist policy later on. 'I’he United States 
re-emphasized protectionist tradition in the nineties. Russia and Spain continued their 
protectionist policy. But all in all and compared with what was to happen in and since 
the First \\"orld War, it is approximately correct to say that, in principle and actual 
practice, the world w'as 'substantially free trade.' It is only in comparison to the j^rin- 
ciplcs professed by extreme free traders that it can be called aggressively protectionist, 
at least, if we exclude the United States, Russia, and Spain. I’his applies also to the use 
of tools of foreign-trade policy other than tariffs. I'hc most important exception, the 
continental .sugar subsidies, w'as abolished w'ithin the period. 

2 Comparison is with national incomes as well as with budgetary totals. 
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istcrs of finance.® England and France greatly expanded their colonial empires, 
and Gcrniany and Italy made a beginning in colonial enterprise, by means of 
tlic unblushing use of force. But even here the contemporaneous ‘liberar ob¬ 
server might have taken comfort from certain facts. 'Hie significance of so 
strong a display of the ‘imperialist’ attitude as was England’s treatment of the 
Boer rcj)ublics. for instance, is materially reduced by the facts that this pol¬ 
icy was strongly opposed throughout by part of the Liberal party and that 
the leader of this party (Sir Henry Campbell-Bannerman) scored a resound¬ 
ing victory at the polls very shortly after (1906). 

It is only our knowledge of the outcome that induces us to place a different 
interpretation upon those ‘exceptions’ and ‘backslidings’ and also upon such 
things as the increase of the German fleet, the military preparations of the 
Balfour government, Germany’s blustering, and England’s efficient entente 
Ijolicy. All the same, it is true that all of this, these ‘exceptions* included, her¬ 
alded a new attitude that de\doped against the resistance of Gladstonian lib¬ 
eralism and got the better of it * toward the end of the period, witness the 
armament race and other unmistakable symptoms. I'his ‘imperialist’ or ‘neo- 
mereantilist’ attitude was general. But it stood out in classic purity in the pro¬ 
tectionist (‘'I'ariff Reform’) campaign in England that was associated with the 
brilliant leadership of Joseph Chamberlain, though it ended, for the time be¬ 
ing. in failure. 'Hie essential element in the program was Imperial Preference, 
not protection ])er se: economists’ arguments about the economic merits or 
demerits of protecti\c duties thus failed entirely to meet the real—the im¬ 
perialist—issue. 

(b) Domestic Policy and Sozialpolitik. Toward the end of the preceding 
period, extension to new strata of the right to \ote had ceased to be a patent 
in which liberal parties had a proprietary interest. ’I’he period under discus¬ 
sion brought further extensions which clearly presaged, though they did not 
reach, uni\ersal suffrage. 'I'his was, of course, in keeping with the liberal cur¬ 
rent; but it was a potent factor in producing the counter-currents. ’I'he rest of 
domestic policy was in kec])ing with this—on the whole and with exceptions 
that must not detain us. In the field of industrial policy, the first measures 
of regulation or control put in an appearance—the Interstate Commerce Act, 

» When the atmosphere changed, most of these ministers gave in. A notable excep¬ 
tion was Bdlim-Bawcrk (see below, ch. 5, sec. 4a), who resigned on army estimates in 
1904. 

^ Once more, let me advert to the fact that this attitude is open to two different 
interjiretations; the one that may be sunnned up in the proposition that ‘imperialism 
is the last stage of capitalism’ and amounts to holding that caintalist interests turned 
‘imperialist’ under the new conditions of large scale production—dumping, rising wage 
costs, and so on; and the other that may l>c summed up in the proposition that the 
bourgeoisie, losing hold, accepted ‘imperialist’ policies as it accepted other things— 
making, of course, the best of them—that were not in its own line. But for our present 
purpose it does not greatly matter which of these theories vve accept. The fact of the 
emergence of a new attitude, at variance with the liberal creed, is beyond doubt and 
this suffices. 
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regulation subject to judicial rc\ ision of the prices charged b> utilities, and the 
Sherman Anti-Trust Act are American examples/’ But public regulation or 
control still remained ‘interference/ a term that does not nccessarih* imply 
disapproval but seems to indicate an opinion to the effect that legislative or 
administrative activity in the field of industry requires special justification in 
every iiidhidual case or class of cases. Much more important, howexcr, was 
the new attitude toward social reforms in the interest of labor— Sozialpolitik. 

Tlic reforms actually carried out consisted chiefly in (a) legislation enabling 
governments to take a different attitude toward organized labor and strikes (in 
England the decisive steps were taken in the late seventies, by the Disraeli 
government); (b) legislation about hours and other conditions of work (an 
English instance is the introduction of the S hour day for miners, 1908); (c) 
social insurance (accident, sickness, old age, and eventualb' unemplo\nient). 
Here Germany led (the acts of 1S84 and 1SS7, expanded b\ legislation in the 
nineties) but the English non-contributory old-age pensions of the Campbell- 
Bannerman go\crnmcnt and the further steps taken iiiulcr the Asquith gov¬ 
ernment marked important advances beyond the German example. Barring 
some enactments in individual states, there was practically nothing of the kind 
in the United States. In Euroix;, however, all countries advanced on these lines 
though at different rates of speed. 

For us, however, the important thing is not what was actually done. Nor arc 
we primarily interested in the questions how far the measures actually carried 
may be fitted into the libcralist schema and how far they mean only continua¬ 
tion of older policies—older policies of the libcralist or else the paternalistic 
state. To some extent both questions may certainly be answered in the af¬ 
firmative; there was less of a new departure than either friends or foes of 
Sozialpolitik were inclined to belic\c. It is the new spirit in which the\ were 
taken that is important to us, the new attitude toward them b>' a large part 
of the bourgeois public, and the fact that they were understood—again: b\' 
friends as well as foes—to be the first installments of a much wider scheme 
of reconstruction. It is this relation to future fundamental reconstruction which 
places Sozialpolitik in the counter-current, even where it enjoyed the support 
of the new species of reforming liberals as distinct from the support of radicals 
on the one hand and conscr\ativcs on the other. Finally, it is important to 
notice the relation in which Sozialpolitik stood to imperialism or nationalism 
or neo-mercantilism, "riiis relation was not universal, that is to say, it was not 
present in the scheme of one type of supporters, the bourgeois radicals. Where 
these furnished the principal contingent of supporters, as they did in Eng¬ 
land, the relation fails to show' on the surface. But with men of the type of 
Joseph Chamberlain, social reform and imperialism were complements even 
there. In Germany, this shows much more clearly. The age is not understood 

® Interpretation often piescnts difficiilties. Thus, the Sherman AntiTnist .Xet may l>c 
interpreted as a measure in defense of competition, one of the essential elements of the 
libcralist schema of things. This w'as indeed its ideology. But it will also bear interpreta¬ 
tion in a sense that puts it in the counter current, viz. as an expression of a novel atti 
tude toward business interests. 
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$0 long as .account is not taken of those to whom national self-assertion and 
Sozialpolitik were but two sides of the same medal. 

(c) Fiscal Policy. Since nothing shows so clearly the character of a society 
and of a civilization as docs the fiscal policy that its political sector adopts, 
we shall expect current and counter-current to show particularly clearly in 
this field, 'i’hcy do. 

On the one hand, the balanced budget—in fact the budget that shows some 
surplus to be ajjplied to the reduction of debt—remained a fundamental ar¬ 
ticle of financial faith, although practice often failed to conform to it; further, 
taxation was for raising revenue only and was not to exert any other effects 
bcNond what was inevitable; and in order to keep taxes as low as possible, ex¬ 
penditure was to be confined to ‘iieccssaiy'" purposes. Gladstone (and his chan¬ 
cellors of the exchequer) kept to these principles throughout. So did Gosehen, 
the Chancellor of the Kxchequer of the second Salisbury administration 
h 886-92), and, so far as they were able to do so, all the continental minis¬ 
ters of finance whose names arc likely to go down in history, such as Raymond 
Poincare, Witte, Pierson, Bohm-Bawerk,® and Miquel. The three last names 
may be used to cxemplif\' an ad\anec beyond Gladstonian finance—an ad¬ 
vance partly paralleled in England by the introduction of the super-tax in 1909 
—that ma>- >et be said to fit the scheme of laissez-faire lil)eralism: the intro¬ 
duction of the progressive income tax on the total income of individuals as 
ascertained from their declarations, which was, of course, something quite dif¬ 
ferent from the income tax in the English acceptance of the term. We are 
so familiar with it that we have lost the sense for the boldness of this innova¬ 
tion. But if the reader reflects that at the time (early nineties) no great coun¬ 
try had introduced anything like it and that the English system then carried 
well-earned prestige owing to its economic and administrative success, he will 
realize the greatness of the achicNcmcnt that is primarily associated with the 
names of the Prussian minister of finance, Johannes von Miquel (ivSqi-j), and 
of the Austrian minister of finance, Eiigen \on B(")hm'BH\\erk." 

On the other hand, the counter-current asserted itself victoriously: all the 
three principles mentioned were violated. The first, the balanced-budget, or 
rather the budget-in-surplus, principle was never, so far as I know, violated in- 
tcntionalh’, unless we so interpret the Freycinct program of reconstruction after 
the Franco-German War and the Japanese program of development after the 
Sino-Japanese War.** Deficit financing, on the whole, remained stigmatized as 
frivolous and unworthy of respectable go\ernments. But the other two princi- 

® W’ith reference to Pierson, sec below, ch. 5, sec. 6. 

7 Bohin-Bawerk was minister of finance three times, but not when the great Austrian 
reform of direct taxation was actually carried (1896). 'I'hc political credit goes to other 
men. But he had resigned his professorship and entered the ministry of finance as a 
senior permanent officer in 1889 in order to prepare that reform, which was mainly 
his woik. .Another famous theorist shared in it, however, viz., R. Auspitz (sec below, 
ch. 5, sec. 4a), who was then in parliament. 

For the purpose of alleviating depressions, public works w'ere repeatedly resorted to, 
c.g. in Austria in the eighties. 
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pies gradually lost their hold upon political consciences: Sir William Ilar- 
court’s progressive estate duh* (1894) and Lloyd George's ‘people's budget' 
(1909). for instance, aimed at other goals than mere re^'cmlc raising; and the 
third principle broke down on the side of expenditure for social purposes, de¬ 
sire for u’hich put an end, toward the close of the period, to the popularity 
of low taxation of the higher incomes and of ‘retrenchment.' 

(d) Money. Substantially the credo of economic and political liberalism pre¬ 
vailed in the field of monetary policy throughout the period. In fact, it pre¬ 
vailed longer than that, as the English Cunliffc report of 191S (final report, 
1919) and the English Gold Standard Act of 192; suffice to prove: of all the 
articles of that credo, the gold standard was the last to go. 

Silver remained the monetary metal of the greater ])art of mankind and, 
as we shall see more fulh' in Chapter 8, cnjo>ed support of one kind or an¬ 
other everywhere.^ But all ‘advanced' nations stayed on, or established, the gold 
standard, in some instances at considerable sacrifice. Most modern economists 
will feel that even England could have done with a little monetary stimulation 
during the eighties. Also they may wonder why the German Empire was so keen 
on adopting the gold standard after 1871. But they will be quite unable to un¬ 
derstand wh\- countries such as Austria-Hungary, Itah’, and Russia, which had 
entered the period with paper currencies that were depreciated in terms of sil¬ 
ver, should have retarded their growth and imposed hardships upon themselves 
in order to raise their monetary units to a largely arbitrary gold parity. I'hcsc 
countries could just as well ha\c stayed ‘off gold' or, if they had to have it, 
could have introduced the gold standard at the gold value (of their currencies) 
that happened to prevail when it occurred to them to take this action. I'hc 
riddle becomes still more baffling when we reflect that there was no political 
pressure to enforce that policy: for ail the interests that really count politi¬ 
cally—farmers, landowners, manufacturers, workmen—all suffered by it and 
even the benefit to creditors was by no means beyond doubt; only go\ern- 
ment employees were clear gainers. We cannot go into the question how far. 
in the conditions of the times and particularly from the standpoint of each 
individual country', an economic case may be made out for it all the same. 
It must suffice to point to certain extra-economic and extra-national consider¬ 
ations that were without doubt decisive: past experience with depreciated cur¬ 
rencies had invested the gold standard with a prestige that was for the time 
being unchallengeable; the unfettered or ‘automatic' gold currency liad be¬ 
come the symbol of sound practice and the badge of honor and decency; and 
there was the admired example of England, whose creditor position, moreover, 
added further weight to it. Perhaps this explanation raises more problems than 
it solves. That it is true is certain. 

But the counter-currents asserted themselves also in monetary policy. We 
obsene a growing awareness of the necessity to control money markets by 
central bank action other than the ‘classic* discount policy. As the period wore 

^ It is not without interest to note that A. J. Balfour was in favor of bimetallism, 
though his cabinet colleagues would not hear of the slightest concession to it. 
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on, we also observe a growing reluctance in all countries to play the gold 
standard game, as witnessed by resort to the gold exchange standard and, even 
in England and Germany, to 'gold devices/ Perhaps the gold standard was 
ne\cr ‘autoniatic’; by the end of the period, it certainly had ceased to be so 
if it c\cr was (see below, eh. 8). The reasons for this were more political than 
purely economic: they link up with neo-mercantilist attitudes and with the 
increasing strain in international relations that began to be felt around 1900, 
also with increasing public expenditure. Arguments against the unfettered gold 
standard multiplied. It was losing its popularity like a naughty child that 
tells embarrassing truths. 


4. Art AND Thought 

So far, wbcncACT we probed below the surface of routine activities, which 
almost everywhere ran on bourgeois lines, we have discovered new patterns in 
process of formation, coimter-ciirrents indicative of impending fundamental 
change. W'e get the same impression when we cast a glance on the manifesta¬ 
tions of that perioers Zcitiieist in the Arts and in Philosophy. 

(a) Bourgeois CiYilization and Its Recalcitrant Offspring, According to a 
cominoii saying, that period had no style. There is some truth in this: no 
doubt, the business and professional elas.ses li\ed, as a rule, uninspired lives in 
ugly homes that dishonored the elements of past shies they combined; bought 
ugh' furniture of similar t\pe and nonde.script pictures; supported a theatrical 
and a musical tradition of which the glories were inherited from the past; and 
read a literature that was largely commonplace in all varieties except the pro¬ 
fessionally scientific one. This style of life in all its manifestations—in Eng¬ 
land it came to be called Victorian—is now a byword of stodgincss or dreari¬ 
ness and in fact testifies to the bourgeoisie's lack of capacih' for cultural leader¬ 
ship, which is as pronounced as is its lack of capacity for political leadership. 

Nevertheless, diagnosticians who leave it at that arc wrong, and it is easy to 
indicate the point at which they go wrong: they fail to credit the bourgeois 
civilization of that period with all its great creations; and they fail to sec that 
parents' lack of abilih' to lead may turn their children against them but does 
not alter the fact that they arc their children. The period saw the emergence, 
through a succession of stages, of a new music; of a new' shle of painting; of 
a new' no\el, a new drama, and a new poetry; and, in the midst of Victorian 
horror, of a new^ architecture. To be sure, the bourgeois public looked with 
amazement on most of these creations and did its best to smother them, 
lulually sure is it that many of the creations were by nature hostile to the 
social structure from which thc>' sprang; and that man>’ of the creative indi- 
\'iduals were enemies of the .social world they beheld, and felt themsehes to 
be the demiurgos of another. But this does not alter the facts that both the 
w'orks and the men did spring from that structure; that most of the men were 
bourgeois b\ birth and upbringing; and that their works were as much the 
products of the bourgeoi.s mind as were the railroads and the pow'cr plants. 
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'riiiis. capitalist societj was on its way toward a new chilization all its own 
wlicii it was overtaken by the meaningless catastrophe of 1914-18 that put its 
\\orld out of gear. 

(b) Bourgeois Cmlization and Its Philosophy, Wc have had glimpses of 
that period’s religious and political schemes of thought—^and of certain changes 
that occurred in both—that should suffice to coinince us that the Weltan¬ 
schauung of laicist liberalism did not prevail unchallenged. However, so far 
as it did prevail, we have as little difficulty in describing the bourgeois public’s 
mental furniture as we ha\c in visualizing the plnsical furniture of its homes. 
If wc discard various sublimations and evasions we find utilitarian ethics— 
centering upon social service in the utilitarian sense—and, as a ‘philosophx/ 
an evoIutionar>' rather than mechanistic materialism.* Religion, in most cases 
droj^ped tacitly rather than renounced explicit!), was replaced by an ‘attitude' 
—a word that wc have all the more reason to record because it was used b\’ 
one of the leading economists of the period, A. Marshall ^—that preserved the 
ethical inheritance of Christianity and was in general not active!) hostile to 
the abandoned beliefs and to the churches that taught them though, as we 
know, there also was militant laicism. 

This made for historical reading: for some it was the means of completing 
a work of destruction: for others it was the means of satisfying cultural and 
ethical sympathies that survi\ed dogmatic allegiance. This seems to be the 
secret of the huge success with the general public of such woiks as Ernest 
Renan’s Life of Jesus, which was laicist in import yet completel)' free from 
any explicit hostility to Christianity. But the preference for historical reading 
extended bc)ond the sphere of theology and for a similar reason: uncritical 
liberalism was meeting with many disappointments (as wc ha\c seen) and 
hence was losing its superficial optimism; outside of the strongholds of 
Catholicism and Marxist socialism, the period was one of faltering beliefs all 
round, particularly as regards political democrac)-; and liistory and historical 
criticism appeal to such a frame of mind. Nowhere was this so much the 
case as it was in France. The success with the public of Hippolytc 'I'aine’s 
Origins of Modern France (English trans., 1876*94) will therefore be our only 

1 These terms, I trust, are sclf-exidanatorv'. But it should be emphasized that evolu* 
tionai)' materialism took two distinct forms: the prevailing tendency was Darwinian 
but the evolutionism of the Condorcct-Comtc type (see above. Part in, ch. 3, sec. 4d) 
w'as widely adopted by people who had never heard of cither Condorcet or Comte. 

-See J. M. Keynes, Essays in Biography, p. 162. The masterly pages of the Marshall 
biography that center in that passage are by far the most instructive ever written about 
the proces.s, as observed in the Cambridge milieu, by which Christian belief, gently and 
without any acerbities, w’as dropped by the English intelligentsia. This des'clopment is 
paralleled by similar ones elsewhere. The cases of Marshall and of other Cambridge 
men such as Sidgwick differ from those of similarly conditioned men on the Conti¬ 
nent, so far as 1 can make out, only by the fact that the former, having started their 
intellectual travels with a thorough grounding in Anglican theology (and, owing to the 
constitutions of Cambridge and Oxford colleges, with definite obligations toward it), 
arrived at their final positions by way of conscious wrestling rather than by growing 
agnostic through indifference, as did many of the latter. 
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illustrative example.® History^ of art, history of literature, history of philosophy 
all appealed for the same reason. Classical education, which was as yet almost 
intact, fostered these habits. 

Of course, this was not all. Equally in accord with the spirit of the age 
was the widespread interest in the physical sciences, w'hich in resj^onse pro¬ 
duced a large popularizing literature: there was not as yet ‘science for the 
millions' but there w'as what might be termed ‘science for the tens of thou¬ 
sands.' All that it is necessary to mention for our purposes, however, is the 
prominence, within the total demand for this literature, of demand for books 
and periodical articles on biological evolution, mainly of the Darwinian type. 
After what has been .said above, we shall understand this and in consequence 
the popular success of even the professional w'ritings of such men as Haeckel.^ 
Where a writer combined evolutionism with sponsorship of naive laissez-faire, 
W'C shall understand still better, 'this combination accounts for the vogue of 
the writings of Herbert Spencer.^ At this point we might stop were it not 

•* But the success of litcraiy criticism of a .similar pessimistic type would illustrate 
iinr point still better. It must suffice to mention a man and a book that were much in 
fashion: f.milc Faguet i']irofessor of poctr%'), Le Culte de Vincompetence (English trans., 
1911)—a highly characteristic performance. 

■* Ernst Haeckel (18^41919!. see, e.g., hi.s Anthropogenic (1874; English trans.. 
iS-g). lie invited lay interest by his highly militant attitude (see his Kampf urn den 
l'.nt\\icklun^si>cdankcn, 1905; English trans.. igo6) and by his attempt to e.Npand the 
theory of evolution into a general idiilosophical scheme (sec his Weltratsel, 1S99; Eng 
lish trans.. Riddles of the Universe, 1900). The reader will understand that I am men¬ 
tioning Haeckel a.s a representative instance. I might mention ju.st as well a dozen of 
other more definitely ‘popular’ writers. 

^•Herbert Spencer (1820190^)—trained in physics and mathematics, railroad engi¬ 
neer, inventor, writer on current economic topics, sometimes on the staff of newspapers 
(which included subeditorship for five years of the London Economist) —was a genuine 
philosopher in the particular .sense of being by nature made for a life of llioucht, to 
which in fact he .settled down in 1S60 in order to produce, from jShz to 1S96. his 
Synthetic Philosophy that comprised, be.sides the introductoiy^ First Principles, the 
Principles of B/o/ogy, Psychology, Sociology, Ethics. His eight volumes of Descriptive 
Sociology —an impressive collection of facts coni]3iled by the sweat of the brows of his 
research assi.starits—is the only other work that need be mentioned here (though some 
of his most characteristic utterances occur in parerga. .such as The Man versus the 
State, 1884). Spencer was a man of rcprc.sentative eminence who, to an amazing de¬ 
gree, W'as at the same time profound, clever, and silly. The man who rediscovered 
Bnffon's idea of the evolution of higher (complex) organisms from lower (simpler) 
before Darwin's paper had thrilled the scientific world may justly be called profound. 
And the man W'ho invented the velociinetcr (for locomotives) and a dozen of other 
gadgets was all that tlie phra.se ‘clever' conveys. But no other word but ‘silly* will fit 
the man who failed to sec that, b>’ carr>ing laissez faire liberalism to the extent of 
disapproving of sanitary regulations, public education, public postal service, and the 
like, he made his ideal ridiculous and that in fact he wrote what would have scr\'ed 
very well as a satire on the policy he advocated. Neither his economics nor his ethics 
(normative as w'ell as analytic) are worth our while. What is worth our w'hile to note 
is the argument that any policy aiming at social bettcrinent .stands condemned on the 
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necessary to aclNcrt to the surijrisingly faxorablc reception accorded by the 
bourgeois reading public to the first products of a spirit contemptuously hos¬ 
tile to its civilization. 

I do not mean the revi\al of I’homistic thought, which cannot be described 
as contemptuously hostile to bourgeois civilization as a whole—^but only to 
its specifically laicist edition—and whicli was, in any case, not yet a li\c power 
in the general public’s thought.** Nor do 1 mean the increasing popularity, 
among non-socialist readers, of Marxist writings, for these, though hostile 
enough to the economic arrangements of the capitalist world, cannot be de¬ 
scribed as hostile to the bourgeoisie’s cult of utilitarian rationality or to its 
laicism or even (so far as Marxist orthodoxy is concerned) to its democratic 
humanitarianism.^ \Miat I do mean is a current of thought that turned pre¬ 
cisely against this liberal cult of rationality and ‘progress’ and this liberal 
and democratic humanitarianisrn. On the political plane, it may be called 
anti-democratic, on the philosophical plane, anti-intellcctualist. Nietzsche 
would make a bad example both because his teaching does not constitute 
a suflScicntly pure form of this line of thought and because its influence was 
—and is to this day—smaller than we are sometimes invited to belie\c. Ik’ig- 
son's name had better be reserved for our list of the currents in the j?rofes- 
sional philosophy of that age. But there was one man who rej)resented ideally 
what we arc trjing to visualize: that man was Georges Sorel.'^ 

ground that it interferes with natural selection and therefore with the progress of hu 
manih’. I’he reader should observe, liovvever. that the almost pathetic nonsense ec»uhl 
have been avoided and that the sound element in his argument could have been partly 
salvaged by adding ‘unless methods more liuniane and m<jrc scientific than natural sc 
lection can be found in order to achieve what sunival of the fittest is sui)posed to 
achieve.' 

® It was in this period that the teaching of St. 1 homas Aquinas was declared to be 
official teaching of the Roman Catholic Church (encyclical Aeterni Patris, iS-g). But 
this only sanctioned an existing state of things and did not exert influence beyond the 
Catholic clcTgs'. The vogue of Thoinisin among the laymen of all countries— many 
Protestants and Jews among them—that was to make lum one of the most influential 
of ‘modeni* authors dates from the twenties only. '^1 he vogue in the United States 
came a little later still. 

^ Marx w'as often read vicariously in as much as the ideas of many a bourgeois in¬ 
tellectual hailed from him. But he W'as also read directly, outside of the camp of ortho 
dox socialists, particularly by intellectuals without training in economics. 'I here is a 
curious explanation for this. Marx is, for the economist, one of the most difficult au 
thors. But it is a fact that the layman who reads him never discovers that he docs not 
understand him. 

® Georges Sorel (1847-1922) was the author of a great many works that arc held 
together by his antagonism toward bourgeois intellcctualisin: altliough in cvcr>' other 
respect they present a curious assortment of topics and (sometimes irreconcilable) view's 
that are extremely difficult to interpret, thc7 all assert both the negative and positive 
implications of the anti-intcllectualist principle and display in all its extent the range 
of economic, political, and cultural problems that this principle puts into new light. 
His (temporary) symipathies with revolutionary syndicalism, Italian fascism, and lienin 
ist bolshevism exemplify but one aspect of his thought and arc of secondary impor 
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On the theory that the work of professional philosophers stands in a 
closer relation to a period's Zeitgeist than docs the scientists' work in the 
\'arioiis ‘sciences/ I shall now append a desperately brief survey of some 
—to be precise ten, to be numbered i-x —of the man} currents in the 
period’s philosophical thought. Philosophy is to be defined strictly, 
though the i)hilosophers' eoneern with questions of epistemology and 
logic will be included. Our selection must not be understood to imply 
exaluation: we are interested in currents that arc characteristic for the 
j^eriod whatever our opinion of their merits. 'Ihis is why I do not touch 
upon 'Ihomisni again. The purely philo.sophical aspects of Marxism— 
Kngels carried on Marx’s philosophical interests and the German party 
had, as it were, an official party philosopher, Dietzgen—arc in line with 
the German classic philosojdiy of the preceding period and therefore 
implicitly noticed with it. Our keynote is: we are about to glance at the 
pliiloso])!!} of an es.sentially unphilosophic and anti-metaph} sical age in ^ 
which the proi)osal to strike out the word Philosophy from unixersity 
catalogues was actually made. 

Accordingly, xve shall expect professional (and professorial! philos¬ 
ophers to interest themselxes intensixely in the history of ])hilosophx‘. 

'J his is XXhat xxe find (i). Excellent histories of the philosophies of all 
ages and nations appeared in numbers. I shall name but one name, that 
of the man xxhose xvork seems to me to have been the peak achievement 
of the ‘historical philosophy' of that or anx’ other age: Wilhelm Win- 
delband.'-' 

Similarly, xxe shall understand that declining fervor of philosophical 
creation should haxc facilitated the survixal or renascence of i)hilosophical 
creations of the past. 'I’his xxe al.so find. Provided xve call utilitarianism 
a philoso]dix at all, it affcxrds an instance, for it certainly was taught 
throughout the iKriod, especially, under the influence of J. S. Mill, in 
I'.ngland (nl. Elsewhere we find, for example, Neo-Kantians and Neo- 
Hegelians and other ‘Neo’s’; and there were always some adherents of 
Herbart and SchopenlKnicr fur). 

Next, we notice another body of thought, the emergence of which 
conforms not less to ex^KCtation. Whoever believes that experimental 
science has cfFectixely destroyed the bases not only of religious belief but 
also of metaphysical speculation may, in case he experiences a void or, 

tance in the xvliolc of it. Ilis most characteristic utterances arc perhaps his Proeds de 
Socratc (i8Sq) and his Illusions du pTo^rds (1908). but of all his xx'orks the Reflexions 
sur la violence (190S; English trans., 1914) is the best knoxvn by far. 7 ’hc bourgeois 
found ill them, among other things, feelings of admiration for indu.stria) leadership and 
of contempt for parliamentary democracy. From our standpoint, it is relevant to note 
the affinity of some of Sorcl's ideas with some of one of the greatest econoini.sts of the 
period, Pareto. Other affinities do not intere.st us here. 

"'I'o save space, no references to indixadtial books are given in this survey except in 
cases in which there is a special reason for drawing attention to a particular work— 
the interested reader can supply them without trouble. 
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being a philosopher, wishes for employment, conceive the idea—or take 
it from Comte—that a picture of the universe (Wcltbild) might be 
pieced together from the most general results of the individual sciences. 
The substitute for philosophy may take many forms and docs not neces¬ 
sarily constitute philosophy as the universal science, scientia scientiarum, 
though the idea sometimes has been expressed in wa>s that suggest 
analogy with a holding company. 

Philosophy in this sense will look \cry different according to the 
individual philosopher’s training. One t\pe emerged from the hands of 
philosophers grounded in the phxsical sciences—a t\pc of positivism or 
monism that does not differ in any matter of principle from the ‘cm- 
pirio-criticism’ of Avenarius and Mach Another type which 

emerged from the hands of philosophers who were psvchologists or 
sociologists b\’ training later on came to be called Philosophical An¬ 
thropology (v) and is not always easy to distinguish from parts of Social 
Philosopliy or straight Sociology.” 

Both types iin ilcd misunderstandings of the specialist’s theories 
and trespassed upon his preserves, and they were not imnatuialh re¬ 
sented.The resulting atmosphere impaired the success of enterprises 
such as the Unity-of-Scicncc movement of later da\s or, at any rate, the 
philosopher’s influence on them. It also impaired the authority of \et 
another hpe of research, which will be mentioned here, though it docs 
not belong to the domain of philosophy in the strict sense—the t\ jx* of 
research that continued the efforts of Whew ell and Mill and of the 
German Wissenschaftslchre or general methodology of scientific pro¬ 
cedure in the preceding period. For examples, I choose the works of 

Let us note the strong affinity of Mach's views with those of W. K. Clifford. 
K. Pearson, and J. II. Poincare. Pearson's Grammar of Science {1S92) and J. 11 . 
Poincare’s La Valeiir de la science (1904} are the two books I should rccoininciid to 
readers desiring an easy guide to ernpirio criticism. 

” Georg Siininers Soziolo^ie (1908) illustrates the latter point. 

An amusing—or sad?—example of the occurrence of such misunderstandings even 
in the domain of ydiysical sciences is the following: philosophers use the term Relativ¬ 
ism freciuently and in several different senses. It so happened that one of the most 
important novelties in the physics of the period was dubbed relativity theory, a term 
that has, of course, nothing \vhatc\cr to do with historical or pliilosophicnl relativism 
in .any sense. Nevertheless, a number of instances can be adduced of writers who made 
themselves ridiculous by interpreting the Einstein theory as a manifestation of the 
latter. I owe this fact ^vhich at first I refused to believe) to Professor Philipp Frank. 

Economics, not slicltercd like physics by age-old prestige, was frequently victim¬ 
ized. As an example, I mention G. Simmers Philosophie des Geldes (1900), which 
treats of topics nearly all of wliich Ixlong to tlie economist's sphere. Matters were not 
improved by Simmers declaration that no proposition of the book was intended to 
be understood in the specialist’s sense (ist einzelwissenschaftlich gemeint) —wliich was, 
of course, interpreted to mean that he would not accept criticism from the only people 
who understand, or should understand, the subject. 
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Jevons, Sigwart, and Wundt.^^ llic methodologies of the social sciences 
and particularly of economics by Carl Monger, (J. N.) Keynes, and 
Siiniand will be mentioned in another connection (see below, eh. 4, 
sec. 2). But the contributions by Dilthey, Windclband, and Riekeit 
must be mentioned here, both because of the influence they exerted 
(though, so far as I know, only in Germain) and because of a typical 
shortcoming that illustrates what has been said above.^'^ We return to 
the high road. As we walk along it, we shall shut our eyes to everything 
except the following pieces of the scenery. 

A historian who insists on forcing thought into unique correlation 
with the struetural changes in the social organism would assuredly hold 

' ‘ "Ihc tlirec works differ widely from one another. Jevons* Principles of Science 
(iS 74 ) is of course of ]iarticular importance to us since the autlior was one of the 
leading economists of that period. It is not concerned with the practice of any or all 
of the indiviilual sciences but is what may be called a theory of scientific thinking. 
’Two strikingly original features stand out that anticipate later tendencies: (1) the 
central position assigned to the idea that all analysis (whether ‘deductive’ or ‘inductive’) 
rciluces ultimately to statements of identities; iz) the basic position as.sigTied to prob 
ability—to the idea that scientific truth is basically stochastic. Christoph von Sigwart’s 
Logifc (ist ed.. 1S73S), less original, more comprehen.sive than Jevons* Principles, is 
also an analysis of fundainentals. Wilhelm ^^'urldt's (see below, ch. 3, sec. 3) Lo^ik . . . 
(ist ed.. iSSo S3) is the only one of the three to analyze, and to start fioin, the actual 
practice of iiulividiial .sciences. Here, therefore, the difficulty arose that, in the prc.sent 
state of individual sciences or even in their state as it was in 1880. no man can have 
that intimate kno\\ledge of actual procedure that comes only from personal experience 
of detailed research. Wundt realized his limitations and tried to sol\c the problem by 
calling in the aid of .specialists, but this course, obviously, had di.sadvantages of its 
own and results were distinctly indifferent. 

Wilhelm Windelband (18481913), Gcschichie und Saturwisscnschaft (Ilkstory 
and Physics; a rectorial address that attracted great attention. 1S04: 3rd cd.. 1904): 
Heinrich Rickert (1863 193^), Kulturwissenschdft und Saiurwisscnscliaft; ein Vor- 
trai; (Cultural and Natural Science; iSqq; see also Grenzen dcr ndtiirwisscnschaftliclien 
Be^riffshildunfif 1902; 2nd ed., 1913); ^^'ilhelnl Dilthey (1833 191 n. Einleitung in die 
Gcisteswissenschaften (the term is best rendered by ‘sciences of mind and society ex 
eluding ph\siological psycholog>’’; 1SS3). 1 mean no di.srcspect to those eminent men, 
who were sovereign masters of wide domains. But their minds had been formed by the 
task.s and the training of the philosopher, historian, and philologist. So when they pro 
cceded, with enviable confidence, to lay down the law for us, they drew an entirely 
unrealistic dividing line betw'een the ‘laws of nature’ and ‘the laws of cultural develop¬ 
ment* or the ‘fornuilation of laws’ (nomothesis) and 'historical description’ (idiography), 
forgetting that great parts of the social sciences ride astride this dividing line, wdiich 
fact seriously impairs its usefulness (though, for the truly philologico-historical disci¬ 
plines it docs retain validity). They were simply strangers to the problems and the 
epistemological nature of those parts of the social sciences, yet failed to add the proper 
qualifications to their arguments. That this >vas apt to mislead the many economists 
who li.stcncd to them—Max W'ebcr, e.g., was strongly influenced by Rickert—was as 
inevitable as it was regrettable. But let us note the striking saying of Dilthey that reads 
like a motto of Max Weber’s methodology; ‘We explain the phenomena of nature 
wc understand the phenomena of the mind (or of culture).* 
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that his thcon' is admirably verified by the eniergenee at that time of 
a philosophy that found the eriterion—or even the definition—of truth 
in the \aluc for our individual and social life of the beliefs that arc to 
be accepted as true—Pragmatism (vi). But the elements of this philos¬ 
ophy arc as old as is philosophy itself, and the manner in which it was 
formulated by \\"illiam James amounts to little more than s\stcmatic 
elaboration of ideas that ha^c ne\cr quite been absent from any kind of 
human action or thought and were bound to assert themselves sooner or 
later through the mechanism of filiation of philosophic thought alone. 

Whereas pragmatism at least did not clash with the main euirents in 
the Zeitgeist of the period, Henri Bergson’s UEvohitkm creairice (1907) 
did (vii). His anti-rationalist and anti-intellectual philosophy is some¬ 
thing entirely different from the anti-rationalism of pragmatism, which 
merely meant the negative of the existence of ‘pure’ truth, the product 
of a pure reason that is unconnected with the purposes and values of 
life: Bergson meant that the new truth or, more generally, the new crea¬ 
tion is not worked out by logical processes at all. This involves indeed 
—which James’s philosophy did not—an entirely new WclUmsdumiiiig 
wholly at variance, among other things, with the \ iews then current (the 
Marxist one included) about cultural development. Not equally no\cl, 
but still more influential owing to the personal force of its great teacher, 
was the philosophy of Benedetto Croce (viiri, which is of particular in¬ 
terest for us because Croce himself is something of an economist and 
because he is associated, more than is the case with any other philos¬ 
opher, with some aspects of the professional work of Italian economists, 
lliough it is impossible to convey in a few sentences an idea of his work 
as a whole—and, unfortunately, precisely of the most original elements 
in it—it is possible to reduce to a single .sentence the basic philosophical 
principle invohed: a Hegelian spirit embodies itself in the actual course 
of universal history so that the subject of philosophy becomes identical 
W'ith the metaphysics of the historical process.’** 

No survey of the philosophical currents of that time can afford to 
omit the name of Edmund Husserl and the beginnings of Phenome¬ 
nology (ix), though no attempt at brief characterization seems to me to 
promise anything but confusion, nicrcforc, I prefer to resort to a refer¬ 
ence.^^ But I may say that of all the philosophies of our time, Hus.serrs 
is the most autonomous with respect to social or socio-psychological facts: 
nothing but the filiation of philosophical ideas can account for it and, 
apart from v\hat it owes to preceding philosopliies beyond wliich it tries 
to advance, it could have been written just as well in scholastic times. 
This also holds for a body of philosophic thought that in other respects 

Disciples of Croce sometimes resent the imputation of I (cgelianism and declare it 
to rest upon misunderstanding. 7 'he *emanatistic’ nature of the principle above is, how 
ever, undeniable. 

Marvin Farber, The Foundation of Phenomenology (1943)- Of course, this book 
discusses mainly the fullfledged phenomenology of the subsequent period. 
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seems to—though ‘seems' more tlian ‘does'—involve a wholly different 
approach to jjrohlcms that are not problems of any ‘other' science. I am 
referring to Cambridge philosophy of the pre-Wittgenstein days which 
in the last years of that period may be said to ha\'c been dominated by 
Bertrand Russell and G. E. Moore fx). As the last sentence but one sug¬ 
gests, this conception makes philosophy a non spcculativc special science 
that like any other science has its sixicial task, the task in this case being 
to analyze the meanings of terms (such as number) or propositions that 
are used with confidence, but uncritically, in those other sciences or in 
evcr>day life. But, treated in this spirit, c\'cn topics such as the analysis 
of mind and the analysis of matter seem to me to pass from the domain 
of philosojdiy into the domain of epistemology or logic. And this is the 
fundamental reason why there is a path from the philosophy to the new 
logic and, in particular, to Bertrand RusselVs and A. N. Whitehead’s 
Principid Maihematica (1911-1^). But here we must stop. No history of 
any kind of anahsis, economic or other, should ever ])e published that 
does not take account of the developments for which the term New 
Logic is intended to stand. But this is precisely what this history cannot 
do. 

Finally, we must a.sk the question: what did any of this mean to the 
period’s leading economists? W'ith the utmost confidence I answer: very 
little indeed—still less than it meant in the two preceding epochs and 
that, we know, was not much. But, in view of the fact that a different 
opinion is frequently expressed, wc must go into the matter a little more 
deeply. In doing so, we must dixide our question into two parts. First: 
what influence did philosophy—or any particular philosophy—exert upon 
the analytic work of economists or, more precisely, did they arrive at 
any results that may be shown to depend upon philosophic influences? 
Second: what did philosophy, or a particular philosophy, mean to them 
as men and citizens; how far did it influence their general attitudes and 
horizons? This distinction, as we have had occasion to ob.scrve, is im¬ 
portant for all times and places. But it acquires additional importance 
for a period in which economics grew more specialized and more tech¬ 
nical. 

As regards the first question, it has been answered elsewhere for Marx 
and the Marxists. Tbat answxT will not, however, greatly differ from the 
one 1 am about to return for the rest of the economists: no philosophy 
can be proved to have influenced the economists of the period in the 
scn.se that they arrived at or failed to arrive at any analytic conclusions 
which they would not have arrived at or failed to arrive at without guid¬ 
ance from an\- philosopher—cxcx'pt in their methodological investiga¬ 
tions and squabbles. It is natural that, when trying to clarify their ideas 
about their own methods of procedure or when engaged in controversy 
about them, economists .should invoke not indeed philosophical teaching 
in the strict sense but the teaching of methodologies wTitten by philos¬ 
ophers—Max Weber affords a conspicuous instance. But it would be 
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nothing short of ridiculous to aver that economists allowed philosophers 
to teach them their business when they were iincstigating the conditions 
in domestic industry, or railroad rates or trust problems of their time, 
or merchants’ guilds in the twelftli centiir>', or, for that matter, the 
validih' or otherwise of Bdhm-Baweik’s theory of interest. Edgeworth 
professed utilitarianism in season and out of season. Yet analysis shows 
that these professions may be struck out from his economic propositions 
without being missed.’** 

As regards the second question, the answer is different. Practically all 
the economists of the period sprang from bourgeois families and were 
the beneficiaries or victims of an elaborate education that in most coun¬ 
tries included philosophy e\en in its secondary (that is, pre-iini\crsity) 
stage. As youngsters they could not have avoided some grounding in 
philosoplu’, even if they had haled philosoph> like poison. 'I'hc pre¬ 
sumption is, howexer, that they did not hate it. Jlic kinds of philosophy 
they got were mostly of the t\pes that have been numbered i. ii. in, v, 
and, in Italy and toward the end of the period, perhaps viii. And this 
means oxerwhelming emphasis, direct or indirect, upon the German 
classics, particularly Kant. It is interesting to note that Marshall, in the 
preface to his Priuci/jles, mentioned Hegel's riiilosophy of History — 
and the xvritings of Herbert Spencer (!)—as among the chief influences 
that affected the ‘substance' of his views.’*' And many economists of that 
time might haxc expressed thcmselxcs similarly; their studx' of philosophy 
certainly made more civili/cd beings of them. Many readers xvill, no 
doubt, disagree xvith me if 1 go on to say that this xxas all, and that 
ethical and cultural attitudes arc influenced but little by philosophies, 
and a man’s social sxmpathics and political preferences not at all. Since 
in this book we arc concerned only with methods and results of analysis, 
this difference does not greatly signify. 

They could not. of course, be struck out from his speculations on ethics. 

If this xvere to he taken seriously, then our ansxvcr to the first cpiestion asked above 
would, of course, be xx rong. But it is not to be taken seriously. No Hegelian or Spen 
cerian influences can be traced in Marshallian analysis. If he really thought that his 
preoccupation xvith das Werden as against das Sein (he used these Ckrinan words) had 
anything to do xvith Hegelianism, the only possible inference would have to be that 
he had never understood Hegel. Marshall was still more enthusiastic about Kant, whom 
he described as his guide and the only man he ever worshipped (J. M. Keynes, Essays 
in Biography, p. 167). But the fact remains well established that he made a serious 
study of both. 



CHAPTER 3 


Some Developments in Neighboring Fields 


1 . lilSTOKY 781 

2. SOCIOI.OGY 783 

[;:i) Ilisforical Sociolo^y] 785 

j(b| Prehistnrical-F.thncthi^ical Socio/otjy] 786 

|(r) BuiU)i*ical Schools] 7S8 

[(cV> Aiitomnnom Sociology] 792 

3. PsYCHoi.ocr 796 

(a) Experimental Psychology 796 

(b) Behaviorism 797 

(c) Clast alt Psychology 798 

(tl) rrcudian Psychology 798 

(c) Social Psychology 79Q 


The facts about dc\clopnicnts in ncigliboriiig fields that will be assembled in 
this chapter are of necessity fragmentary, 'i’hcy are, to repeat it once more, 
impressionist patches of color wliich any other writer—according to his ideas 
about what has been or could have been relevant to the devclo])ment of eco¬ 
nomic anahsis—would liaNc chosen in a different wa\. In fact, had I been 
writing histories of these fields for their own sake, I should have chosen differ¬ 
ently myself. This ine\itablc arbitrariness—reinforced by the ine\itablc arbi¬ 
trariness tliat comes from my personal limitations—is much more serious for 
this period than it was before, for it is in this period that the wealth of spe¬ 
cialized work became unmanageable and that any attempt at neat logical tec¬ 
tonics becomes futile. Another point of view that influenced selection must 
also be kept in mind, namch’, the ease or difficulh with which the reader can 
himself supply the nccessar\- information. For economics, sociology is a most 
important neighbor. But at the .same time, ow'ing to its immature state, its his¬ 
torical development is the most difficult to get at. Psychology and, still more, 
historiography, however important they arc for us, need less comment because 
their developments have been more satisfactorily described. And though sta¬ 
tistics is for us the closest of all neighbors, its development during that period 
is so well known to the student of economics that we can pass it by entirely 
in this chapter, on the understanding that a few facts that iiiiist be recalled 
w'ill be mentioned in the .section on Econometrics below.' 


1. History 

As regards historiography, the great event, from our standpoint, was the 
close alliance with economics implied in the program of the Historical School 

' [Part IV, ch. 7, sec. 2. J. A. S. intended to write more at length on econometrics 
ill the recent period in Part v but completed only a few preliminary pages.] 
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of Economics. But precisely because this event will have to be disciissccl in 
some detail in Chapter 4, little needs to be said about historiography in gen¬ 
eral. The historian’s partial conquest of the economic field was of course not 
his only one—all social sciences, including jiirispnidcncc (wlicre the conquest 
had taken place in the preceding period) and sociology, came iwrtially under 
his sway. This, in turn, made him a student of social states and processes to 
an extent to which he had not been one before: the impersonal facts of 
social history (leavened, sometimes, by biological and ps>chological theo¬ 
ries of less than unquestionable standing *) gained ground at the expense 
of the romance of battles and intrigues. And even within social histori¬ 
ography, work geared to problems—such as the emergence of the feudal do¬ 
mains in the sixth and seventh centuries, the origin and function of towns, 
the organization of mcdie\al trade, the rise of capitalism, and the like—gained 
ground at the expense of \^ork defined by eountrv- and period. Of eomse, his¬ 
torians of legal institutions—who were mostly lawyers b\- training—had alwa\s 
done work of the former kind and. so far as the\' arc concerned, all we ha\e 
to note is the greatly enlarged scope and the greath impro\cd methods of 
their work. But the important thing is that the tendency became general," An¬ 
other tendenc)’ that is much in evidence in modern economic historiography, 
the tendency to emphasize quantitative aspects, was of course not entirely ab¬ 
sent—it never had been—but it was not yet a universally recognized item of 
the economic historian’s program. Some topics that arc statistical in nature 
did, however, attract interest.^ And the important question—How much?— 

1 This may be illustrated by the imposiiit; work of Karl Lamprcclit (iS$6 igis!. who 
was, in the first instance, an original and indefatigable research worker in economic 
history* (sec, especially, his Deutsches ^'irtschaftslchcn im Mittelaltcr. 1SS5-6). but 
who adopted an evolutionary' schema (with stages, like Conite’si for which he claimed 
all but universal validity and wliich he cast into terms of a social psychology of his 
own (see his monumental Deutsche Gcschichte, i Sgi 1909). I his social psycliology 
w'as a curious mi.xture of original ideas—one was, e.g., the study of an cxtensi\c col¬ 
lection of children’s drawings—and something very like irresponsible dilettantism. Jhit 
he valiantly stood by his guns in the face of not unnatural criticism {.sec liis Moderne 
Geschichtswissenschaftf 1905; English trails.. 1905). 

- Representative figures in the host of legal historians were, e g., Brunner, Gierke, 
Maitland, Maine, Vinogradoff. In order to illustrate the type of work to whicli I 
meant to refer when speaking of a general tenclency toward problem-history writing. 

I shall mention but two names; one, which has been mentioned already, is llippolytc 
Taine (1828-93). The work that matters in the present connection is: Le.s- Origines de 
la France contemporaine (1876-93; English tran.s., 187694). 'I'hc other is Georg von 
Below (1858-1927, especially: Territoriurn und Stadty 1st ed., 1900 1902). 'Hicsc two 
names have probably never before been put into juxtaposition. 

« See, e.g., the inevitably imperfect exploratory w'ork in the history of prices that 
was clone by I’horold Rogers (History of Agriculture and Prices in F.ngland, 1259 1793; 

7 vols., 1866 1902) and C. d’Avcncl (Histoire . . . de tous les prix ... 7 vols., 1894- 
1926), neither of whom seems to me to receive today all the credit he deserves. In ad¬ 
dition, d’Avcnel had an eye for the wider implications for social and political history 
of prolonged and pronounced price changes. 
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turns up where we should hardly have expected it.** Finally, ‘generar history 
grew increasingly institiitionaliy.cd and increashigly inclined to emphasize cco- 
iioinic conditioning of historical process. Economists are apt to attribute this 
to Marxist influence. 'I'his influence did assert itself toward the end of the cen¬ 
tury. But the tendcnc>' in question was in full swing before, and to hold that 
Marx influenced historians, other than professional economists or professed so¬ 
cialists. in the seventies and eighties is to exaggerate greatly the specialist’s 
speed of reaction to factors external to liis field. As an outstanding example, I 
mention Karl W. Nit/.sch (i8i8-8o),'‘ a man who is particularly important 
for us owing to Iiis close relations to some historical economists, especially 
Sehinoller. 

Remark. 'The reader will jilcasc rcniciiibcr the N\aTiiing at the lieacl of this chapter 
about diseoiiiieeteil j)atehes of color. Even so, I cannot leave the subject without 
Iiavini; ])()inted out tlie iniporlancc for tlie imiyress of historiography during tliat period 
of entirely new sources of material. I he most important single instance is afforded by 
the Egyptian pap>ri; papyrology revolutif>ni/ed the science of Roman laiw. J. A. S. 

2. Sociology 

During the period under survey, Sociology more or less struggled into aca¬ 
demic reeogniti»)n, not as a universal science of man in society—as Comte had 
conceived it—but as one of the social sciences, though one tliat was not too 
sure of what its subject matter really was. All social sciences run up against 
certain fundamental problems of society, and none of them can afford to sur¬ 
render its claims to some competence in matters of motors and mechanisms of 
social life—witness the neeessitv under which we have found oui.selves of rec¬ 
ognizing an Ecoiu)niic Sociology. But room and need for the study of society 
and social processes ])er se are bound to emerge asj soon as the growth of ma¬ 
terials and the development of technic|nes enforce increasing specialization. 
The social science of Aristotle and tlie scholastic doctors formed a single unit— 
and one that was no full-time job, even as a whole. ’Ehc philosophy of natural 
law was in the same case, flume or A. Smith or Turgot or Beccaria liad no 
difficultv in embracing sociologv' as well as economics and much besides. But 
this changed in the course of the uiueteeuth century: width of scope then 
became increasingly inimical to qualitv of work. More and more, writers who 
inquired into tlic nature of society as such or who asked such questu>ns as 
what it is that determines the social structure or produces revolutions and the 
like ceased to be writers on such topics as money or interest or employment, 
'riiis defines one type of sociology by subject thougli not by method. In addi- 

I have been ninth struck by the quantitative spiiit, as it were, that perv'acles the 
works of OIK* of the greatest economic historians of that period, .Mfons Do])seh, whose 
material was certainly not propitious. See his Vi'irtschaftscntwicklun^ der Karolin^er 
zeit (1012 n) and also his later work, Wirtsciiaftlichc und soziaJc Grundlagcti der 
Europdischen Kulturcntwickhni^ . . . von Cusar bis auf Karl den Grossen (iqiS-zo). 

See. in particular, his posthuinous w'ork, Geschiebie des deutschen Volkes bis zum 
Aufishii rger Rdifiionsfrieden (1883-5). 
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tion, ethics, religious Ia\\’, and many other topics that, as wc ha\e seen, had 
been made the subject of positive—non'inctaidusical—analysis Ix'fore, then 
naturally fell into the province of the student of society as such. Finalh’, there 
were groups of social problems, such as sex relations, that all but lacked ac¬ 
credited specialists, and others, such as education, that presented aspects in 
which the accredited specialists were not primarily interested. 

Thus an iiiipcrfectly autonomous sociology grew and expanded in spite of a 
reception that was not conspicuous for cordiality. Of course, there were good 
as well as bad reasons for this grudging welccnne. It was not all a matter of 
trade unionism. The serious workers in the field that eainc to be known as 
sociology were flanked by swarms of littenitcurs whose iJiescncc discredited a 
fundamentally good cause and this is the reason for a fact that greatly in¬ 
creases our difficulties of exposition: many of the best sociologists ])rcfcrred to 
call themselves something else, for example, lawyers, geographers, ethnologists, 
anthropologists, historians, economists, if tliey were in a iiositioii to do so, in 
order to stress the element of professional coinpetenee in the face of the in¬ 
dictment of dilettantism. I’he case for the two last categories was particiilarh' 
strong. Historiography was raising itself to a new level of technical efficiency: 
historians who were justly proud of this achie\eincnt cannot ha\e \iewed with 
pleasure the activities of writers who used their results in ways that hahitualK' 
violated their new standard of scholarship. Similarly, economics was also climb¬ 
ing a long, steep, stony path toward a new le\el of technical efficiency: econo 
mists had enough to do in defending their work against the laggards in their 
own ranks and against a public that alwa\s misunderstood; they did not relish 
being teased by semi-philosophical and semi literary irregulars. 'J’hat some of 
these irregulars, who were at one time justly condemned for professional in¬ 
competence, proved to have been fundamentally right at another time is 
neither paradoxical nor in itself proof of the incompetence of those wbo were 
responsible for the condenmator}' sentence.^ 

'I'hc surface was troubled still further by the internecine warfare bctw'ccn 
the various groups of .sociologists who, like psychologists and economists, al¬ 
ways claimed too much for their own methods or materials. But below' the 
surface, there was both healthy achievement and promise for the future. The 
reader can easily satisf>- him.self from what has been .said in the last but one 
paragraph that a science of society was in the making that included indeed 
many scmi-indcpcndcnt or wholly independent provinces, yet was much more 
definite than w'as then believed. There w'as a sort of headquarters—headquar¬ 
ters without pow'er to command, to be sure—in a region held by the problems 
of society, social relations, social processes as such.^ And there were, steadily 

1 Incompetence of profe.s.sional leadens may of course be the cause of the phenome¬ 
non alluded to. The history of thcmiodynarnics presents a w'cll known ca.se (Robert 
Mayer). But each case must be judged on its merits. 

2 Society may be defined so as to mean an entity. But it may just as well be de¬ 
fined as a term that is to stand for the total of relations betw-ecn groups or individuals 
or the total of a set of processes—just as the soul may be defined as a 'thing' as well 
as a term that denotes all ‘psychic phenomena.' The relational concept of society was 
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expanding, the 'applied' or 'special' fields such as the sociology of religion 
(hicrology), of ethics, of all the arts—^more recently also of knowledge, Wissens^ 
soziologie —politics, economic institutions, and many others. Most of these 
ser\ed two kinds of masters: the practical law>'cr or the practical educator, for 
instance, would be but ill served by treatises on the sociology of lavi' or the 
sociology of education and both need another t\pe of work. ITiis division does 
not, ho\\'C\cr, dcjDcnd entirely upon the needs of practical life but extends to 
purely scientific pursuits: the scientific economist, quite independently of any 
practical applications of his work, needs complete autonomy in part of his 
field—no sociological considerations would improve Professor Hicks’s Value 
and Capital. But between the sociologies of law', education, and economic be¬ 
havior, as well as of all those other subjects, and that headquarters sociology, 
there is lively give and take, which in a sense unifies the w'hole of them. Head¬ 
quarters cannot stay purely speculative—at the very least they need exempli¬ 
fying and verifying materials—and thus arc forced to draw' upon all those ‘ap¬ 
plied’ or ‘special’ fields; and these in turn use concepts and imply propositions 
that arc drawn from, or else contributed to, headquarters. And to some ex¬ 
tent all tin's was done, though w’ith much ungraciousness and in the midst of 
man\ unnecessary quarrels. All this, howc\er, tells us but little about methods 
and apj)roaches which are largely determined by the materials used." Wc turn 
to a brief and highly selective examination of this aspect. 

[(a) Ilistorical SocioZogy.] Remembering both the vigorous advance of his¬ 
toriography and also its salient features, wc shall not be surprised to learn 
that much of the best work done during that period in sociology was histor¬ 
ical in nature. I'irst, much of the work done b> historians was sociological: a 

expounded with partieiil.Tr energy' by Geort; Siinniel {1858-1918), Soziologie (190S) and 
earlier in Die Problcme der Gescliichtsphilosophie (1S92)—mark the highly significant 
implications of the title. 'I'his makes of sociology the thcoiy of human relations (Bezie- 
lumgslehre is the word used, in our own time, by Professor Leopold von Wiese'. The 
opposite \ic\v that postulates existence for society per sc is the one taken by *uni- 
vcrsalists’ (Othmar Spann and his school) although it is found also in non-universalist 
writings: in the former case society is a frankly metaphysical entity; in the latter, a 
1 n eth ( )d ologi ca 1 const ruct. 

riiat the nature of a worker’s material is the chief clement in determining the 
a|)proach, method, and methodological creed, including the militant attitudes this 
creed may imply, is a fact of great importance for understanding the histor>' of the 
social sciences, though it grew less important in the last quarter of a century* or so. 
It will stand out in its full importance when we consider the further fact that the 
choice of material was not in all cases free—perhaps not even in the majorit}' of 
cases. For during that period a man was often—perhaps as a rule —first a philos* 
opher, historian, ethnologist, lawyer, etc., and then turned this equipment to socio 
logical use. But whenever this was the case, the man was prisoner of his material 
and methods and could not change over to others at a moment’s notice: the ma¬ 
terials and methods that he had learned to master in his formative years were the 
materials and methods that he really understood, llicse facts must never be forgotten 
if we arc to diagnose correctly the group antagonisms in sociology (and elsewhere) and 
their influence upon its history. 
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historian who writes what for a lack of a better tcrni we have called ‘problem 
history* is hard to distinguish from a sociologist. Second, many of the best so¬ 
ciologists drew primarih- on historical material and understood this material 
better than any other. Third, going beyond this, some sociologists defined so¬ 
ciology as the analysis of the historical process.^ I hope 1 ha\c made it suffi¬ 
ciently clear that the important thing is not the general ‘theories of history/ 
that is, the comprclunsixc hypotheses about the prime mo\ers, if ain‘, of the 
historical process of which the so-called materialistic interpretation of history 
discussed abo\e is by far the most successful. Much more important in the 
long run were the contributions toward the solution of those more restricted 
problems of which examples ha\c been given in the preceding section.' The 
attempts to schematize economic history by defining successive stages (e.g., vil¬ 
lage economy, town cconomx', territorial economy, national and international 
economy—Sclimollcr's schema) present but little interest and need not de¬ 
tain us. 

[(b) Prehistorical-Eilmological Sociology.] But the term Historical Method 
in Sociology should rcalK be extended to co\er the use of logically contiguous 
material such as prehistoric archaeolog\'—of which only beginnings had existed 
before the period iindcT discussion—and of cthnologN—which then experi¬ 
enced its decisive de\c]opmciit. hbr howc\er much the fact-finding methods 
of historical, prchistorical, and ethnological rc.search differ, the method by 
which the sociologist draws inferences from these different materials is funda¬ 
mentally the same. We may therefore speak of a historical-prehistorical-ethno- 
logical sociology that definitely established itself during that period. 

Witliin niy vcr>' limited range of knowledge, the most impressive example of pre 
historic sociologv- is Oswald Mcnghiirs Weltiicschichte der Stemzcit J he term 

ethnology I use in the sense which is perhaps more often expressed by the term ciil 
tural anthropologv*. 'I'he term anthropologv- is reserved for i)hysi(.al anthropology. I 
hope I am not misled by affection for a teacher of mine, if I call the two great works 
of the Finni.sli .sociologist, Ldward W'estcrmarck (1S62-1939), who taught sociology 
at the London School of Economics, 1906-50, the peak achievements of ethnological 
sociologv' during that period (History of Human Marriage. 1.SS9, and Origin and De¬ 
velopment of Moral Ideas, 1906), though in details neither has stood the test of time. 
But the formation of the period’s most iinpoitant 'school' of ethnology (to which, in 
a sense, Westermarck belonged) is associated with the research and teaching of Sir 
Edward B. Tylor (1832-1917); see especially: Primitive Culture (1st ed., 1S71, many 

^ Tliis W'as the case, e.g., w'ith Marx and Croce; only the latter said 'philosophy' 
rather than '.sociology.' A history of sociologv* written from this standpoint is Paul 
Barth’s Philosophie der Geschichte aLs Soziologie (1897), a very successful book, a 
fourth edition of which appeared as late as 1922. In spite of its misleading title, it is 
essentially a (still useful) history of sociology, wTitten from the standpoint above, excejit 
that it exaggerated the role of general theories about historical causation. Let us note 
a saying of von VVicser's to the effect that ‘sociology is history without names'—one 
of those exaggerations that are the means of inculcating important truths. 

^ I shall mention a masterpiece to illustrate the kind of work I mean: Rcn^ Maunier, 
UOrigine et la fonction economique des villes (1910), which must stand for a large 
literature. 
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later ones). This school, though not averse to bold construction (Tylor himself, e.g.. 
sponsored the idea that animistic beliefs were the einbr>’Os of religion) always re 
tained a firm foundation in actual ethnograidiic work: by tliis it may perhaps be dis¬ 
tinguished from the ethnological branch of social i^sychology (see below, sec. 3c) 
into which it otherwise tends to shade off. Methodologically, it presents .several points 
of interest, for e.K;imple, the application of statistical jjroccdiire (sec 'IVlor: ‘On a 
Method of Investigating the I^evclopment of Institutions,' Journal of the Anthro¬ 
pological Institute, 1S8S 9). Methodological superiority and extensive ethnographic rc- 
.search are also its distinctive traits as against the continental body of work in which 
J. J. Bachofen (1813 87; Mutterrecht [matriarchate], 1861) was perliaps the bc.st known 
figure. We cannot go much further—though it .seems incongruous not to mention 
Frazer’s Golden Bough (1S90) and many other equally famous w'orks, such a.s L. H. 
Morgan’s Ancient Society (1S77)—hut we have a special motive for adverting particu¬ 
larly to a school which followed and follows I'ritz Ciraebner’s teaching (Methode der 
Kthnolngie, 1911). Among other things, a prominent member of it, M. G. Schmidt, 
wrote the only treatise on ethnological economics we possess {Grimdriss der clhno- 
logischen Volkswirtschaftslehre, 1920-21); see also Wilhelm Koiipers, ‘l!)ie cthiiologiscdie 
Wirtschaftsforschiing,’ Anthropos, 191516. Hut still more important for us is the 
theor>' of cultural areas (Kulturkreisthcorie) that is characteristic of this school. The 
salient point is briefly this. Any investigation into iniinitivc forms of civilization, of 
course, runs up against the problem of ‘origins’—for example, of obs(T^'ed t>pcs of 
tools or articles of adornment and the like; or of obsened types of behavior, such 
as the domestication of animals—and also again.st the ])roblcm of the factors resjion- 
.sible for observed changes in time (‘progre.ss'). Fthnologists or cultural anthro])ologists 
proflered widely diflcicnt explanations in individual cases.** Hut the great majority of 
them agreed—or rather tciok it as a matter of course—that observed behavior or the 
observed types of jiliysical things that reflect behavior must, on iirinciplc at least, be 
explained in terms of the conditions of the group or tribe to which each finding is to 
be attributed: that is to say, most ethnologists :idhered to what may be called a theory 
of ‘indeiiendcnt origins' and ‘autonomous development.’ Now, Craebner and his fol 
lowers challenged this theoiy*. On the strength of the fact that primitive cultural pat¬ 
terns are very stable over long periods, they denied the independent origins and the 
autonomous dexclopment of such things a.s .similar tools but took the occurrence of 
similarities a.s an indication—if not proof—of a common source from which the ii.se 
of. say, a particular type of button would spread by diffusion instead of being autono- 
inon.sly invented. Hence the existence of areas of culture— Kulturkrcise. Whether or 
not we accept this theory to its full extent—its very logic makes it difficult to do so— 
its fundamental iniiiortance for the whole of .sociology' is evident. Fven limited accept 
ante imparts a serious .shock to the evolntinnaiy views of that period and makes quite 
a difference to what we have called headquarters sociology. 

® On ‘theories' about the Origins of Invention, sec, c.g., the book of this title by 
Otis 'I'. Mason (1895), which it is interesting to compare with modern work on the 
subject, such as Usliei's or Chlfillan's. But the most fa.scinating work of the period 
in the field of origins is to be found in the books and articles of Fduard Hahn. Sec 
esjiecially Die Uausticrc . . . (1896) and Die Entstehung dcr wirtschaftlicUen Arbeit 
(1908). I am in no position to apprai.se the validity of the criticisms leveled at Malm’s 
w'ork. But there is no doubt that in perusing it an economist must, for the time being, 
turn into an institiitionali.st whatever his views on the .scope and method of economics 
may be at other times: for surely these things arc infinitely more important and en¬ 
lightening than anything a mere economist can say. 



788 IV: FROM 1870 TO 1914 AND LATER 

We conclude this part of our survey with a reference to Fried rich Ratzcl's Anthropo- 
geographic (1882-91; 4th ed. 1921-2), a performance of formative influence and espe¬ 
cially the forerunner, if not the basis, of increased work on human geography. I’erliaps 
it means stretching a point if we include this type of research among the ba.ses of 
historical sociology." It is certainly more related to that specialty which has come to 
be denoted by the term Ecology, the study of spatial relations of groups and institu¬ 
tions, which is now being intensively cultivated in the United States. Hut, potentially 
at least, human geography coniplcmcnts the material of historical sociology—as Ibn 
Khaldun had realized—and the outstanding contribution of that period had therefore 
to be mentioned. 

[(c) Biological Schools.] Application to social plicnonicna of the results of 
biological research loomed too large in the thought of that period to be passed 
by entirely. We might wish to do so bccau.se tlic field is infested b\’ ideolog¬ 
ical bias and by dilettantism to an extent that surpasses anything that even wc 
economists arc accustomed to. But we cannot do so, among other reasons, be¬ 
cause biological considerations, though the\' touched the work actually done 
by economists only pcriphcrically, hovered around it all the time. No attempt 
will be made to describe the de\elopment of professional biological nork: ^ it 
must suffice to state that none of it exerted any influence ui)on sociological 
or economic thought except the work done on the lines of l^arwinisni and the 
work done by its Mcndelian and other critics. Of these, the most important for 
us is Augu.st Weismann (1834-1914).'* And the points at issue that are most 
important for us were the importance of innate and the inheritance of ac¬ 
quired characteristics. 

"Fherc is. of cour.se, no such thing as a biological sociology in the sense in 
which there is a historical sociology. Biological considerations may come in to 
furnish more or less important explanatory hypotheses—just as ma\ economic 
considerations or any others—but the sociology they enter remains what it is 
by virtue of its own methods and materials. Emphasis upon biological factors 
or aspects is therefore all that can be meant by the loose phrase Biological 
Schools. We shall deal with them under four headings. 

In the first place, we notice the idea that socich*, lieing an ‘organic’ system 
and not a ‘mcchanicar one, can be fruitfully analyzed in terms of an analogy 
with biological organi.sms such as the human body. As an example that stands 
in the name of an economist I mention a work by Sehaffle.*^ But the obvious 
puerility of this idea must not blind us to the fact that emphasis upon the 
‘organic nature’ of the economic process may be but the means of convesing 
an eminently sound methodological principle—as it w'as, for instance, with 
Marshall. I’licorists—especially of the ‘planning’ type—often indulge in the 

^ Readers familiar with Profes.sor A. P. Usher's teaching w ill not think so, however. 

* There are many sources from which this lacuna may be filled, e.g. the History of 
Biology (English trans., 1928), by Erik Nordcnskiold. 

® All of his writings that matter for us arc available in English translations. 

10 Albert E. F. Schaffle (see below, ch. 5, sec. 4), Ban und Leben des sozialen Korpers 
(1st ed., 1875 8). Fortunately, the work is not cntirci> spoilt by its author's attempts to 
discover in the social body nerves and digestive organs. 
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deplorable practice of deriving ‘practicar results from a few functional rela¬ 
tions between a few economic aggregates in utter disregard of the fact that 
siieh analytic set-ups arc congenitally incapable of taking account of deeper 
things, the more subtle relations that cannot be weighed and measured but 
may be more important to a nation’s cultural life than the things that can.“ 
‘Organic’ considerations arc perhaps the most obvious antidote—though in 
thenisebcs hardl\ an adequate one—^tigainst such uncivilized procedure. 

Ill the second place, we notice the attemi)ts that were made to apply the 
Darwinian concepts of Struggle for Isxistcnce and Survival of the Fittest to 
the facts of industrial and professional life in capitalist societ}*. Two things 
must be carefully distinguished. On the one hand, it may be—we cannot argue 
the ease here—that certain aspects of the individual-enterprise system are cor- 
rectlN' described as a struggle for existence, and that a concept of survixal of 
tlic fitfest in this struggle can be defined in a non-tautological manner.^- But if 
this be so, then these aspects would have to be analyzed with reference to 
economic facts alone and no appeal to biology would be of the slightest use; 
\icc versa, an\ opinions that biologists may entertain on the subject would be 
ruled out as la> inen’s talk. On the other hand, there may be genuine appeal to 
biological facts and theories; this is the case whcne\cr the question of inher¬ 
itance of physical or mental qualities of the human material is brought in. 
'^i’lie rclexancc of this question for an appraisal of the effects of certain institu¬ 
tions and ijolieics is manifest, or should be. 

7 hcn. as later, these two things were but imperfectly distinguished.’’’ Here 
we are coTicerned w ith the second question onl\ and in particular with its rela¬ 
tion to the period’s discussion on social reform, 'fhe argument that measures 
in fa\()r of the lowest strata of the population may have the effect of deterio¬ 
rating the a\erage quality of tlic human stock is, of course, much older than 
Darwinism.’* During the period under discussion, it found many supporters, 
the most important being Herbert Spencer, who added, however, nothing but 

” ,'\n cx:inij>le will illustrate tliis. W’e have already referred to the fact that Russia, 
ill the last decades of the nineteentli ceuliir>-. pursued a policy of monetaiy restriction 
that may lia\e retarded her economic development. .\t the same time, I hinted at the 
jiossibility of making out an cconottiic case for this policy. This was no contradiction, 
'riic ojiinion that tliat ixilicy was siinjily foolish rests on nothing but rather obvious 
mechanics of the monetary and credit system and fails entirely to take account of the 
fact that a given monetary ]X)licy is the re.snlt of all the factors tliat constitute the 
economic, political, and moral pattern of a nation and influences them all in .some ob¬ 
vious, and ill other not so obvious, ways. Appraisal of the effects of a policy that neg¬ 
lects this is. from a practical standpoint, simply valueless. .And it is precisely this which 
may he meant by him who urges 'organic considerations.' 

'-'I'd define tliosc who survive as the ‘fit,’ that is to say, to define fitness by sur¬ 
vival, would, of course, be tautological (meaningless). 

Correct practice in this respect is one of the many merits of an aiitlior who was 
never reeogrii/ed by the economic profession and seems to be entirely forgotten now. 
l^crhaps because he had tlic courage to tell unpopular truth: William H. Mallock 
(1849 1923). See his Social Equality (1882) and Aristocracy and Evolution (1898). 

i^For an example, see above; Part u, ch. 5, sec. ic. 
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an elaboration, based upon research into biological selection, of the old idea. 
Critics objected not so much to the biology iinolvcd—in most cases they were 
in no position to do so—as to the application of the concept of natural se¬ 
lection to the facts of social selection, to the practice of identifying the ‘fitness’ 
that makes for sur\i\al with ‘socially desirable' characteristics, and so on in 
what is by now a well-worn and familiar way. Two points about this discussion 
must be regretfully reported. Economists entirely failed to bestow on these 
problems the amount of attention they deserve: flippant phrases pro or con 
form the bulk of their contrilnition; the only one of the leading men to take 
more trouble was Pigou: and to him 1 refer the reader who wishes more in¬ 
formation.^"’ Worse still, in taking sides, economists revealed to a deplorable 
degree the influence of ideological bias.'*' And this is as true, if not more so, 
of those who pooh-poohed the idea of possible danger to the quality of the 
human stock as it is of those who uncritically affirmed it. Thus the question 
of Nature versus Nurture has remained in a most unsatisfactory state to this 
day. 

In the third place, wc notice work that belongs under the second heading 
but which will be segregated for the sake of emphasis, namely, the work in 
statistical biology, biometrics, to which we also owe important methodological 
help. Two great names will suffice; Karl Pearson and Sir IVancis Galtoii. 

Karl Pearson (iS57-ig;;6) surely does not need an introduction, any more 
than he needs a monument other than Biometrika. Therefore, let us merely 
recall his two famous adages that arc so pregnant with significance: ‘ability 
runs in stocks’ and ‘the nation is being recruited from its failures.’ Sir I^rancis 
Galton (1S22-1911) is tlic man whom I should choose as an illustrative ex¬ 
ample if 1 were asked to define the specifically English type of great man of 
science and the sjiecifically English tyjK* of scientific creation. Ilis training was 
medical, but apart from this he roamed in utmost freedom and informality 
over all parts of the world of thought that happened to attract him. Uncon¬ 
nected with universities and teaching, positing his own problems and going 
about treating them with an untutored originalitv' that is perfectly fascinating 
—he was the most genuine yet the most unacademic of scientists, much like 
his kinsman Darwin. Of his many exploits, the following are relevant for us: 
he was tlic man who mav be said to have independently discovered correlation 
as an effective tool of analvsis; the man who set eugenics on its feet (in 1905 
he founded the Eugenics Laboratorv); tlie man who realized the importance 
of, and initiated, a new branch of psychology, the psychology of individual dif¬ 
ferences; and the man who tackled, although by an entirely inadequate 

1*"''Fliis was in 1912. I refer, however, to Economics of Welfare, 3rd rev. cd.. 1929. 
Part I, ch. 10. The liappy as well as famous phrase—‘crivironiiicnts, as well as people, 
have children'—occurs on p. 115- 

It is interesting to note that the ideology involved is not necessarily class ideology. 
It often is, of course. But a man may be quite unable to see the element of truth in 
the selective argument simply because it docs not go well with some cherished scheme 
or ideal of his. And these .schemes or ideals are not uniquely correlated with location 
in the class structure. 
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method, the problems of Nature and Nurture {Hereditary Genim, 1869; In¬ 
quiries into Human Faculty and Its Development, 1883; Natural Inheritance, 
1889)—all of which makes him in my humble opinion one of the three great¬ 
est sociologists, the other two being Vico and Marx. 

In the fourth i^lace, we notice the racial theories. As here understood,^^ they 
arc a subgroup of the biological theories. It is, of course, iK'rfcctly possible to 
bclic\c that the range of indi\’idual variation is \'cr\' great—think for instance 
of the immense differences we observe in mathematical or musical talent—and 
even that an individuaVs position in the statistical distribution is primarily a 
matter of inheritance without believing that the sociologically relevant charac¬ 
teristics differ raccwisc. To believe the latter constitutes, then, the special fea¬ 
ture of the racial theories. Extra scientifically, this ‘racialist’ belief is as old as 
humanity and its towering monument is the Old Testament. Attempts to es¬ 
tablish it by scientific methods do not, ho\\'evcr, antedate the period under 
discussion to a significant extent. is why I refrained from mentioning the 
strongest performance in this field (that of Gobineaii) in Part 111, where it 
chronologically belongs. The only other name that will be mentioned is Am¬ 
mon’s. 'Phe other side is represented, at its highest, by Boas.^® 'Phis extreme 

Symbiosis in a territory, especially if its effects be reinforced by political union, 
will in general siiffice to j)rodiice a certain nimibcr of common interests and habits 
and also consciousness of them. 'Phese facts have, of course, never been called into 
qucsli(m. Nor has the iin]H)rtance for .sociology been questioned of the further fact 
that they are apt to create relatively durable—e.g. ^national’—types of behavior. By 
racial theories, we mean only theories that as.sociate these types of behavior with phys¬ 
ical characteristics that are common to groups. It .should be obserx’cd that, since those 
‘p.sychologicar or ‘culturar types po.sse.ss sonic degree of durability and since the phys 
ical tN'pes are not absolutely stable, these two types of differentiation tend to shade 
off into one another. Just now, however, it is important to emphasi/.c their conceptual 
distinctness. 

Jo.seph .'\rthur Comte dc Cobineau (1816-82) earned immortality by the superla¬ 
tive power of his novels and historical sketches (e.g. Renaissance, 1877), which should 
rank high as sociological performances. Here we are interested in his Essai stir Vincgalite 
des races humaines (18^5 5), a work, like his novels, of impressive personal power, 
which is \^hy our text emphasizes the clement of ‘strength,’ u.sing the word in a sen.se 
different from that in which we speak, e.g. of a strong, that is, convincing, piece of 
criticism. .\ great vision is all but spoiled by faulty—in fact dilcttantic—methods and 
obvious absurdities, although he who condemns Gobincau on the.se grounds could 
never, if he were fair and logical, admire Marx. As to material and method, .Alfred O. 
Ammon (1842-1016) is vastly superior, although still open to a formidable number of 
objections (see his Gesellschaftsordnung . . . 1895). Scientific conscientiousness and 
high competence have induced Professor Franz Boas, i8«;8-i942 (see especially. The 
Mind of Primitive Man, igii; the German original u.ses the word kultiirarm instead of 
primitive) to make, especially between the lines, concessions that cut more deeply than 
he .seems to realize: not all of his—.swcepingly adverse—conclusions follow from the 
facts pre.sentcd. I am afraid 1 have to conclude this note with a piece of advice that 
unfortunately imposes itself often in sociological and economic matters: read the ene¬ 
mies of the racial tlicon^ in order to see its strong points; read the exponents of the racial 
theory in order to see its weak ones. 
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brcN ity is justified by the fact that economists, \^■ho are or should be vitally in¬ 
terested in the range of variation of individual ‘abilities’ and in the question 
of their inheritance, arc but mildly interested in the specifically racialist aspect 
of the latter. In fact, so far as I know, Werner Soinbart is the only economist 
of note that ever made significant use of the element of race.^'* The only com¬ 
ment I feel it necessary to make is that here we ha\c a case in which research 
into a real problem has been made all but impossil)lc by what can only be de¬ 
scribed as warring infantilisms—infantilism of both parties to the controversy. 
For the problem is a real one and not merely an excrescence of o^'erheatcd 
imaginations. It is important for sociology in many respects, of which the 
theory of social classes is but one instance.-*^’ 

[(d) Autonomous Sociology.] Seeing how widely we have defined Histor¬ 
ical Sociology, the reader might well wonder whether there can be any non- 
liistorical sociology, lor every sociologist or economist, however speculative his 
bent of mind, must use some facts, most of \^hicll are bound to be of a his¬ 
torical nature in our sense of the term. But this is not what 1 meant. We dc' 
fine a man as a historical sociologist only if he does serious historical or cllmo 
logical work himself or if at least he arrives at his results In analysis based 
upon such work done by others. Desultory use of historical facts for purposes 
of illustration or c\cn \erification of a theory does not make a man a histor¬ 
ical sociologist. By the same token, the reader who wonders whether there 
can be any non-psychological sociology, because it is indeed difficult to imag 
ine any piece of sociological analysis that does not use ‘ps\chic’ facts of one 
kind or another, has missed the essential point. It is the use of the methods 
and results of professional psychology that will, in this book, define psycholog 
ical sociology or Social Psychology (see below, sec. ;;c) and not the use of the 
facts of common experience observed and conceptualized b> the sociologist 
himself, how’cver psychological these facts ma\- be by nature. In Chapter 7 
below, we shall study in some detail an economic example of this distinction 
which will teach us that this is not merely a matter of words but a point of 
considerable methodological importance and a source of many niisunderstand- 

In his book. Die Juden und das Wirtschaftslcbcn hgii: Kn^lish trails. 1051)» 
which can hardly be described as a model of analysis. Hut incidental references to race 
arc all the more frequent in economic writings. We have noticed an instance in Mill’s 
Principles. 

'1 he teaching of the Cambridge ethnologist, A. C. Maddon, was a shining ex¬ 
ample of a scientific attitude toward the problem and of effective n.sc of ethnological 
material in dealing with it. But this was in lectures; 1 cannot find it in his published 
w'ork. Another author (once famous, now almost forgotten) should be mentioned, 
whose treatment of the matter is free from the particular element that causes all the 
trouble now and show's how the explanatory value of racial differences may be ex¬ 
ploited without implying anything about unique correlation between racial and cnl 
tural characteristics and, above all, w'ithout implying anything about all round ‘su])crior 
ity’ or ‘inferiority’ of one racial tyiK* as compared with others. 'I bis is Ludwik Guinp- 
lowicz, 1838-1909 (professor of public law at the University of Graz), Rassenkampf 
(1883), and Grundriss der Soziologie (1885) —though his (physical) anthropology left 
something to desire. 
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ings. The latter were fostered by the fact that sociologists and economists who 
never seriously applied professional psychology and nc\’er did any work that 
called for any of its methods, nc\ertheless, described their own procedure as 
psychological, thus exposing quite needlessly their pscudo-ps> cliological con¬ 
structs to professional criticism. 

We shall therefore recognize the growth during that period of an autono¬ 
mous sociology, which groined for its own problems and methods, e\cn though 
the iDroducts of this sociology w'crc full of pseudo-psychological and pseudo- 
historical concepts and propositions. Society, class, group, structure, domina¬ 
tion and subordination, leadership, assimilation, and adjustment arc examples 
of the items whicli entered that part of this autonomous sociology that wq 
ha\c above described as ‘headquarters’ or ‘pure sociology.’ Cooley,Giddings, 
llobhouse, Ross, Simmcl, Spann, Steffen,-- Tarde, 'l onnics arc names that 
represent widely different approaches to it though we could, had we space, 
reduce many of these differences to far less than those authors themselves—all 
of whom still rejxn' perusal—would ha\c thought possible or desirable.^** ITie 
efforts of these and other men did not indeed jiroduce any ‘general sociology’ 
that was at all as widely accepted as was the ‘general economics’ of the pre¬ 
ceding period. Such a general sociology was adumbrated rather than created. 
Peihai)s that was onl>- natural in a science that then struggled into existence. 
But the fact that the subsequent period did not complete this task requires 
ex]danation. Evidently, this was or is because sufficiently important sociolo¬ 
gists did not bestow sufficient work on it. And this in turn was due not only 
to the fact that in postwar times sociologists grew' increasingly absorbed in 

C'liiiik’S II. Cooley (186419291; let iis mention a clinractcristic work of this au¬ 
thor: Social Organization (1909) and add one by John Dewey: Human Sature and 
Conduct (1922). 

““ G. I*. Steffen (1864-1929!, the Swedish socialist leader; his Sociologi (1910-11) 
must not £;o immeiitioned. 

'I he names mentioned—selected with iniieh injustice to others—have been written 
clown to indicate the types of sociological literature to which I meant to refer and 
also to provide suggestions for the reader that will aiitoinatically lead him further. It is 
not without regret tliat I omit the comments by which I might have tried to charac¬ 
terize the work of each of these men. One comment, liowcxer, cannot be omitted: 
to throw together such aiitiiiodcs as, e.g., Sininiel and Spann will seem to the critic 
to be explainable by nothing less than complete ignorance or lack of understanding on 
my ])ait; and no other explanation may occur to him of my listing w'ith non psycho¬ 
logical sociologists an author (E. A. Ross) who WTotc a Social Psychology (1908) and 
another (Ciahriel Tarde) who wrote La Psychologic economique (1901). 1 shall, there¬ 
fore, indicate tlie two lines on which that attempt to reduce differences would proceed: 
oil the one liand, I could sliow that these differences, to a suriirising degree, result from 
philosopliics and methodological cTCcds that affected language more than substance; 
on the other liaiid, I could show that the differences of the latter type produced propo¬ 
sitions tliat are complementary rather than antagonistic. An author who traces canni¬ 
balism to certain spiritual ambitions will in general think that he has said .something 
that is quite incompatible with the theory that ba.scs explanation of cannibalism on 
the fact that human flesh tastes like pork and is, in the circumstances in which canni¬ 
balism occurs, a recherche delicacy. But tliat is not so. 



794 FROM 1870 TO 1914 AND LATER 

special and ven' ‘factiiar problems but also to another: pure theory really 
thrhes only in quantitative fields; where problems arc of necessity non-mathe- 
matical, its scope is fatally limited and it soon fails to attract. We proceed to 
mention a few examples of the period's pcrforinances in special fields that, 
howe\cr, belonged to autonomous sociolog\—to sociolog> that did not bor¬ 
row methods and results from outside. We choose Diirkhciin to represent 
hierology, Mhrlich to represent the sociology of law, Lc Bon to represent the 
sociology of politics. 

Durkheim's name must not be omitted from these pages for reasons other 
than that he was one of the leading sociologists of religion. Besides contrib¬ 
uting to several other special fields, he formed a school of sociology that fol¬ 
lowed a method based upon a principle that was ainthing but new but as¬ 
sumed a particular form in his hand. lie realized that individual behaxior can 
nexer be explained exclusixcly from the facts that pertain to the individual 
himself and that it is necessary to fall back upon the influences of his social 
environment. This can be done in many ways. Durkheim’s way was to con¬ 
struct a group mind—or, since his method xxas to explain things bx means of 
material about primitive civilizations, a tribal mind—that feels and thinks and 
acts as such: since this idea itself is of romantic origin, xve may describe Diirk- 
heim’s position as a sort of positivist romanticism. 'J he fundamental explana¬ 
tion of the phenomenon of religion, for example, that xxas derixed from this 
principle may be coiixeyed b>- the phrase: religion is the group’s xvorship of 
itself. Xo attempt was made to buttress this theory by anything that resembles 
professional psychology, social or other. This is why Durkheinrs - ‘ methods 
should not be confused with Lexy-Bruhrs. 

The time-honored ‘philosophy’ of law, of course, always contained genu¬ 
inely .sociological elements. It survixed during the period—in part, thanks to 
required courses on ‘history of philosophy of laxv’—but independently of this, 
there cxolved a strictly scientific research into legal phenomena. One of the 
most important lines of adxancc consisted in stiidying the actual legal ideas 
and habits of the people (iixe law,’ lebendes Recht) and in making generali¬ 
zations from these, rather than the abstractions of jurisprudence, the basis of 
the theory of legal practice. This was Ehrlich’s idea xxhich, prfKluccd in a 
small Austrian unix^ersity under the most nnfaxorabic circumstances imag¬ 
inable, attracted world-wide, if sporadic, attention by its sheer weight."" 

No other department of social life stood more sorely in need of research 
guided by scientific interest than did politics, xvhere the dreams of the phi¬ 
losopher had produced ideological issues in utter disregard of the most ob 

2-* See, especially, £niile Durkheim (1858-1917), Les Formes vlemcntaires de la vie 
religieuse (1912; Knglish trans., 1915); but also De la Division du travail social (189:5), 
and Les Regies de la mMode sociologique (1895). There is quite a Durkheiin litera¬ 
ture. Professor Pitiriin Sorokin deals with him in Contemporary Sociological Theories 
(1928), a work which I take this opportunity to recommend. 

Levy-Bruhl is discussed below, sec. 3e. 

2<iEugen Ehrlich (1862-1922), Grundlegung der Soziologie des Rechts (1913); sec 
Roscoe Pound, ‘Scope and Purpose of Sociological Juri.sprudcnce,’ Harvard Law Re- 
view (1911-2). 
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vioiis facts. Political scientists and economists alike, when talking about public 
policy, kept on constructing pleasant vistas of a jmblic good, which it was the 
high destiny of ‘statesmen' to pursue, and of a state that floated in the clouds 
very much like a beneficent deity.'-*** 'Ihe facts of group warfare, machines, 
bosses, pressure-group propaganda, mass psychosis, and corruption were looked 
upon as aberrations—‘party politics' was looked upon as something that really 
should not exist—instead of as essentials. But during that period there began 
something like an awakening of the scientific conscience, and political sociol- 
()g\'—the study of political institutions as they actually work—put in an ap¬ 
pearance. As a symptom we might choose the delightful book of a delightful 
man that excryone will read with pleasure as well as profit.*^ But instead I 
choose the book.s—successful at the time but smothered by hostile criticism by 
now—of a man whose merit it was to drive home, with unsurpassable energy, 
one point that is of fundamental importance in the analysis not only of politi¬ 
cal, blit of an\', groupwisc action. Le Bon’s perfonnance is one of a large 
class: the class of performances that make stand out before our eyes, and 
thus ‘discoxer’ for analysis, xxhat exerxonc alxxaxs knexv to be true in cxery- 
day life. Mxcrxonc knoxvs from experience that in a croxvd, no matter whether 
this croxx'd is a raging mob in the streets of a non-English toxx-n (for l-aiglish 
mobs do not ‘rage') or a faculty committee of elderly professors, xvc immedi- 
atel>- drop to a level of intelligence, morality, and responsibilitx' that is loxvcr 
than the one xxc habitually mox'c on xvhen thinking and acting by ourselves. 
And the merit of hax ing presented this phenomenon xvith all its implications 
is great indeed, in sj>ite of everything that might be urged against Le Bon’s 
material and method.**^ 

I’inally, xxc must mention three works of considerable importance which 
had economists as authors—Vcblcn, ^^'icscr, and Pareto. Appraisal or exen 
characteri/ation is, hoxxexer, impossible in the space at our command. Max 
\\'cbcr’s sociological work xxill be noticed in Chajjter 4 beloxv.^®* 

2'' We have noticed that Siiiilh was remarkably free from that sort of thing. But 
[aims Mill xvas not. lie was no ‘statist’ of course, but the ‘grand principles’ of his 
ideal of a democracy were all the more free from analytic scruple. 

Unman ^^ature in Politics (190S; 3rd ed., 1914) by Graham Wallas. 

(bistavc Le Bon (1841 1931), La Psyc/toiogie des foules (1895: English trans.. 
The Cnmd: A Study of the Popular Mind, 1S96, 16th impression, 1926). From this 
b(K>k stems a considerable literature that has largely succeeded in removing technical 
objections. But an unpopular idea or fact will never be rescued by rational argument 
in its defense. 

Thorstein Veblen’s work was practically all in economic sociologx*, but I refer spe¬ 
cifically to his Theory of the Leisure Class (1899). Friedrich xon Wicscr's Gesetz der 
Macht (best rendered by Sociologx' of Powder) appeared in cxienso in 1926 but the 
finidamcntal idea was already presented in Rechi und Macht (1910). Vilfrcdo Pareto's 
Trattato di sociologia gcneralc (1916), in its English translation under the title Mind 
and Society (1935), enjoyed considerable success in the United States during the thir¬ 
ties: I have never been able to make out w'licther this was on account of its interest¬ 
ing analytic schema or on account of the profusion of home truths that Pareto ex¬ 
pressed about the mortality of decadent liberalism. 
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3. Psychology 

The wealth of the period’s dc\clopnients in professional ps>'ch()log>’—as dis¬ 
tinguished from work of more or less ps\chologieal nature that was done in 
other fields—defies dcscriptioiL though most of them grew fioni older roots 
and few only spelled new departures. For r)ur purpose. lio\\ever, we can re¬ 
duce this wealth to five items: (a) experimental psyehology, (b) behaviorism. 
( c) gestalt psychology, (d) hVeudian psychology, (e) social psyehology. None of 
these exerted during that period any real, as distinguished from phraseological, 
influence upon economic research. But they must be mentioned because of 
the light their development sheds upon that period’s Zeitgeist and because of 
their potential importance, which will be indicated in each case. 

(a) Experimental Psychology. '^I’he quest for measurable facts or at least h)r 
facts observable by methods other than introspection was, of course, nothing 
new. Psychology had always been observational in this sense, and many of its 
votaries had always professed allegiance to the method of physics. But the 
'cmpiricisnr of Hobbes, Locke, Ilume, and Mill had been, so far as i^svchol- 
ogy is concerned, merely programmatic and did not induce actual experiment 
and measurement, 'rhese developed in the preceding jxriod and gathered mo¬ 
mentum in the one under survey. The most telling svmptom was the advent 
of the psychological laboratory. W'undt’s I,cipzig laboratorv may serve as a 
landmark.' Its methods and its spirit exerted formative influence far and wide, 
even on men like W'illiam James and G. Stanley Hall, who qiiicklv outgicw 
both the narrow scope of experimental psychology in this sense and W'lindt’s 
personal message. The statistical complement of this tvpe of work was much 
improved later on in the United States (Edward L. Thorndike). One of the 
many offshoots of it that should, but does not, interest economists intensely 
is noticed in the footnote belovv.^ 

^ W’ilhcliii W'linclt (18321920) was one of tlic outstanclinsj and most influential 
men of science of that age. Not of first rank originality, but a worker, leader, teacher, 
writer of almost unbelievable energy and fertility, he left his mark also on other lines 
of advance (see, e.g., above, eh, 2, see. 4bi. The Leipzig laboratory lias a long histor\' 
and was the ripe fruit of a long line of previous efforts. \\\indt was a medical man 
by training and approached psychology from jihysiology in a way that makes him a 
direct dc.sccndant of R. II. Lotze (\Icdicimsche Psychologie, 1S52). Other names that 
may serve as stepping stones for readers who wish to follow up the origins of what 
on occasion has looked in the past, and possibly may look again at some future time, 
like an important ally of economic theory are these: Johannes Peter Miiller, R. M, 
Weber, G. T. Fcchncr, Ewald Hering. H. von Helmholtz—physiological psychologists 
all of them, w'ho.se w'ork centers in the problem of Measiireinent of Sensation (psycho 
physics). It is very interesting to note that it has not so far occurred to economists 
to explore the opportunities this line of research might conceivably offer (sec on this 
eh. 7 below'). 

- This is the study of differences among individuals of characteristics and especially 
of abilities. Many roots and lines should be distinguished, but I mention only one 
that links up with Wundt’s teaching and is represented by W'illiam Stern’s Differen- 
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Wundt’s hboiatory work found a curious complement in his ten volumes 
of Volkerpsychologie (1900-1920). This is a study of language, myths, and 
mores that seems to have more to do with the ideas of Hobbes and Vico than 
with the Iiciiizig la])oratory. It is mentioned here, instead of under ethno¬ 
logical sociology to which it really belongs,-* because from Wundt’s own stand¬ 
point and witliin his scheme of thouglit this hpc of research in fact comple¬ 
ments the material that the laboratory produced, though it docs so over a 
wide gaj) and will not do so at all from any other standpoint than his. It was 
only much later that genuine psychometrics displayed any tendency to enter 
the field of social phenomena. 

(h) Bcluirinrism. In a sense Comparative Psychology (mainly animal psy¬ 
chology) ‘ and, through comparative ps>chology. Behaviorism,”* though new 
departures both of them, may be said to stem from Wundt’s experimental psy- 
chologv. Since some American economists have shown more interest in the 
]n()grainmatic iironouncemenfs of hehaviorists than they have in any otlicr of 
the develo]nucnts in psychology,** it is important for the reader to realize the 
scNCic limitations to which the application of behaviorist principles is subject 
in the social sciences. I"undanicntally, the beha\iorist method amounts to a 
resolution of bchasior into objectively observable responses—that is, reactions 
that we can ol)ser\e without resorting to introspection or any other psycholog¬ 
ical interpretation of ‘meanings’—to objcctivch controllable stimuli; the 
method acccjits the reacting organism as a perfect blank without any propensi¬ 
ties of its own (much as Locke had done with the ‘mind’) and (going beyond 
Locke) avoids the whole complex of concepts and interpretations that is indi¬ 
cated by words like consciousness, sensation, perception, will, urge, or instinct. 
This is uh\ the belnn ior of the lower animals and the simplest reactions of 
man in early childhood are the stronghold of the behaviorist method. Any 
step l)e\ond the precincts of this stronghold is an achievement that helps us 
to do without certain tools, the validity of which it is possible to challenge. 

tidlc l\ycl!()losiie (ic>iO, and another that liails rather from Galton—inasmuch as it 
implements an idea of liis—and will he represented by Charles Spearman’s theoiy of 
the Central I'actor (sec the latter’s Abilities of Man, 1927, with general snrxey of the 
field I, Both books should be required reading for all economists. Of course, this ]iar- 
ticiilar aspect of eliild ps>cliology and pedagogics is also of obxious importance to u.s 
(sec, e.g., E. L. Thorndike. Educational Psychology, 1913-14, vol. in). 

This is also why 1 mention here the names of Lazarus and Steinthal (to whom is 
due the phrase Volkcrpsychologic, usually traiKslated as 'folk psychology’ though tribal 
psychology would exiiress the meaning better), who may be considered as Wundt’s im 
mediate predecessors in this field. 

^ See C. L. Morgan, Introduction to Comparative Psychology (1894I. 

** 'I'he word and the most radical formulation of the program are John Broadus 
W”atson’s; see his Behavior: an Introduction to Comparative Psychology (1Q14); also 
Behaviorism (1925)- 

® ’I’he frec|ucnt occurrence of the word Behavior in modern economic literature may 
be due to this. 
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But beyond the range within which it is operational, that is to say, beyond the 
range within which it is actually possible to produce uniquely detcnniiicd re¬ 
sponses by controllable conditioning, the method itself becomes invalid. A 
generalization to the effect that man's behavior is uniquely deterniined by his 
environment that cannot be established expcrimciitalh’ is not so iiuich wrong 
as meaningless. But precisely this generalization is the goal of some behavior- 
ists’ argument: it marks the frontier that separates a fundamentally sound 
method of research from an ideology, the popularity of which is not difficult 
to understand. The support it lends to extreme environmentalism is obvious. 

(c) Gestalt Psychology (Ehrenfcls, Kohler, Koffka, W ertheimer, Riezler) 
develops from a single basic fact: no individual element of any set of ele¬ 
ments is perceived or appraised or interpreted individualh—a sound in a 
song, a color in a carpet, or even a glass of wine that is part of a dinner is 
never ‘experienced’ in isolation and, if it were, it would mean to us something 
quite different from what it docs mean actually, that is. as part of the definite 
set in which it occurs. All we need to say about this evidently highly impor¬ 
tant disco\ery—for it was nothing Ic.ss, though my fonmilatioris sound tri\ial 
enough—is, first, that its development belongs inainU to the subsequent period 
and only the beginnings of it to the one under discussion; and, second, that 
among the many possible uses to which gestalt psychology ina\ be put in the 
social sciences, there is at least one of considerable importance. Gestalt psy¬ 
chology may be used in order to arrive at a sensible and iion-metaph\sical 
concept of ps\ cho-sociological collectives—such as socich' itself. 

(d) Freudian Psychology. Before the end of the century psychoanalysis was 
a therapeutic method—to be traced to the teaching of J. M. Charcot in Paris 
—that had scored remarkable successes, especially in eases of iiystericar inhi¬ 
bition of motion, in the hands of Josef Brener and Sigmund I'reud. But about 
1900, though it always remained a therapeutic method, it began to reveal a 
very much wider aspect—it began to de\clop into a general theor\' of the work¬ 
ing of the human mind. The old idea of a subconscious personality and its 
struggles with the conscious ego was elaborated and made operational with 
unsurpassable effectiveness by hVeud." Again I cannot—and perhaps need not 
^-do more than point to the vast possibilities of application to sociology— 
political sociology especially—and economics that seem to me to loom in the 
future: a Freudian .sociology of polities (including economic policies) may 
some day surpass in importance any other ai)plication of Freudism, though so 
far only a small beginning has been made (\V. H. R. Rivers). Nor can I go 
into certain other currents of thought that display important parallelisms with 

^ Freud’s writings are now available in a cheap American edition to which the reader 
is referred. It occurs to me that my few sentences on Freud might be interj^reted in a 
derogatory sense. Nothing could be further from my intention. All great achievements 
arc blit final acts of birth that are preceded by long prenatal histories. Freud had a 
large number of pupils who split up, liowcver, into different groups, some of which 
cannot be called Freudian any more. But potential fertility for the social sciences is a 
feature of all of them (all of them I know, that is). 
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Freud's, however different in method and aim they may be in other respects. 
Blit 1 will mention T. Ribot.“ 

(e) Social Psychology. 'Ihis branch of psychology is usually defined very 
widely so as to include all hpcs of research that ha^•c anything at all to do 
with psycliic facts rcle\ant to social phenomena and, in particular, all types of 
research that are based on the concept of a group or national mind or other 
colleeti\es of this kind. This practice may be useful for the pnr]>ose of co¬ 
ordinating all eonceivablc sources of conceivably rcle\ant facts or suggestions. 
But wc cannot adopt it because it makes .social psychology useless as a pigeon¬ 
hole (the only use we have for the term here): for our purposes there is no 
point at all in throwing together men and methods that differ as widely as 
Herder and romanticist j)hilosophy and history, Westcrmarck or Tylor and 
eiiltural anthropology, Ross and ‘autonomous’ sociology, and so on. Thus wc 
are left with a very restricted field in which, during that period, McDoiigall 
was the most important figure.*' He was a professional psychologist and tried to 
block out a special psychology that would account for phenomena of inter¬ 
action between indi\iduals or groups and for the shaping influence a group 
mind, once fonned, exerts ii])on the individuals that are born into it. 'llie 
fact that he einphasi/cd the creative element and rea.soncd in terms of in¬ 
stincts and emotion ex])lains why his teaching, after a strong initial success, 
lost fa\or in a time that was rapidly becoming behaviorist and cn\’ironmen- 
talist. Less of a professional psychologist was Levy-Bruhl.’" But he was still 
])rimarily interested in mind and only secondarily in socieh'. Not many names 
would ha\e to be added in order to draw up a fairly complete list. Ps>cholog- 
ical inxestigalions (mostb of a statistical nature) were carried out in the .serv¬ 
ice of several ])raetical specialties—child ps\cholog>, 1 think, coming ncarc.st 
to relcNance for problems of general sociology—that cannot be noticed here. 

^ See. espeeially. Thcocliile Ribot (iSv^-iQjfib Mulatlics de la personnalite (iSS^; 
r.iiglish trails., iSgs). another book that I should make rcquiicd reading for econo¬ 
mists if I could. 'I he ixarallelism above mentioned is evident not so rmieh from com¬ 
parison witli I'rend’s own writings as it is from comparison with the writings of some 
men who began as followers of hVend, notably, of .Mfrcd Adler. One more book of 
Ribot*s .should be mentioned: Evolution of General Ideas (F.nglish trans., 1S99). 

.See. esjreciaily, W’ilhain McDougall. Introduction to Social Psychology (190S). 

^^’Of Lneien Levy-Bnihrs f 1 S«;7-19:59) many wwks it will .suffice to mention Les 
Fonctions mentalcs dans les socictes infdrieures (1910; English trans., 1926). 



CHAPTER 4 


[Sozialpolitik and the Historical Method *] 


[i. Sozialpolitik] 8oo 

[(a) Influence upon Analytic WoriL*] 8oi 

1 (b) Verein fiir Sozialpolitik] So3 

[(c) The Problem of 'Value fud^ments*] 804 

[2. Mistorism] S07 

[(a) 'The *Older Historical School] iSoS 

[(b) The 'Younger Historical Sc/100/] Sot; 

[(cl The f^iethodenstreit] Si4 

[(d) The 'YoungesT Historical School: Spiethoff, Sornhart, and \l. Weber] 815 

[(e) Economic History and Historical Economics in England] S21 


[1. Sozialpolitik] 

Ecoxomists experienxed the influence of the new atmosphere as they liad 
experienced that of early liberalism and as they were to exi)ericncc, in our 
day, that of socialism. In all these cases this meant not only or even primarily 

* [Kditor'-s Note. This chapter was in an unfinished and unsatisfactory state. It had 
no titles and no subtitles; these were inserted by the editor. My knowlcclL'c: about it is 
gleaned from what J. A. S. said in the introduction to I’art U' and from a folder which 
I found containing two .sections of typescript clipped to their resinttive nianuscriiits. 
This folder also contained a great many notes and pamphlets and reprints which J. A. S. 
apparently intended to use in his work of revision. On the outside of the folder was 
written ‘Part I\ 74 .’ Originally, it had been ‘Part l\'/4, 5’ but the ^ had been erased 
when the author decided to incorporate the material in a single chapter instead of in 
two separate chapters. 

In Part iv, Chapter 1, Section 3, Plan of the Part, J. A. S. has this to say: ‘Then 
follow comments on two allied groups of men and ideas that lend themselves to sej)- 
arate treatment, the group whose work centered in the contemporaneous interest in 
social reform and whose leaders were w'ith .singular infelicity dubbed “socialists of the 
chair“ (Kathedersozialisten): and the group that was called, and called it.self, the his 
torical school (Chapters 4 and 5). Phe much-debated question of economists’ value 
judgments will be touched upon in connection with the former and the famous “battle 
of methods” (and its .\merican couiiteriwrt, the institutionalist controvcLsy) in connec¬ 
tion with the latter.' 

The treatment of the .socialists of the chair is very iiic:omi)lctc. In fact, it looks as 
though a whole section on these people in Germany had been fimitted. It is obvious 
that the treatment of people of this type in France has been omitted. The carbon of 
this particular section is dated December 17, 1943. 'Phe carbon of the section on the 
historical school is dated January' 10, 1943. Thc.se were undoubtedly preliminary studies 
and w'ould have been completely rew'ritten. The .section on the socialists of the chair 
and value judgments is especially unsatisfactory, but it is published here because 
Schumpeter felt so keenly that the work of many economists has been and is im- 
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new facts and problems but also new' attitudes and (extra-scientific) creeds ^ and 
lienee, for a time at least, revolt against those restraints which in each epoch, 
as it wears on and as initial enthusiasms cool, the men who arc engaged in the 
work of analysis find it necessary to impose upon themselves. I’lic ‘mercantilist’ 
writers had not discovered that there was anything for an economist to do ex¬ 
cept to propose measures and fight for them; the economists of the ‘liberal’ 
age were at first in no better state, though they e\entiially did discover the 
difference between a theorem and a recommendation; and the economists of 
the period under discussion, yielding to what the reader may call either temp¬ 
tation or the call of dut\-, similarly deviated from the stony path that leads 
to scientific coiuiuest. 

[(a) Influence upon Analytic Work.] I’he manner in which and the degree 
to which the economists of that time allowed their anah tic work to be in¬ 
fluenced by the new spirit of economic policy differed greath’, however, as be¬ 
tween countries and groups. In FCngland, continuity in research and teaching 
was never in serious danger. The small body of English economists moved with 
the times, of course—which was not difficult for pupils of J. S. Mill—but did 
not jettison pieces of scientific apparatus along with old value judgments. In 
part this was due to the fact that the average member of that body understood 
economic theory much better than did the average economist in any other 
country, and hence he was in a position to realize the full extent of the lati¬ 
tude it left for any social creed he might choose to embrace. Tor the rest, that 
singiilarlv- haj^py state of things was simply an instance of the genuine freedom 
guaranteed by the English environment that removed many sources of irrita¬ 
tion. Opjjosition to what many people believed to be an alliance between eco¬ 
nomics and laissez-faire policy existed both within and without the small 
group of orthodox socialists. But it did not amount to much. In particular it 
did not amount to a new ‘School of Thought.’ [A note indicated that J. A. S. 
intended to write a paragraph on the I’abians at this point.] 

In the United States scientific tradition was not anything like as strong. 
But the ‘radicalism’ of the tvpical member of the economic profession did 
not go bevond the points covered by old doctrine: antagonism to protection 
and to ‘monopolistic’ big business, which then developed into the typical 
American economist’s pet aversion, llic processes of competitive capitalism 
w'cre also under fire—some economists were sympathetic with the ‘popula- 

paired by their value jndginciits. and also that this need not be so with rc.spcct to their 
analy.sis. I’his belief of his is obvious in all his writings. 

'Hie treatment of the historical school is also incomplete. After some discussion of the 
older and younger hi.storical schools and the Methodenstreit, there follows a discussion 
of historical economics outside Germany, especially in France and England. But there 
is nothing at all about the United States and American institutionalism, which had 
been promised in the Plan of the Part.] 

^ [At top of this page a great many shorthand notes and the following statement in 
the hand of J. A. S.: ‘I do not see what more I could say in order to protect from mis¬ 
understanding the following piece of plain speaking.*] 
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tionist’ movement, others lent qualified support to the ideas of Henry George,-* 
and views iiidicati\e of hostility to the eapitalist order as such were not absent 
though very few ^oiccd them as candidly as did "J’horstcin Vcblcii. But that 
fire was weak. The large majorih' of economists conformed to the bluff con¬ 
victions of businessmen who did not as yet share the misgivings of their 
European peers. No economist whom anyone would care to call ‘leading,’ in 
any sense whatsoe\cr, identified himself with any radical scheme of social 
reform. 

[Not complftcd: ). A. S. evidently intended to sketch tlie development of social re 
form ill France and Ciemiain- before going on to the paragraphs wliich follow.] 

I do not hesitate to say that this achievement was one of the most impor¬ 
tant in the records of the economic profession. Having made this quite clear 
1 hope that ^^■hat follows will not be misunderstood. I hat achievement, great 
as it was, evidenth’ did not belong to the sphere of scientific analysis. And 
since this is a history of scientific analysis, it does not in itself eoiieern us 
here. \\'hat docs concern us is anotlier aspect of it—which I readily concede 
is a less important one—namely its influences on teaching and research. Ap¬ 
praisal of this influence will then offer an opportunih to touch upon, so far 
as it is necessarv- to do so, the problem of the ecoiKunist’s value judgments. 

The efficiency of teaching indubitably suffered. 1 have emphasized above 
the share that the academic lecture hall had in spreading the spirit of social 
reform. 'Flic German ‘socialists of the chair* certainlv fulfilled the ideal of 
progressive politicians and laymen—the ideal of the jnofessor who preaches 
reform and denounces obstructing interests. Lujo Brentano addressed his 
classes as he would have political meetings, and they responded with cheers 
and countcrchccrs. Adolf Wagner ‘ shouted and stamped and shook his fists 
at imaginary opponents, at least before the lethargy of old age quieted him 
down. Others were less spirited and effective but not less hortatory in intent." 
Such lectures need not necessarily be weak in the technical instruction tlicy 
impart, but as a rule they arc. He who thinks this a cheap price to pay for 
ethics and ardor will please consider for a moment where, say, internal medi¬ 
cine would be if its teachers, instead of developing the analy tic powers of 
their pupils, indulged in rhetoric about the glories of healing. An increasing 
number of students left the universities and entered the practical vocations 

^ [The note on Henry George intended at this point was not written, h’or a discus¬ 
sion of this writer, see below, ch. 5, sec. 7.] 

•* On A. Wagner, .sec below, ch. 5, sec. 4 and ch. 8, sec. 2. 

® I do not mean to assert that German lectures or seminars wxtc exactly fascinating. 
7 ’he two examples adduced were exceptional. As a rule, the professor read from a 
manuscript that was often yellow with age, or presided languidly over seminar meet¬ 
ings at which candidates for the Ph.D. read preliminary drafts of their the.ses. This is 
the scene American visitors beheld and their experience may be one of the causes of 
irreconcilable—and I think, exaggerated—hostility to the lecture method of teaching 
w'hich we observe in many American universities. 
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open to economists with an equipment that was notliing short of lamentable, 
and some of the best of them left thoroughly disgusted.*^ 

|(b) Verein fiir Sozidlpolitik.] As regards research, a credit item first claims 
recognition. It has been pointed out above tliat the German economists’ zeal 
for reform concentrated upon individual problems or measures much as did 
that of the I'abians in England: fimdanicntal reconstruction of societ\^ w^as 
to come al)Out in time, as a In-prodiict rather than as tlic result of efforts 
directh* aimed at it. Tbis procedure involves accumulation of facts on a large 
scale, and the impresshe scries of the Schriften des Vereim fur Sozidlpolitik 
— 18.S ‘volumes’ most of which actually consisted of several volumes—testi¬ 
fies to a relentless will to dig, to which we arc indebted for an invaluable 
extension of our factual knowledge. Much additional work of the same h'pc 
was done by indi\ iduals and groups either in connection with or outside that 
corporate effort of the profession." If, because of considerations of space, the 
Schriften arc allowed to stand as the only example of this kind of analysis, 
it must be understood that this instance is to illustrate what constituted the 
greater part of tlie work done by the economists of all countries—in England, 
as before, it was done partly for Royal Commissions.® 

'■However iei)nmi:nit to seientifie etiejuette jokes and anecdotes may be. there are 
eases in which they illustrate a situation better than could anything else. So I will 
risk offering two siuh illustrations. 'I he one is a definition of economics that obtained 
some currency at the time: ‘economies, what is that? Oh, yes, I know . . . you arc 
an economist if you measure woikmeii’s dwellings and say that they are too small.’ 
T'he other is a dictum I once heard from a ver\' intelligent and accomplished German 
woman: 'I have taken courses and cxaniinatioiis in economies, but I know nothing 
and care less about it. You sec. I felt I had to comply with the fashion of “studying” 
at a university, but I did not mean serious work. So 1 eho.se economics because all that 
is rec|uiied there in order to satisfy examiners is the ability to chat a little about ethics, 
reform, control, and that .sort of thing.* Of course, 1 do not mean to say that these 
were the standards of most or even many teachers. 'I’he significancre of the anecdote 
shoidd not be o\CTrated. But neither should it be equated to zero, not at least for the 
last three decades of the nineteenth centnrs'. 

" TTie importance of that effort, whic h as an effort of a national group of profes¬ 
sional economists has no equal, makes it desirable to say a few words about its organi¬ 
zation. It was essentially a teamwork arrangement. F.ver>* memlrer, especially evcr\' 
member of the large council, was free to suggest a project of research. 'I'lie \*erein de¬ 
cided which were to be taken up and then entrusted individuals or small committees 
with the direction of the research involved. These in turn ixirecled out the work among 
a number of collaborators and integrated the results that were to be published in the 
Schriften. Moreo\'cr. they arranged for discussions of those results at the meetings of 
the \ erein, appointing ‘reporters* (usually two) and other participants. Succe.ss at these 
meetings was of some importance in a man’s academic career. [Some of this informa¬ 
tion has already been presented in Chapter 1 of this Part.] 

** To mention a few of those Commissions whose rclwrts are particularly interesting 
from the standpoint of economic analysis: Shipping Dues Coal Supply (1866). 

Agriculture (1881), J lousing (i88<;). Depression of Trade (18S6, particularly the 3rd 
report). Gold and Silver (1887), l^oor Laws (1909—especially the famous minority 
report). 
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Manx- of the xolunies presented work of a high grade that was not only 
exemplary in its minute attention to detail but also analytically significant and 
inspired by considerations of scientific as well as practical urgcncx*. 'I'lic Vcrciii’s 
comprehensive price studies (begun in 1910) may serve as an example. Most 
of them, howexcr, were no better and no worse than such inxestigations were 
and arc at all times and in all countries. But an inxestigation into the in- 
flucncc of gold production, directed by Arthur SpicthofF (Der Kinfluss dcr Gold 
erzeugwig auf die Preisbildung, 1890-191^, \ol. 149 of the Schrifteu), that 
was a part of them, ro.se far above the general level. On the whole, however, 
the economists responsible for the reports that fill tho.se xoluines of the 
Schriften, cared little for analytic refinement, llicx' took no end c»f trouble 
with their facts, but most of them went straight from their impressions of 
the factual pattern to recommendations, just as would haxe an\ nonprofe.s- 
sional worker. They neither used nor contributed to theoretical or statistical 
technique, in spite of their obvious opportunities for doing so. And the anah tic 
apparatus of economics did not improve but exen deteriorated in their hands. 

Moreoxer, if abilities adequate to describing the trade practices of dis¬ 
tributors of milk plus a ferxent allegiance to the ideals of the Verein—glorified 
no doubt by a little philosophy and other elements of German culture—xxcre 
all a man needed in order to establish himself as an economist and, in due 
course, to receixe academic preferment, xve cannot be surprised that supplx 
adapted itself to the character of demand. Otherxvise excellent men ceased to 
care for the higher spheres of scientific inxention and rigor. Men xxho cannot 
be described as otherwise excellent threxv them overboard xvith a sigh of relief 
and prided themsclxcs on doing so. And though there alxvays xverc a fexv xvho 
tried to keep the flag flying,'^ economic theory as understood in England xvas 
in many places almost completely in abeyance for several decades, not only 
as a field of research but also as a means of training students in scientific 
habits of mind. When, in the first decade of this century, a reaction began 
to .set in, under Austrian and foreign influence, against ‘economics xvithout 
thinking,’ the full extent of the damage done revealed itself in the fact that 
people hardly knew' what economic theory meant: manx- thought that it xvas 
a sort of philosophy of economic life or else simply methodology. Many for¬ 
eign obserxers laid all the blame for this state of things at the door of the 
historical school. But the historical .school, though cultix'ating another purely 
seientific interest, still cultivated a scientific interest; it .should not be held 
responsible for that substitution of convictions for performance. 

[(c) The Problem of "Value Judgments"] Concern about the future of eco¬ 
nomics may haxe been one of the reasons why an increasing number of men 
felt it desirable to shape the Verein into something more like a scientific so¬ 
ciety' and, xvhen this had to some extent been attained, to bring forxxard the 
question wbether economists xx'ere within their rights xvhen they took it upon 
themselxes to deliver judgment—moral or other—on the phenomena they 
analyzed. During the first decade of the century, this problem of the Werturteil 

* [Note intended here on Diehl, Dietzel, Oppenheimer, and Lexis.] 
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(value judgment) caused heated discussions which culminated in what almost 
ainountcd to a row at the Vienna meeting of 1909. To many people it will 
seem ob\ ious a priori that this attack upon the principle of the Vercin's his¬ 
toric practice must have come from economists W'ho were out of sympathy 
with the policies sponsored by it. This however was not so. The enemies of 
the Vcrcin had of course always protested against its lack of scientific ‘ob¬ 
jectivity.' But within the Vcrcin the most prominent leaders in that cam¬ 
paign for freedom from exaluation (Wertfreiheit) were M. Weber and Som- 
bart,^" both of whom belonged to the radical wing of the Vcrcin and were 
an\ thing but exponents of capitalist interests. 

Ncxerthclcss it is abundantly clear from what has been said so far that it 
was not the epistemological problem involved which accounts for the bitter¬ 
ness of that controxersx, but considerations of a diiferent order. One may feel 
no ciualms at all about the logical status of value judgments within a science 
and yet hold (a) that the substitution of a creed for analytic abilih' as a cri¬ 
terion of selection of the personnel of a science will impede advance; (b) that 
those who jjrofess to be engaged in the task of w’idening, deepening, and 
‘tooling’ humanity’s stock of knowledge and who claim the privileges that 
cix ilized societies are in the habit of granting to the votaries of this particulai 
pursuit, fail to fulfil their contract if, in the sheltering garb of the scientist, 
they devote thcinscKcs to what really is a particular kind of political propa¬ 
ganda. And it is easy to see that those who thought differently were bound 
to realize that what was at stake w^as not a point of scientific logic but their 
professional standing and all that was dearest to them in their professional 
activity. 

'Ihe epistemological problem in itself is neither very difficult nor verx* in¬ 
teresting and can be disposed of in a few words. It xvill be conxenient to do 
so xvith reference to the English environment in xxdiich the problem arose in 
the natural course of things—as a science comes of age, the critical search¬ 
lights arc turned on all its habitual attitudes and practices—and in xxhich 
those political acerbities that elsewhere affected the handling of the question 
xx'cre much less important. Wc have seen hoxv awareness of the problem came 
about and how' it xx-as dealt w-ith by the succession of economists betvx’cen 
Senior and Cairncs. The distinction between reasoning about ‘xxhat is' and 
about ‘what ought to be' haxing been well established before, the correct 
interpretation of this distinction xvas formulated by Sidgxvick ” in a manner 

IJ. A. S. xvrotc; Leave page for note on Soinbart.] 

" In the introduction to his Principles of Political Economy, 1883 (3rd ed., 1901, 
pp. 7-8): ‘I have been generally careful to avoid any dogmatic statements on practical 
points. It is very rarely, if ever, that the practical economic questions xvhich arc pre 
sented to the statesman can be unhesitatingly decided bx' abstract reasoning from cle- 
nientaiy principles. For the right solution of them full and exact knoxxledge of the 
facts of the particular case is commonly required; and the difficulty of ascertaining 
these facts is often .such as to prevent the attainment of positive conclusions by any 
strictly scientific procedure. 

‘At the same time the function of economic theory in relation to such problems is 
none the less important and indispensable: since the practical conclusions of the most 
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which left little, if anything, to be desired and \^’hieh seems to have been 
accepted—in principle at least—by Marshall and his immediate followers. 

An ‘ought' that is to sa>', a precept or ad\ice, can for our jniipose be re¬ 
duced to a statement about preferenee or 'desirabilihThe rele\ant difference 
between a statement of this nature—for example, ‘it is desirable to bring about 
greater economic cqualih’—and a statement of a relation—for example, ‘the 
amount people will attempt to sa\c out of a gi\en national income depends, 
among other things, on the way in which the income is distributed'—reveals 
itself in the fact that acceptance of the latter depends exehisively on the 
logical rules of obserxation and inference, nhereas the aeeei)tance of the for¬ 
mer (the ‘\alue judgments') always requires, in addition, the aeeeplanee of 
other value judgments. This difference is of little moment when the ‘ultimate' 
\ahic judgments, to which wc are led up as we go on asking why an in¬ 
dividual c^aluates as he does, are coiiimoii to all normal men in a given cnl- 
tural environment. Thu.s, there is no harm in the physician’s contention that 
the advice he gives follows from .seicntifie iJrcmisses, because the—strietl) 
speaking extra-scientific—\aluc judgment involved is common to all normal 
men in our cultural environment: we all mean pretty much the same thing 
when wc speak of health and find it desirable to enjoy health. Ihil wc do 
not mean the same thing when wc speak of the Common Go(k 1 , simply be 
cau.se we hopelessly differ in those cultural Nisions with reference to which 
the common good has to be defined in any particular case. 

Sidgwick had his full share of the typically I'aiglish confidence in the ‘ulti¬ 
mate values' that happen to prevail in one’s own country at one’s own time. 
Therefore he recognized, beyond the frontiers of the ‘science’ of economies, 
the existence of a corresponding ‘art,’ whose propositions were precepts but 
precepts not much less enforceable than are propositions of the logico factiial 
kind. He saw, however, the real problem as lie showed by an excellent illus¬ 
tration which, slightly amplified, will serve to sum up the central jjoint in 
that controvcLsy. 

An indefinite number of impulses and considerations enter into the making 
of a protectionist or free trader. Among them are some which link up with 
a man's tastes in national styles or ideals. I'herefore no scientific argument 
can compel him to embrace or abandon protectionism.^* But his motivation 

untheoretical expert are always reached implicitly or ex]>licitly by some kind of reason 
ing from some economic principles; and if the principles or reasoning be unsound the 
conclu.sions tan only be right by accident.’ 

It should be observed that this df»es not mean either that an economist’s tonvic 
tions in the matter cannot be made the .subject of .scientific analysis or that they arc 
uninteresting. As regards the first, wc may wish to explain wliy a given individual or 
group entertains a given conviction about given economic policies. Such an analysis 
is perfectly scientific. As regards the latter, an economist’s views may reflect the atti 
tude of the stratum he hails from and thus assist us in the diagnosis of a political pat 
tern; besides, the economist in question may be sufficiently interesting as an individual 
to make it worth while to notice his political preferences. But none of tlic.se things has 
anything to do with the problem in hand. 
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may, and as a rule docs, imply also propositions about causes and effects, 
some or nil of which may come within the province of the economic analyst. 
If it should be the case, for instance, that our man is a protectionist because 
he believes ])rotection to be a remedy for unemployment, then the economist 
is within his rights if he points out tliat this is so in some eases but not 
in others and that, in this sense, the man ‘ought' not to be protectionist 
unconditionally. 11ic reader will realize that considerations of this order greatly 
reduce the practical importance of the issue so far as its purely epistemological 
as|)ect is concerned. In particular, if an economist is inspired by the t\pically 
historical sense for en\ironmcnt, he may be able to proffer—from a knowl¬ 
edge of which value judgments arc associated with a given environment—his¬ 
torically relati\e adxice without leaving the precincts of his professional com¬ 
petence. I’his goes .some way, though not the whole way, toward justifying 
economists’ value judgments. It also exjdains, in part at least, why the con¬ 
troversy on value judgments did not produce any very important results. But 
it does not alter the fact that the progress of economics—including progress 
in its practical usefulness—lias been and is being .severely impeded by econo¬ 
mists’ quasi political activities. 


[2. IIistorism] 

It is one of the major aims of this book to destroy the myth that there 
ever has been a time when economists as a body scorned research into his¬ 
torical or eoiitemporaneous fact or when economics as a whole was jMircly 
sjKCulativc or lacked its factual complement. W’hat, then, is the distinctive 
characteristic of the groiq^ that called itself the Historical School and how 
was it possible for its members to look upon its program as a new departure? 
Mvidentlv*, it would not do to include everyone who recognized that eco¬ 
nomic historv is an important .source of economic truth. Nor can w'c draw 
the line around all those who di.splaycd an extensive command of historical 
facts or a sense of the historical flux of policies and of the historical relativity 
of propositions: for this would still include l.ist and Marx and Marshall. Not 
even the actual performance of historical work is enough: there would be no 
point in a definition that includes James Mill. 

These considerations, however, point directly to what we arc looking for. 
llie basic and distinctive article of the historical .school’s methodological faith 
was that the organon of scientific economics should mainly—at first it was 
held that it should exclusively—consist in the results of. and in generaliza¬ 
tions from, historical monographs. So far as the scientific part of his vocation 
is concerned, the economist should first of all master historical technique. By 
means of this technique, which was all the scientific equipment he needed, 
he should dive into the ocean of economic history in order to investigate 
particular patterns or processes in all their live details, local and temporal, the 
flavor of which he should learn to relish. And the only kind of general knowl¬ 
edge that is attainable in the social .sciences would then slowly grow out of 
this work. This was the original core of what became known as the Historical 
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Method in economics.^ The resulting attitude and program is what economists 
of n different persuasion meant by Historism. 

Of course, the term History must be interpreted broadly so as to include 
both prehistoric and contemporaneous fact and the contributions of ethnology. 
Our way of defining the historical school no doubt tends to obliterate the fron¬ 
tier line between the historical economist and the economic historian. But this 
is no disad\antagc. For the methodological creed of the historical school may 
be summed up precisel>* in the proposition that tlic economist, considered as a 
research worker, should be primaril}* an economic historian. The work of econ¬ 
omists of the historical school in fact supplemented, and was supplemented by, 
the work of economic historians proper, a species of the historical genus that 
was by then well established and did not alwa\s welcome what it was some¬ 
times inclined to look upon as unfair competition.^ 

As thus defined, the historical school cannot be said to ha\e ever been domi¬ 
nant in any country. But in German economics it was, during tJic last two or 
three decades of the nineteenth century, b> far the most important factor of a 
purely scientific nature. This is why we are going to acquaint ourselves some¬ 
what more fully with the performance of the German historical school before 
dealing briefly with the parallel mo\emcnts in other countries. 

[laj 'ihe 'Older Historical School.] lu deference to established tradition we 
shall first notice the work of three writers. Bruno Hildebrand. W'ilhclm 
Roschcr, and Karl Knics, who arc usually mentioned together under the head¬ 
ing of Older Historical School. As a matter of fact, however, they did not 
form a school in our sense—the reader .should remember that in this book 
the term School means a definite sociological phenomenon and hence cannot 
be used at will for any group of writers we may clioose to select—and their 
relation to economic history was neither uniform nor very different from that 
of a host of other economists of all ages. Hildebrand was an active man of 
many merits who, by program and performance, emphasized the evolutionary 

^ It will be seen that this meaning of historical method outlined above has nothing 
to do with other meanings of the .same term, such as the sum total of the historian’s 
techniques or a genetic method of presentation. 

“ Nobody can fail to notice the trade union a.spcct of that antagonism. But there 
was also a more presentable reason for the lio.stility of some economic and—because 
historical economists occasionally went beyond anything that can be called economic 
history—-other historians. Economists, Schmoller’s pupils in particular, did not always 
take much trouble about acquiring the historian’s equipment, and their work in fact 
failed sometimes to meet the historian’s professional standards. Indictments of this 
kind were even leveled at Schmollcr himself. 

However that may be, for us the fact, which our definition took into account, vi/.., 
that there is really no dividing line, .spells a considerable difficulty. We cannot include 
the historical literature of the period, yet we really ought to do so. Any histor\' of 
economics in the wnde sense sponsored by the historical school would be woefully in 
complete if it did not mention such men as Georg von Below, Alphons Dopsch, or 
Sir Henry Maine and many others, w'ho contributed to our knowledge of the economic 
and social institutions and processes of the Middle Ages more than economists ever 
did, but 1 must draw the line somewhere. 
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character of economic civilization—without renouncing belief in 'natural laws’ 
however—and the basic importance of historical material more than did the 
majorih’ of his contemporaries. Roschcr was the incarnation of professorial 
learning, mainly of a philosophico-historical nature, and must indeed be men¬ 
tioned both on account of his scholarly labors in the field of the history of 
economic thought and as a leading figure on the stage of academic economics. 
On that stage he conscientiously retailed, in ponderous tomes and in lifeless 
lectures, the orthodox—mainly Kiiglish—doctrine of his time, simply illus¬ 
trated by historical fact. Howc\er, this does not make a historical economist in 
the ternrs distinctive sense. Nor does talk about ‘historical laws’ or approval 
of Mangoldt’s epigram that economics is ‘the philosophy of economic history’ 
—cspccialb’ if, for the rest, one theorizes exaeth’ as do other people. Knics 
was the most eminent of the three. But his main performance was in the field 
of money and credit, where he made his mark as a theorist. Mis only connec¬ 
tion with the historical school consists in a i^rogrammatie book, in which he 
stressed the historical relativity not only of policies but also of doctrines and 
which owes to commendation, by gcimineh historical economists, a promi¬ 
nence it does not quite deserve.-* 

|(b) 1 he 'Younger Historical School.] 'fhe new departure, the distinctive re¬ 
search program, and the emergence of a genuine school must in fairness be 
associated with the name of Gustav von Schmoller * (18^8-1017). In a sketch 
as short as this, we must concentrate on his work and leadership, lire second- 
line leaders—whom the same fairness demands we must resolutely label as 
such—Brentano, Biichcr, Held, and Knapj), we can onl>’ mention below."' And 
the work of less prominent men must be jiasscd by entirely. 

Sehinoller led the school—the Younger Historical School as it came to be 
called—by exami)le as well as by word. In his early days he irroduccd a mono¬ 
graph on the clothiers’ and weavers’ craft of Strassbuig, which, not othcrw^isc 
particularly distinguished, acquired imj)ortancc in its programmatic setting and 

\Dic politiscJie Okonomic roin Standpunkte dcr gcschichtlichen Methodc (1853; en¬ 
larged ed. 1883). Knics is discussed in clis. 3 and 8 below.! 

* Of his writings on method, it will sufiice to mention the collections: Zur Literatur’ 
geschichie der Staats- und Sozialwisscnsvhufien (iS8S), and Crimdfragen dcr Sozialpoli- 
tik uiid yolkswiTtschaftslehrv (1S97; in the latter, e.specially the im]K)rtant address on 
‘Changing I’lieories and l'’stabli.shed rriiths in the I’icld of the Social Sciences’); and 
the last edition of his article ‘X’olk.swirtschaft und \'olkswirtsc‘haftslchrc* in the German 
Kncycloixiedia (llandwbrterhuch dcr Staatswisscnschaficn\, which renders his ripest 
thought on tlie subject, I take this oppoitimity to add that Schmoller brought to bear 
on his task of leadership not only energr', fighting spirit, and a tremendous capacity for 
work, but also considerable strategic and organizing ability. Among other things, he 
founded a periodical—which became knowm as Sehinoller s Jahrhuch —and edited a 
scries of monographs—the Forschimgen —which .sened the cause and provided facilities 
for the publication of the school’s work. He was a typical ‘scholarch.’ 

[.See also long article by J. A. S., ‘Chustav v. Sehinoller und die Probleme von hciite,’ 
Schmoller s Jahrhuch, vol. i., 1926, pp. 337-88.] 

[The note planned on these men was not written but Brentano, Held, and Knapp 
are mentioned elsewhere.] 
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became the model of the uork of a host of pupils and of follo\\’crs who were 
not pupils. His concern with historic work, however, went much further than 
that instance would suggest. He also did n'ork not usiialh' done by anyone who 
is not a professed historian; for instance, he took a leading part in the great 
edition of documents relating to the history of the public administration of 
Prussia, and always spoke of this achievement with loving i)ridc. 'riins, though 
historical work done by economists was not in itself a novelty, it was then 
undertaken on an unprecedented scale and in a new spirit. 1'o those critics 
who felt that the thing was being overdone—and who s]>oke of Historism in a 
derogatory sense—it can fairly be replied, first, that all human achievement is 
of necessity’ one-sided, and, second, that in sjnte of all that was accomplished 
it is impossible to indicate a single field—at least I cannot indicate one—in 
which the work of the period went as far as we could wish. 

Much of this work was no doubt rather i)cdcstrian.'‘’ But the sum total of it 
meant a tremendous advance in accuracy of knowledge about the social process. 
It must suffice to list the main headings: economic (especially fiscal) policy and 
administration; the class structure of socict>'; medieval and later forms of in- 
dustr\', especially of craft guilds and inerehant guilds; the growth, functions, 
and structures of cities; the exoliition of individual industries; of bank credit; 
and (one of the finest pieces of Schmoller*s work) of go\ernment and private 
enterprise. 

Schmoller’s own circle did not do much in the field of agriculture. But it 
was sedulously cultivated by others and produced some of the best work of 
historical economics; the outstanding names arc llanssen, Meitzen, and 
Knapp. ^ 

® The following fact w'ill be appreciated by admirers of I Icnrik Ibsen’s stupendous 
ability to delineate his characters by a few traits pregnant with significance. In his 
Hedda Gabler^ Ibsen wishes to create, as quickly as possi])lc, the iinpiession that one 
of the two male characters, Hedda's husband, is a thoroughly mediocre academic 
drudge, not to say a dunce. And what is the first thing about him that Ibsen conveys 
to readers or audiences? That Dr. Tessman has just com])letcd a work on the linen 
industry of Brabant in the sixteenth ceiiturs-! This no doubt was done by a layman 
for laymen. But still . . . 

" Georg Hanssen's (1809-94) work—it will be enough to mention his Agrarhis- 
torischc Ahhandlungen (i SSo 84)—and teaching (in Gfittingcn) were methodologically 
original in two respects: on the one hand, he taught his many pupils to start, in re 
constructing agrarian history, from the conditions the>- had before their eyes, and thus 
brought out the analytic or cxidanatory value of past conditions with a liveliness and 
force all his own; on the other hand, he opened up a new source of material—maps and 
other topographical documents, reflecting the earlier forms of peasant holdings and 
casting nc^ light on tlie structure of the manorial economy. 

Tliis material was fully exploited by August Meitzen (1822-1910), who brought the 
experience of the statistician to bear upon the task. 11 is Sicdelurig und Agrarwesen der 
'Westgenmnen und Ostgermanen, der Kellen, Romer, I'inncn und Slawen (1895) 
in the first instance, an attempt to depict and compare the ways in which those peoples 
settled on their land, built tlieir villages, and planned their economy. But for our pur¬ 
pose still more important are the analytic uses made of the results of this monumental 
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Before we glance at some attempts at synthesis, it is necessary to insist on 
certain features of this work that have not always received the attention they 
deserve. 

First, we have noticed that Sehmollcr himself and most of his pupils threw 
themselves into tlie fight for social reform, asserting their personal \alue judg- 
incnts with the utmost vigor.** This has obliterated the fact that tlieir scientific 
credo was extremely critical of value judgments and of the practice of econo¬ 
mists to identify themselves with ])olitical parties and to recommend measures. 
One of Sclimoller’s objections to what he called ‘Smithiaiiism' was precisely 
that these Smithians were so bent on producing political 'recipes.' In part, no 
doubt, lie took tin’s stand because lie did not like the particular recipes that 
were jiroffered by economic liberalism. But this was not all of it. Beyond his 
allegiance to different principles of economic policy there was the respect for 
the economic fact and the will to let it speak for itself. 

Second, the same truh' scientific spirit of criticism made the school look 
askance at the broad generalizations that arc in the nature of philosophies of 
history. Sehmollcr realized, of course, the inevitabilitx of theories in the sense 
of explanatory hypotheses, and he was less cautious in framing them than it 
is usual for professional historians to be. But he stopped far short of any at- 
temjU at reducing the whole historical process to the action of one or two 
factors. A single hypothesis of the Comtc-Bucklc-Marx kind he did not even 
visualize as an ultimate goal—the very idea of a simple theory of historical 
exolution seemed to him a mistaken one, in fact unscientific. 

Ibis point is essential in order to understand his scheme of thought and in 
jjarticular in order to distinguisli it from all those schemes that have nothing 

I)iae of icsoarcli. Meitzen tried to infer from them the early geographical distributions 
of those peoples, tlieir iigriciiltiiral technique, their customs, and their racial descent; 
and wntnred into bold theories, that did not remain unchallenged, about the factors 
that siiapcd their social organization. 

C'.eorg Friedrich Knapp (1S42 igib) stayed in this field—which has nothing to do 
with the two others in which he also left liis mark—for about fifteen years, during 
which he pifidnced tw'o masterpieces—‘classics’ in the eulogistic sense of the w'ord— 
Die Baticrjihefrewji^ uml dcr Vrsprtm^ der iMndarbeiter (18S7) and Grundherrschaft 
uml Rittersiut (1897), which describe the nietamorphosis of the German agrarian w’orld 
that occurred at the threshold of the capitalist era and was both the consequence of, 
and a potent factor in sha])ing. the social evolution of Germany. Knap]>*s analysis has 
not only created the standard pattern for quite a literature, but its main results have 
passed into the common stream of economic teaching. U is a pity that it is impossible 
to convey in a sketch like this what might be tcmied the general message of a per* 
forinance of this kind. Knapp’s marvelous equilibrium of comprehensive vision and 
detailed research, for in.stance, is something that can be felt and, by being felt, even 
learned frfun him. but it cannot be described in a few sentences. It stands to reason 
that a man. so long as he is engaged in w'ork of this kind, would rarely if ever feel 
the need of theoretical training, lack of wliich w^as bound to prove a serious handicap 
in the field of money. 

" ff. A. S. apparently intended to go into this subject at greater length in the early 
pages of section 1 of this chapter but did not do so.] 
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in common with his except the reference to history, which, as has been stated 
above, is too general to ])e of use. For instance, the view that history is our 
source of facts might be called Conitist. But Comte turned to this source 
(or told us to do so) in order to discover—by a procedure whieh he believed 
to be the same as that used in the phxsical sciences—‘historical laws.* Schinol- 
ler’s .scientific intent was quite diflFercnt. h'or him, Comte’s suggestion was the 
ver\ incarnation of the ‘naturalist error’ and Comtist historical laws were shams. 
In fact there is no trace whatexer of Conitist influence in his work. 'Ihis .should 
be clear from our .sketch of it and of the program behind it. And it should 
also be clear that the roots of both the work done and of the program are to 
be found cxclusiNcly in the Gcniian past: the high level of historiography; the 
widespread respect for the historical fact; the low level of theoretical econom¬ 
ics: the lack of re.spcct for its values; the supreme importance attributed to the 
state; the small importance attributed to ever\thing else—these points indi¬ 
vidualize the school and they were all of them hpically Cerman, in their 
strengths as well as in their weakne.sses. 

Third, Schmollcr always protested against an ‘isolating’ anahsis of economic 
phenomena—he and his followers spoke of a ‘method of isolation’—and held 
that we lose their essence as soon as we i.solate them. This view, of eoiir.se, 
was simidy the consequence of his re.sol\c to feed economics exclusively on 
historical monographs. I'or their materials as well as their results are ob¬ 
viously refractory to any attempt at isolating—in most cases, in fact, thc\' be¬ 
come meaningless if isolated. Though perfectly understandable—and, for all 
economists who ha\e no bent for ‘theory/ perfectly aceei^table—this conse¬ 
quence indicates a limitation of the scope of economic anahsis of the Schmol- 
Icrian hpe to which corrc.sponds an almost illimitcd extension of its subject 
matter. Nothing in the social cosmos or chaos is really outside of Schmollerian 
economics. In principle, if not quite in practice, the Schmollerian economist 
was in fact a historically minded sociologist in the latter tern/s widest mean¬ 
ing. On this lc\cl, specialization would indeed impose it.self again if decent 
work is to be turned out. But the divisions would be enforced by the material 
and would be of the .same kind as those that must exist between medievalists 
and, say, Romanists. 

This is the scientific meaning of the label that Schmollcr affixed to his 
school. He did not call it historical simph', but historico-cthical. The label 
also carried a different meaning—^it was to express protest against the wholly 
imaginary advocac}* of the hunt for private profit of which the h'mglish ‘classics* 
were supposed to have been guilty. But bclow' this surface meaning, which 
no doubt ser\cd well enough with the public, there was one that was less 
suggestive of sale.smanship: the school profe.s.scd to study cdl the facets of an 
economic phenomenon; hence all the facets of economic behavior and not 
merely the economic logic of it; hence the whole of hiiinan motivations as 
historically displayed, the specifically economic ones not more than the rest 
for which the term ‘ethical* w^as made to serve, presumably because it seems 
to stress hyperindividual components. 

Fourth, it is of course a delusion to hope that the results of monographic 
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historical research will weld into ‘general economics’ merely by being co-ordi¬ 
nated and without the aid of mental operations other than those that pro¬ 
duced the monograi>hs. But we must not overlook that, though such research 
plus a co-ordinating study of its results will never produce articulate theorems, 
they may produce, in a mind appropriately* conditioned, something else that is 
much more valuable. I’hcy may exude a subtle message, convey an intimate 
understanding of social or of specifically economic processes, a sense of his¬ 
torical perspccti\c or, if you prefer, of the organic coherence of things, which 
is extremely difficult, perhaps impossible, to formulate. Perhaps the analogy 
with a physician’s clinical experience—or part of it—will prove more helpful 
than misleading. 

These considerations will go a long way toward clarifying the possibilities of 
synthesis that were within the reach of the Sclnnoller school. 'J’hc most ob- 
sious one is of course a comprehensive economic history; and the outstanding 
example, for the German Middle Ages, is Inama-Sternegg’s Deutsche Wirf- 
schaftsiicschichte 11879-1903 ).*’ But Schmollcr himself visualized a different 
possibility. \Micn the shadows lengthened, he endeavored to take stock of 
what he and his groups had achieved or intended and to show the world what 
a systematic treatise of the historical school would look like. An ‘Outline’ 
(Griindriss) of two volumes was the result. But by that time he had si¬ 
lently unlearned the lessons of extreme ‘historism.’ Into a framework that did 
not dejiart fundanientally from oldest tradition, he fitted the rich materials 
of social history, gi\ing for every type or institution a sketch (in some cases, a 
masterly sketch) of its historical evolution on the lines of his personal theory 
of it—in the chapter on social classes, for instance, historical and ethnological 
material is arranged around a division-of-labor theory of the phenomenon. Of 
course he had to use a conceptual apparatus, and occasionally to reason in the 
same way as do economic theorists, traditionally so-called. He theorized w'cakly 
—so weakly in fact that his theory (in this sense) is not c\en thoroughly bad— 
but he displayed no reluctance to do so. In matters of \aluc and price Schmol- 
ler in fact adopted, or meant to adopt, the teaching of C^arl Menger. I am 
tempted to sum up by saying: think of J. S. Mill’s treatise; imagine another 
that bestows as much emphasis and competence on the institutional aspects as 

"Karl 'I'lieodor von Inaina Sternegg (iS4^-iqoS) was an economist and statistician 
who, in the later part of his career, acquired international rciJutatioii by his work at 
the head of the Austrian statistical service (we should say Statistical Board) and by his 
sinniltancons activity as a teacher who powerfully influenced a generation of statisti¬ 
cians and economists. But the illustrative value of the scientific career of this eminent 
man is in the fact that his own personal research was purely historical. Me edited his¬ 
torical documents. Me pnbli.shcd two puiely historical monographs in which he ex¬ 
pounded the so called Manorial I’hcory, i.e. the theory that the organization of the 
manor was the primary’ factor in shaping iiiarkcts. towns, and industrial life in the 
dawn of capitalism. I’he hi.story mentioned in our text was the result of his way of 
synthcsi7.ing. and it is this synthesis by an economist which is significant here: it did 
not differ in principle from a professional historian’s idea of a synthesis. 

Grundriss der allgemeinen Volkswirtschaftslehre (1900-1904). 
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Mill bestowed upon theory in the traditional sense, and reduee eorrcspondingly 
the space and thought allotted to the latter; and you ha\e Schnioller's Grund- 
riss, barring of course politieo-philosopliical backgrounds, which do not con¬ 
cern us here. 

[(c) The Methodemtreit.] Thus, the leader had sheathed the sw(»rd. More 
important still, the flood of ‘historism’ had begun to ebb and a feeling of 
neighborly tolerance had begun to prevail all round. Coinfortabl>- assured of 
the siirvixal of both parties, \\v may therefore turn back for a nioincnt to con¬ 
sider the famous clash between theoretical and historical eeonoinists that lias 
come down to posterity as the Battle of Methods iMcthodcnstreit). The main 
facts were these. W hen iiistorism* was nearing high tide, Carl Mcngcr, in 
i 8S;5, published a book on methodology “ that dealt on a broad front with 
the fiindainental problems of procedure in the social sciences l)ut was \ery ob¬ 
viously intended to vindicate the rights of theoretical analysis and to put the 
Sehrnollcr school in its place—and a ver\’ secondar\- place it was! Sehinoller 
reviewed the book unfa\orably in his Jalirbiich, and Mcngcr replied in a 
pamphlet entitled the Errors of Historism,^'^ which fairly steamed with wrath 
and of course elicited rebuttal. This not only created a lot of bad feeling but 
also set running a stream of literature, both of which took decades to subside. 
In spite of some contributions toward clarification of logical backgrounds, tlie 
history of this literature is substantially a history of wasted energies, which 
could have been put to better use. 

Since there cannot be any serious question cither about the basic impor¬ 
tance of historical research in a science that deals with a historical process or 
about the necessity of developing a set of analytic t<K)ls by which to handle 
tlic material, the controversy, like all such controversies, might well seem to 
us to ha\c been wholh’ pointless. This impression is strengthened by the sur¬ 
prising fact, which stands out clearly enough if one cares to look below the 
ruffled surface of polemical arguments and slogans, that neither party realb 
did question its opponent's position outright. The quarrel was about prcec- 
dence and relative importance and might have been settled by allowing e\er\ 
type of work to find the place to which its weight entitled it. The reasons wh\-, 
^or a time, neither party felt able to adopt this standpoint are important 

Vntersuchungen iiber die Methode der Sociabdsscmchdftcn iind dcr Pvliiischen 
t')kon()mie insbesondere. Since our interest in methodology per se is but a limited one, 
justice cannot be done here to this book, which is no doubt one of the significant per¬ 
formances in its field although, so far as logical fundaments are concerned, it hardly 
goes beyond Mill’s Logic. I take the opportunity to refer readers interested in method 
ology to Professor helix Kaufmaim’s excellent treatise, Wethodenlehre der Soziatwissen 
schaften (1936); [Liiglisli trans., MethodoUigy of the Social Sciences, 1944]. 

A little later, substantially the same ground was taken by Menger’s followers 
headed by Bohm-Bawerk (‘The Historical vs. the Deductive Method in Political luon 
omy,’ Annals of the American Academy of Political and Social Science, 1S90) and by 
German theorists w'ho w'cre not followers but opponents of Menger’s theoretical teach¬ 
ing, especially H. Dictzcl (‘Beitrage zur Methodik der Wirtschaftswisscnschaftcii,’ Jahr 
biicher fiir Nationalokonomie, 1884, and other publications). 

Die Irrthumer des Historismus in der deutschen Nationalbkonomie (18S4). 
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enough for the sociology and liistory of science—of any science—to require ex¬ 
plicit statement. 

Tlic first thing to be observed about all controversies between scientific 
parties is the large amount of mutual misunderstanding that enters into 
them. I’his element is not absent even in the most advanced sciences where 
homogeneous training, habits of exact statement, and a high level of general 
competence could be expected to exclude it. But where, as in economics, con¬ 
ditions in all these respects arc immensely less fa\’orable than they arc in 
mathematics or ph> sics, men frequently have but an inadecpiate notion of what 
the other fellow' really worries about. Hence a great part of the fighting is 
directed against positions which are indeed hostile fortresses in the imagina¬ 
tion of the warrior but which on inspection turn out to be harmless windmills. 

Secondly, this situation is made w'orse by the fact that methodological 
clashes often are clashes of temperaments and of intellectual bents. This was 
so in our case. There are such things as liistorieal and theoretical tempera¬ 
ments. 1Tiat is to say, there are h pes of mind that take delight in all the colors 
of historical processes and of individual cultural patterns. There are other 
types tjiat prefer a neat theorem to everything else. We have use for both. 
But they are not made to appreciate one another. 'I'hcre is a parallel for this 
in the physical sciences; experimenters and theorists arc not alwa\'s the best of 
friends. But again, things will be more difficult where neither party can boast 
of spectacular successes that conciliate and impress. Moreover, c\er\' decent 
workman loves his work. And this alone, for some of us, implies di.slikc for 
other ‘methods’ in a perfectly irrational and impulsive w’ay. 

Third, we must never forget that genuine schools are sociological realities— 
living beings. 7 ’hcy have their structures—relations between leaders and fol¬ 
lowers—their flags, their battle cries, their moods, their all-too-human inter¬ 
ests. Their antagonisms come within the general sociology of group antag¬ 
onisms and of party warfare. Victory and conquest, defeat and loss of ground, 
arc in themselves values for such schools and part of their very existence, 'riicy 
w'ill try to appropriate labels that arc considered honorific—in our case, both 
parties laid claim to such epithets as ‘empiric,’ ‘realistic,’ ‘modern,’ ‘exact’— 
and to affix derogatory labels—‘speculative,’ ‘futile,’ ‘subordinate’—to the work 
of the enemy. These labels may mean little or nothing in themselves, but they 
acquire a life of their own and in turn keep controversy alive. All this gives 
scope to personal vanities, interests, and propensities to fight that may, as 
they do in national and international politics, count for more than any real 
i.ssues—in fact to the point of obliterating the real issues. 

1 (d) The ^Youn^esf Historical School: Spiethoff, Sombarf, and M. Weber.] 
The controversy petered out as all controversies of this tvpc do and the /.cal 
for the historical monograph returned to normal. But the work of the Schmol- 
Icr school was carried on under the leadership of new men who hailed from 
Schmoller; had experienced the influence of his message in their .formative 
years; and, though they differed from him and from one another in aims, 
methods of research, and performance, remained faithful to the fundamental 
principles he had been foremost in asserting. Wc might almost speak of a 
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‘youngest' historical school. By far the most eminent members of it are Spiet- 
hoff, Sombart and M. W^cber.^^ 

So far as technical training is concerned, Spiethoff is no historian at all. But 
Schmoller's fundamental precepts came into his approach to a problem in 
this wa> : at the beginning of each of his great research projects mentioned 
above stood a simple conceptual apparatus, constructed with care but with a 
view to adequacy for the particular investigation rather than with a view to 
refinement per sc; with this apparatus and a provisional analytic idea or hy¬ 
pothesis, he attacked in detail selected sets of facts that the apparatus and the 
idea indicated as rclc\ant, sometimes going so far as to analyze the economics 
of an individual apartment house or of a particular firm; finally, he described 
the general features of the pattern that emerged without the help of any 
elaborate method, and these general features, properly adapted to the questions 
to be answered, were his ‘theoreticar results. I daresay that the reader is not 

For the sake of convenience I mention them here, although their woik, and still 
more their influence, belongs in part to the next period. 

Tlic international reputation of Arthur Spiethoff—for a long time assistant to 
Schmollcr (and also for a long time de facto editor of the latter's cjuarterly journal, the 
Jahrbuchf before Spiethoff edited it under his own name), later on professor in Bonn— 
rests upon his outstanding pcrfonnance in the field of business cycle research. Neglect¬ 
ing earlier papers of a purely theoretical nature on this and cognate subjects, capital 
theor>‘ in particular, we shall content ourselves with mentioning the article ‘Krisen’ in 
the 4th eel. of the Handworterbuch der Staatsmssenschaften (vol. vi, 1925). which 
presents in a compres.sed form what really amounts to an extensixe treatise. Ilis highly 
interesting scientific credo —recognition of a large number of historical ‘styles’ of eco 
nomic life, each requiring its own theors' in addition to a common fund of concepts 
and propositions belonging to ‘timeless theory*—is contained in his ijaper 'Die All- 
gemeine Volkswirtschaftslehrc als geschichtlichc Tlieoric: die Wirtschaftsstile’ in 
Schmollers Jahrbuch, 1932. Far removed from Schmoller’s position, Spicthoff’s will 
nevertheless bear intennetation as a development of it in a particular direction. His 
method of approach characterized in the text is illustrated in his book Boden und 
Wohnung . . . (1934), an inquiry into the pricing of dwelling room and the rent of 
urban land, and by two series of publications by his pupils which he edited and the 
preparation of which he supervised WM'th the minutest care: tlie Bomier Stddteunter- 
suchungen and the Beit rage ziir Erforschung der wirtschaftlichen \^'echsellagen (Con¬ 
tributions to the Study of Business Cycles). 

[While J. A. S. taught at Bonn (1925-32), he came to know Spiethoff both as a 
valued colleague and as a firm friend. After the death of J. A. S., Spiethoff together 
with Erich Schneider arranged for the publication in Germany (and edited) a collec¬ 
tion of many of the earlier articles and essays of J. A. S. The first of three volumes 
will appear in 1952.] 

As a man and as a scholar, Werner Sombart (1863 1941) was in every respect the 
opposite of Spiethoff. The difference between the fame of the tw'o men—not only with 
the public at large—provides food for thought on the subject of the .sociology' of sci 
ence. The only work of his that need be mentioned here, his Modem Capitalism (Der 
Modeme Kapitalismus, 1902, 2nd cd., much enlarged, 1916-27) shocked professional 
historians by its often unsubstantial brilliance. They failed to see in it anything that 
they would call real research—the material of the book is in fact wholly second-hand— 
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much impressed with the novelty of this procedure, which may seem to him 
nothing but obvious common sense. But it was new in its neatness, the crystal- 
clear distinction of the steps, and the equal attention bestowed on all of them 
—in the success with which Spicthoff did not clamor for, but actually dc\cl- 
oped, ‘realistic theories’ of a certain hpe. It should be observed that, though 
a man of wide cultural interests, be remained a research worker strictly within 
the traditional boundaries of economics. He did not care to merge economics 
into an all-embracing sociology. In this respect he did not follow Schmoller’s 
example. 

But Sombart did; and, throwing aside all qualms about the limits of profes¬ 
sional competence, even out-Schinollcrcd Schmoller. His Modern Capitalism — 
which title really cox'crs a much wider area—represents a third type of his¬ 
torical-school synthesis, to be distinguished alike from the general economic 

and they entered protests against its many carelessnesses. Yet it was in a sense a peak 
achievement of the historical school, and highly stimulating even in its errors. 

Max ^^'ebc^ (1S64 1920) was one of the most powerful personalities that ever en¬ 
tered the .scene of academic science. Hie profound influence of his leadcrshii^—in 
large measure due to a chivalrous ardor for doing the right thing that sometimes verged 
upon tlic quixotic—upon colleagues and students was something quite outside of his 
performance as a scholar, yet was a vitalizing force (milieu-creating rather than school 
creating) which it was impossible not to mention. Some earlier researches of his, such 
as his liomische Agrar^eschichte (1891) can be passed by with the comment that, un¬ 
like Sombart, he did some historical rc.search in the profesjiional’s sense. 'Ihe few sen¬ 
tences of the text to which I must unfortunately confine myself in dealing with the 
purely analytic aspects of a monumental achievement will be adequately substantiated 
by reference to the following works: (1) The Protestant Ethic and the Spirit of Capi¬ 
talism (appeared in C*crman as *Dic protcstantischc Ethik iind der “Geist” des Kapi 
talisiniis* in Archiv fur Sozialwissenschaft und Sozialpolitik, 1904-5; republ. in Gesam- 
melte Aufsiitze zur Religiomsoziolof^ie; English trans. by T. Parsons, 1930). Hiis is the 
work that advanced the famous theory, so full of far-reaching implications, that the 
religious revolution from which Protestantism emerged was the dominant factor in 
the molding of the capitalist mind and thus of capitalism itself. It attracted much 
more attention than the studies in the sociology' of the great religions that followed 
(in later volumes of the Archiv) and gave rise to a controversy in which sociologists of 
all countries took part. (2) 'Roscher und Knies und die logischen Problerne der his- 
torischen Nationalokonomie,* SchmoUers Jahrbuch, 1903-5, the most important of his 
many ‘methodologicar studies. (3) General Economic History, the report of a course 
given at the University of Munich a year before his death, and compiled mainly from 
students' noteliooks; English translation by no less an authority than Frank H. Knight. 
(4) Economy and Society (Wirtschaft und Gesellschaft), a part of the Grundriss der 
Sozialokonomik (a work of many volumes by many authors which began to appear in 
1914) which W'eber initiated and edited and which, though it can only be mentioned 
in passing, is an important landmark on the road of German economics. (5) Adaptation 
and Selection in the Labor Force (an investigation of the Verein fiir Sozialpolitik sug¬ 
gested and led by him; only fragments have appeared in the Verein's Schriften), which 
I mention merely as an example of the freshness and originality of his ideas and as an 
illustration of a type of problem that readily occurred to him. This example also will 
come in usefully when we discuss American Institutionalism. 
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history t>*pe and from the type of Schinoller’s Grundriss, It is a vision of the 
historical process that has an artistic quality and is drawn into the sphere of 
science by being nourished with historical fact and exj^ressed hy means of a 
primitive analytic scheme. It is histoire raisonnee, with the accent on the rea¬ 
soning, and systematized Iiistorv with the accent on system in the sense of a 
succession of frescoes of social states. The kind of liistorical theory that emerges 
is best illustrated by Sombart's theory’—though it is traceable to Marx and 
though he abandoned it in the second edition—of the early accumulation of 
industrial capital from the rent of land; they arc explanatory hypotheses sug¬ 
gested by facts. However, his theories arc not exclusively or even ])rimarily eco¬ 
nomic. An attempt such as his defies departmentalization. All factors operative 
in tlie totality of the historical process do come in and must come in; wars 
and Jews enter pari passu with saving or gold discoveries. And this is quite all 
right so long as we remember (a) that such comprehensiveness is the privilege 
of just that one type of scientific endeavor; (b) that this type cannot live ex¬ 
cept on the food provided by other types of work if it is not to degcnciatc 
into irresponsible dilettantism; and (c) tliat Sornbartian success depends on a 
combination of personal qualities not usually found together in the requisite 
intensity and cannot be had by wishing for it—which it is just as well to em¬ 
phasize in view of the w’ide international apjx'al of Soinbart’s work. 

Sombart's ‘methodologicar pronouncements followed fashions too closely to 
be interesting. At first he was duly contemptuous of those who ‘drilled Robin¬ 
son Crusoe' (see below, ch. 6, sec. 1, n. 2). \\'hcn the wind changed he was 
anxious to be recognized as a theorist and took credit for having used, in 
spots, the ‘deductive method.' Considering the relation of his work to Amer¬ 
ican institutionalism this change of front is iiniwrtant to remember. Much 
more important is it however, to note the .same absence of hostility to cco 
nomic theory (in the narrow sense of the termj in M. W eber, whose views on 
the nature of the logical processes in the social sciences were much more 
sigTiificant.^’ 

W^cber did not confine himself to mere professions of methodological faith 
couched in general phrases. He really went into the matter and analyzed the 
forms of thought actually used v^ithin his range of comprehension, that is 
mainly those used by historical economists and sociologists. And he emerged 
from gigantic labors with a definite and positive doctrine. This doctrine turns 
on two concepts: the Ideal Type and the Meant Meaning. In the social .sci¬ 
ences, he held, we perform operations of a kind entirely h^rcign to the physical 
sciences. In the pliysical sciences explanation never means more than dc.scrip- 
tion. In the social sciences explanation involves the understanding of ‘cul¬ 
tural contents,' the interpretation of Meanings; hence the term Interpretative 
Sociology {Verstehende Soziologie). There is no sense in asking what the fall- 

In w'orking his way toward his methodology, M. Weber availed himself (not al¬ 
ways to advantage) of such help as he thought he could derive from contemporaneous 
philosophic work. In particular, the influcnc*e of Rickert's and also of Windelband’s 
teaching is occasionally very noticeable. 
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ing stone is about beyond stating the law of its fall. But there is sense in ask¬ 
ing what a eoiisuining household is about. In order to make headway with the 
analysis of the latter—and of all social jAenomena—the obsen^cr must under¬ 
stand his subject of research in a sense in which he cannot and need not under¬ 
stand the falling stone. For this purpose he must create types which, though 
not necessarily pure like the economic man, are abstractions in that they pos- 
.scss only essential and lack non-essential properties: they arc logical ideals. 
And w'C try to get at an understanding of what such a type does, feels, says, 
by asking not what his actions, feelings, utterances mean to us, the observers, 
but what they mean to the type under research or, to put the same thing into 
difFerent words, we try to unearth the meanings that the t\pes intend to at¬ 
tach to themselves and their behavior. If this conveys something to the reader, 
then he will realize that this theor>- of the logic of the social sciences—vvhat- 
c\er its merits or limitations and its sources in professional philosophy—is 
quite neutral as between the various kinds of analytic activih-. In particular, 
economic theory in the traditional sense is not ruled out. And it makes precious 
little difFcrencc to the practical work of a theorist whether Mr. Methodologist 
tells him that in investigating the conditions of a profit maximum he is in¬ 
vestigating ‘meant meanings* of an ‘ideal type* or that he is Imnting for ‘laws’ 
or ‘theorems.’ As a matter of fact, in the epoch of his ripest thought, M. 
\\’ebcr was not unwilling to declare that, so far as his almost complete igno¬ 
rance of it enabled him to judge, he saw no objection of principle to what eco¬ 
nomic theorists actually did, thougli he disagreed with them on what they 
thought they were doing, that is, on the epistemological interpretation of 
their procedure.*® 

Indeed, he was not really an economist at all. In an atmosphere not dis¬ 
turbed by professional cross-currents, it would be the obvious thing to label 
him a sociologist. TTis work and teaching had much to do with the emergence 
of I'.conomic Sociology in the sense of an analvsis of economic institutions, the 
recognition of which as a distinct field clarifies so many ‘methodologicar issues. 

So far we have been dealing with a .specifically German phenomenon that 
grew out of specifically German roots and displaved hpically German strengtlis 
and wcaknes.ses. Of course, some of the factors that account for the rise of 
the German historical school were ubiquitous. Moreover, in every country 
tliere were other factors that favored parallel movements—Comtisni was one 
of the most imiJortant of these. Finally, the work of the German school was 
far too important to remain without influence on the course of things in other 
countries. Nev'crtlu.less, it is important to realize that these parallel move¬ 
ments, though similar, were yet essentially different; that thev owed less to 

*® It was with tliis motivation that he invited two strong partisans of economic theorv*, 
in the Marshallian sense, to write the 'theory* and the sketch of the histor>' of doc¬ 
trines and methods for hi.s Grundriss der Sozialokonomik. .\g:iin, this is relevant in 
view of the fact that he is soinctinies invoked as a champion of institutional eco 
nomics. ['I’he two strong partisans of ‘theorv^* were Joseph A. Schumpeter and Friedrich 
von Wicser. I hc sketch of the histor>' of doctrines and methods was the Epochen der 
Dogmen- und Meihodengcschichte of which this History is, in a sense, an outgrowth.] 
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the German example than one might be tempted to suppose; and that, with 
the possible exeeption of American Institutionalism, none of them was strong 
enough to cause a break in traditions and to redirect research, partly because 
that tradition was stronger and more ably defended. 

In Italy, the German dcxelopment was sympathetically noticed by some, as 
was the German Sozialpolitik. But neither influence availed to upset the exist¬ 
ing patterns. Italian economics had ahw’S been strong on the ‘faetuar side 
and continued to be so. Nobody seems to ha\c thought of fighting over it. 
Although some leaders—such as Einaudi—did some or most of their work in 
the field of economic history, it would hardly occur to ainone to speak of an 
Italian historical school in the sense of a distinct .scientific party. 

The same holds true for h’rancc. TTic great tradition of Ereuch historiogra¬ 
phy continued, of course, and, following the interests of the times, economic 
history received additional attention. Some economists did historical work. I 
shall mention only Le\asscur.^’ Later on some work was done on lines sug- 
gcsti\e of those of Sombart, for example, by Henry Sec. And those brilliant 
historians or historical sociologists, like Ilippolyte 'l aine or Alexis de 'roeque- 
^’illc before him, whose works have become ‘required reading’ for an\- culti¬ 
vated person, painted to a considerable extent in economic colors. Nothing of 
this spelled any new departure for professional economics.^^ But Simiaiid’s 
work and methodological creed did. T hough he owed nothing to German in¬ 
fluence—if his work had an\' source in the past, that source was Comte—his 
views of traditional theory, which his iheorie experimentale was to reijlace. 
and his arguments against it (speculative castles in the air and so on) were 
pretty much those of Schmollcr. Only, no group has as yet rallied to his 
standard.^® 

’"Pierre Pmile Levasseiir’s (TS28-1911) most important work was: llistoire des 
classes ouxrieres en V'ranee depuis la conquete dc Jules Cesar jusqua la Revolution 
(1859) and Histoire des classes oiirrieres en France depuis 17S9 jusqud nos jours (1867; 
the second editions of both works add the words et dc Vindustries But it did not 
occur to him to secede—on methodological or any other grounds—from the group 
mentioned below in Chapter 5. as is abundantly clear from his textbook. 

Some renders might miss the name of the Belgian economist li^mile dc Laveleye 
(1822-92), who was a man of many merits and in his time enjoyed a wdl deserved in¬ 
ternational popularity that has kept his name alive. But the only reason for making 
liim a member cither of the German or of a non existent French historical school is 
that he wrote a book De la Propriete et de ses formes primitives (1873), a historico- 
ethnological analysis of private property. His elenientar>' textbook (Elements d^econo- 
mie politique, 1882) is neither distingui.shcd nor distinctive and shows that so far as 
analytic technique is concerned he did not stray far from the beaten path (there is an 
English translation with an introduction by F. \V. Taussig, 1884). 

Francois Simiand (1873-1935) formulated his methodological creed in La Methode 
positive en science economique (1912), which .seems to me to come nearest of all that 
has been written in Europe on questions of procedure to represent the institutionalist 
view. Critici.sm, made less effective than it could be by the large clement of misunder¬ 
standing that enters into it, and methodological considerations, which in their positive 
.suggestions are often very valuable, also claim a large space in the only other work of 
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[(e) Economic History and Historical Economics in England,] Turning to 
England, we first notice the quality and quantity of the work done by 
economic historians that rose to new levels during the period and laid the 
foundations for the still greater aehievements in our own time. The per¬ 
formance of Cunningham may serve as an example.^'’ He did, and felt him¬ 
self to be doing work that was and always had been essential to ^economic 
science* which is ^primarily analytic* as he put it (Growth of English Industry 
and Commerce, vol. i, p. j8 ). He wished to see it used by theorists and he 
asserted its claim to a place in the ec()nomist*s curriculum. But beyond express¬ 
ing the belief that the conceptual apparatus of analytic economics is not read- 
il\' applicable to conditions anterior to the capitalist epoch, he nowhere indi¬ 
cated a desire to see it rei)laccd by generalizations proceeding from historical 
research. 

Tliat claim on behalf of economic history did not meet any appreciable re¬ 
sistance. Se\eral economists, such as Rogers,-^ were primarily economic hi.s- 

his I am going to mention: be SalairCy resolution socialc el la nmnnaie (3 \'o]s., 1932). 
This work shows his methods in action and is iniicjue in the infinite care bestowed 
on working out, before the reader’s eye. ever}- step of his analysis. Though the results 
arc not, perhaps, wliolly encouraging and could, such as they are, have been arrived at 
in a less laljorious manner, it is precisely to that care that the work owes its ver^' con¬ 
siderable significance—it should really be more widely known. Is it unfair to add. to .so 
short a notice, a point which may thereby acquire undue importance? Professor Simiand 
(op. cit., vol. II, pp. 344 et scq.) ver>' properly holds up to .scorn the ininimum-of- 
c.\istcnce theory- of wages, which is in fact an excellent example of bad workmanship 
(though really it should not be invoked in a criticism of modern theor\'). But he over¬ 
looks the fact that the fanltincss of this thcoiy jjrovcs nothing against any kind of 
method exce]it that it is not foolproof. .\nd he further overlooks that this particular 
mi.scarriage occurred precisely because the economists of the eighteenth and the begin¬ 
ning of the nineteenth centurs* fcdlowcd the method that Professor Simiand advocates: 
they ascertained what then was a broad fact—viz. that workmen as a rule did not earn 
more than a bare subsi.stcncc—fitted a hypothesis to it, found it verified, and there 
they were. Had they been better theorists, they could not possibly have put such im¬ 
plicit faith in that fact. 

William Cunningham (1849-1919) was a very' prolific writer. For our purposes, it 
suffices to mention his great work. The Growth of English Industry and Commerce 
During the Early and Middle Ages (1st eel. 1SS2, greatly improved 3th ed. 1910-12), 
An Essay on Western Civilization in its Economic Aspects (1898-1900), and his Prog¬ 
ress of Capitalism in Fmgland (1916). 

It seems unjustifiable to pa.ss by such meritorious work ns Leone Levi's History of 
British Commerce . . . (1872, 2nd ed. 1880) or Arnold Toynbee's (1852-8^) famous 
Lectures on the Industrial Revolution in England (posthumoii.sly published in 1884). 
which remained the standard work on the subject until they were replaced by Maiitoux's 
book (La Revolution industriellc aii XVIIE sieclc, 1905). But it is impossible within 
the compass of this sketch to do justice to historical work as such, and listing names 
and titles would serve no useful purpose. This is also the reason why the reader will 
find no reference to the leading economic historians of the last thirty years. 

J. E. 7 ’horold Rogers (1823-90). twice professor of economics in Oxford. Ilis main 
performance was his History of Agriculture and Prices in England, 1259 1793, seven 
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torians so far as their research was concerned. Alfred Marshall was a better 
historian than most of those ^^'ho later attacked his economics as unhistorical, 
speculative, and so on. His Industry and Trade alone suffices to prove that, 
though the nhole extent of liis historical acquirements was not known outside 
of his circle until the publication of Keynes’s biographical essay. 

Under these circumstances there was evidenth- no room for a historical 
school in the sense of a scientific parh’ coniiuittcd to fighting for a distinctive 
program. As a matter of fact there were but the merest fragments of one. There 
had been a 'forerunner/ Jones.--’ And later on, at the time of the ascendancy 
of the Schmollcr school in Gennan>, some English economists professed al¬ 
legiance to more or less similar principles. 'I he most important men to re¬ 
member arc Ashley, Ingram, and Cliffe Leslie.-^ 

But though all three of these men attracted attention and made their marks, 
none of them succeeded in forming a group, let alone a militant one. This 

volumes, of which the first appeared in i S66. His more popular Six Centuries of Work 
and Wages (1884) is more widely known, however. Me also prepared an edition of the 
Wealth of Satiom, wrote a not veiy* brilliant Xtanual of Political Economy for Schools 
(1S6S1, and other things. Me devoted niiich energy to the propagation of Cobden 
Bright ideas. His reputation as a scholar, however, rests wholly on the History. 

-2 Richard Jones (1790-1S55). who, among other things, was Malthus’ succc.ssor as 
professor in Haileybury, was a vital personality of strong convictions. Mis dislike of Ri¬ 
cardian econoniics took the form of vigorous protests against hasty generalization and 
of an advi)cacy of patient factual research, the results of which were cYcntually to re- 
place the provisional structures of existing 'systems.' And he gave an example of what 
was in liis mind in the first and only part coinpleted—on Kent—of his Essay on the 
Distribution of Wealth and the Stjurces of Taxation ^1851). 'I’hus he does not badly 
fit the role that historians of economics assigned to him. althougli it is not easy to be 
sure what either his programmatic pronouncement or his c.xarnplc amounted to. Some 
of the objections leveled at Ricardcj were not well taken; but it is more important 
that many of them were such as any theorist might level at any other theorist, c.g. the 
objection, anticipated and refuted by Ricardo himself, that the latter’s law of dimin¬ 
ishing returns in agriculture was invalidated by the fact of technological progress. 
Moreover, in his discussion of ‘Primitive Political Economy’ (mentioned above. Part ii, 
ch. 7, sec. he argues from the standpoint of the opinions of his time without dis 
playing any scn.se of the historical relativity of doctrine. Still, both the inonouncements 
and the example do suggest historical school ideas. His lectures and essays, stimulating 
reading, have been edited by W. Whewell under the title l.iterary Remains (1859). 

-■» William James Ashley (1860-1927), unquestionably the strongest personality of the 
three, profe.s.sor at the University of Birmingham and the academic leader in Joseph 
Chamberlain’s protectionist movement, conformed more than any other English econ¬ 
omist to the German professional type of that time. Having in his early years experi¬ 
enced the influence of economic and legal historians (Toynbee and Maine, in particu¬ 
lar, and later on the influence of the Ck-rmans), he ran true to that type in his works— 
such as his excellent industrial monographs and his very successful Introduction to Eng¬ 
lish Economic History and Theory ... (2 vols., 188S and 1893)—^as well as in his 
methodological pronouncements and in his sympathies with SozialpoUtik and economic 
nationalism. But he had absorbed enough from his Englisfi environment to be proof 
against the crudenesses of his prototype: nobody who lived in England could possibly 
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was SO even in the seventies. Later on, when Marshall's leadership asserted it¬ 
self, the majority of economists (and practically all the talent) flocked to his 
standard. Some opposition there was, but it was only in part methodological in 
nature. We may mention Hobson and the Webbs.** The modest trickle of 

iiiisiinclcrstiind economic theory so completely as Scliiiiollcr had done in the early part 
of his career. 

John Kells Ingram (1823-1907) was a quite different sort of man. He commanded a 
much wider cultural background (he was a philosopher and poet, and was in 1866 ap¬ 
pointed Regius ]irofessor of Greek in Dublin, and also wrote on Shakespeare and Tenny¬ 
son) but he can hardly be said to have done any economic research at all. Ilis History 
of Political Kconojny (first in the Encyclopaedia Britannica, 1885, independently pub- 
li.shed, 1SS8; latest edition, with a supplementary chapter by W. A. Scott, 1915) is 
conclusive proof both of his wide philosophical (especially Comtist) and historical cm 
dition and his inadequate command of technical economics. The latter fact made it 
easier of course for him than it would otherwise have been to talk glibly about the 
New Kcononiics to which the future belonged (conqxire. c.g., his address at the Dub¬ 
lin meeting of the British Association for the Advancement of Science, 1878, on ‘The 
Present Position and J^rospccts of Pcjlitical Kconoiny’) and with which his name was 
associated on the strength of programmatic pronouncements. High sentiment and moral 
tone—in which Marshall was soon to coini)ete—protest against isolating economics 
from the work of other social sciences, em])hasis upon (Comtist) evolution and histor 
ieal relativity, induction vs. deduction, were the main points that appealed to the 
public. 

'I’homas E. Cliffe l.eslie’s (1S26-82I name survives not because of his scholarly work 
of the ‘descriptive' kind—though .some of it is of high grade, .such as, c.g.. his work 
on Irish, English, and European land systems—or lx.*causc of his papers, .some of 
them f(»rccful and brilliant, on current questiems of policy, but becau.se of his advocacy 
of the historical method, which was both judicious and effective and did not fail to 
impress. 'I hc two papers that present his methodology or. ns he ]ircferrcd to call it, 
philo.sophy of the social .sciences (reprinted in his Essays in Political and Moral Phi¬ 
losophy, 1S79; a 2nd ed.. that left out some but added others, appeared posthumously) 
read much like a reformulation of the Schinollerian program; in view' of the dates of 
their fir.st publication (1876 and 1879) this should not induce us to deny them origi 
nality. And if we con.sider certain unguarded statements made by theorists, such as 
Senior, we may even discover some merit in the otherwise none too startling a.s.scTtion 
that economists inu.st alw'ays start from and verify deductions by facts. 

John A. Hob.son's (1858-1940) feud with Mar.sha 11 ian economics W'as not primarily 
methodological. However oppo.scd to the theories of his contemporaries, he always 
fought them by theories without challenging their methodological credentials. All the 
same, there was a methodological aspect to that antagonism. For instance, Hobson’s 
insistence’ ujjon what he considered to be irrational behavior of consumers and upon 
the institutional factors that, rather than 'rational choice/ determine this behavior 
really implies a research i^rogram of the historico-sociological .sort. This is imjiortant to 
realize becau.se it supplies one of the links bctw'ecii Hobson and American institu¬ 
tionalism. 

Beatrice (1858-1943) and Sidney Webb (1859-1947) have to be mentioned in this 
connection, first, on account of the nature of their re.scarch, wdiich contributed sub¬ 
stantially to the achievement of English economic historians (sec especially. History 
of Trade Unionism, 1894, and the Manor and the Borough, 1908); and second, on 
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controversial literature need not detain us further. But we must record the 
excellent performance of J. N. Keynes that settled most of these methodolog- 
ical issues in a spirit of judicial reasonableness and to the satisfaction of the 
profession. For two decades this book held a well-earned position of author¬ 
ity. Its perusal may be recommended even at this distance of time because of 
its merits as well as of its success.-® 

[The manuscript of this cliapter stops at this point. The section on American Insti 
tutionalism was apparently never written.] 

account of the fact that they lent the support of their great influence on a large section 
of opinion to methodological views akin to those of the C'.erman historical school. I’his 
at least was the impression 1 gathered from lectures on method delivered by S. Webb 
at the London School of Lconomics. 

-®John Neville Keynes (iS?2-i949; father of Lord Keynes). Scope ujid Method of 
Political Economy list ed. iSgi). Of those minor yet notable contributions that were 
overshadowed by his .success, we may however mention those of Bageliot and Cainies. 
\\'alter Bagehot’s vigorous pen repeatedly touched methodological subjects. Without 
questioning the validity of Ricardian procedure, he was inclined to limit its application 
to the cultural pattern of capitalist business and to look upon historical research as its 
natural complement. See in particular his essay on ‘ I he Postulates of Lnglisli Political 
Economy,’ republished in Economic Studies (i>>So). 

John E. Cairnes’s Character and Logical Method of Political Economy (lectures de 
livcrcd 1856, publ. 1857) was never appreciated according to its merit, cither at the 
time or later, because, like Senior before him, he used the term Pr)litical l.conomy to 
designate what most people always considered as a small part of either Politic.d Econ 
omy or Economics, viz. the logical scheme of economic rationality coiiiinoiily known 
as ‘pure theor>’.’ Ilis own works simply prove that he was far from believing that this 
logical schema (which, as will be remembered, does not even constitute the whole of ec:o- 
nomic theor>’ in our sense) comprises all oiir knowledge about economic affairs. But 
by virtue of a misunderstanding, for which the blame rests with him in part, he was 
later on, e.g., by Ingram and Schmoller, represented as an uncompromising ad\ocatc of 
‘deduction’ who had no use for any factual research. However, his analysis of the na 
ture of that schema was a real contribution. Its purely hypothetical character, its un 
rcali.stic assumptions, the width of the gulf that separates it from the observable cco 
nomic phenomenon, the difficulty of verifying its component propositions by statistical 
or other observational evidence (he even spoke of the impossibility of establishing or 
refuting ‘economic laws’ by such evidence), all this was exhibited more clearly than 
ever before, though he stopped short of the obvious conclusion that such a schema can 
never yield any ‘laws’ but only serve in an instrumental capacity. 
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1. Jevons, Mengkr, Walras 

Thi;. cat.t. of social reform created a new focal point for the practical interests 
of the economics profession; hut though it influenced tone and direction, it 
did not aficet the technique of analytic work. The historical school meant in¬ 
deed to revolutionize the methods of the science; but this revolution ended in 
compromise even in Germany. So far as these influences uent, General Eco¬ 
nomics remained, in scope and method, substantially what it had been before. 
But its analytic core, for which the term Value and Distribution became in¬ 
creasingly ])0)5ular, experienced a revolution of its own which was to subside 
into a hpical Classical Situation around 1900 and constitutes, in our field, the 
third great e\cnt of that period. According to a familiar tradition from which it 
is convenient to start, this revolution centered in the rise of the marginal 
utility theory of value that is associated with the names of three leaders: Jevons, 
Mcngcr. and ^\'alras. Wc pause to salute them.’ 

Throughout his modest career as a civil servant and teacher, William Stanley 
Jevons (1835-82) never made a mark that was at all commensurate to the im¬ 
portance of his achievement. During his life he was better known for his 
writings on money and finance and on other practical questions of current 

^ Forerunners will be mentioned in ch. 6, sec. 3, below. 
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interest—even for his sunspot or harvest theory of business eyelcs (see below, 
eh. 8)—than for the performance that was to make him immortal. In Eng¬ 
land, morco\cr, his memory was oxershaclowed b\’ the strong leadership of 
Marshall, who consistently discounted the ‘jevonian revolution.’ 'llierc arc 
many reasons for this. Jevons left hardly any personal pupils, a fact that was 
in turn due not only to lack of opportunity (he nexcr taught in a strategic 
position) but also to liis amiable niodcstx or lack of assertiveness (which was 
quite compatible with tlie 'compensatory’ habit of making large claims of 
revolutionary novelty for his ideas). But it is also true that his work in eco¬ 
nomic theory lacks finish. His performance was not up to his xision. Brilliant 
conceptions and profound insights (particularly his championship of mathe¬ 
matical modes of thought, his theory of value, his theory of capital and inter¬ 
est) were nexcr properh' worked out; thc> were stated as apen^us and so in¬ 
termingled with old stuff as to look almost superficial. Marshall’s definitely un¬ 
generous attitude toward him did the rest. In England, iheiefore, lie never 
got his due. In particular his originality was never rccogni/ed as it should have 
been. For he was without any doubt one of the most genuineh- original econo¬ 
mists who ever li\ed. In very few other eases (Jolin Rae is another 1 is it so 
difficult to speak of ‘roots’ as it is in the case of Jevons. He heard of his fore¬ 
runners only after the c\cnt, which, in his particular case, was quite excusable, 
especially since he ga\c generous credit to those whom he did discover later 
on. Perhaps he owed more to Mill than he knew: he harbored a strong a\er- 
sion to Mill’s PrincipleSy which he had to use in his teaching; but Mill’s ter¬ 
giversations, which arc such excellent targets for rifle practice, may neverthe¬ 
less have taught him many things. Barring this, however, he seems to have 
built the essentials of his teaching from bricks of his own manufacture. 'Ihe 
bulk of his work in pure theory is contained in his I heory of Political Kcon^ 
omy (1st ed. 1871: the date that fixes his priority as regards the concept of 
the ‘final degree of utilitx’ is how^ever 1S62, when he read a paper, ‘Notice 
of a General Mathematical Ihcory of Political Economy,’ at the Cambridge 
meeting [section F] of the British Association for the Adxanccmcnt of Science); 
the bulk of his work in the fields of money and cycles has been assembled by 
Professor FoxwcII in a volume entitled InYesti^atiom in Currency and Finance 
(18S4), study of which no economist should neglect. In addition, Jex’ons was 
as much a logician as he was an economist. I mention his Principles of Science 
( 1874), a work of truly Jevonian force and originality which has not, so it seems 
to me, received the recognition it deserves. A bibliography is appended to his 
Letters and Journal, edited by Mrs. W. S. Jevons in 18S6. Mrs. and Professor 
H. S. Jevons contributed a brief article on his life and work to Econometrica, 
July 1934.2 

2 This is perhaps my best opportunity to mention the w'ork of a man that is forgot 
ten now but drew praise from both jewons and Marsliall: the Plutolo^y (Melbourne, 
1863; London, 1S64) by W. E. Ilcarn, who taught in the University of Melbourne. 
The book has failed to impress me greatly. But in parts it docs read curiously Jevonian. 
The date of its publication proves, Iiowcvcr, Jevons’ independence as regards the utility 
aspect. 
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Carl Mciiger (1840-1921) was, after a brief career in the civil service, ap¬ 
pointed to one of the two chairs of Political Economy at the faculty of law 
of the University of Vienna, which he held for the rest of his official career 
(1873-1903). 'Illis location was by no means ideal, both because there was no 
local tradition in the subject, let alone one that commanded the attention 
of the world, and because the future lav^Tcrs and civil servants who formed 
his audience \^crc but mildly interested in what he liad to say—if you were well 
up in ci\il and public law, you could afford to flunk the economics examina¬ 
tion. But nothing daunted, this hickory of a man asserted himself eventually, 
found personal pupils of his own intellectual caliber, and—though not with¬ 
out an embittering period of strife—founded a school, which displayed vi¬ 
tality and coherence and, though lacking all the means and advantages that 
usually condition such achicxement, exerted international influence until it 
was (temporarily?) dispersed in the 1950*5. Ilis fundamental principle of 
marginal utility was his own—subjectively—though Jevons holds, of course, 
jiriority of rediscovery. And so were, both subjccti\cly and objcctiveb', many 
of the tlieorems that occur in the course of its elaboration. He was a careful 
thinker who rarely slipjK'd, if ever, and his genius stands out only the more 
imi)rcssivel> because he lacked the appropriate mathematical tools. The ulti¬ 
mate roots of his teaching were in that German theoretical tradition which had 
reached jxaks in Hermann and 'niiinen. But the influence of Smith, Ricardo, 
and csjxcially J. S. Mill is also unmistakable. With Mengcr, as with Jevons, 
it was their teaching which he meant to revolutionize. Precisely because of this 
they were, in a sen.se, his teachers. His Grimdsatze der Volksyvirtschaftslehre 
(1st cd. 1S71: the 2nd cd. 1923. the work of his old age, adds nothing essen¬ 
tial) as well as his other writings, some of which will be mentioned later, were 
republished (1033-6) in four volumes by the London School of Elconomics. 
'I’lie Introduction b\ 1 ‘*. A. von Hayck to these Collected '^^orks (vol. i) is 
the best source of information on the man and the thinker. Sec also H. S. 
Bloch. ‘Carl Mengcr,* Journal of Political Economy, June 1940. [An English 
translation of the Grundsdtze, Principles of Economics, with introduction by 
F. H. Knight was published in 1950.] 

As has been emphasized before, economics is a big omnibus which con¬ 
tains many pa.ssengcrs of incommensurable interests and abilities. However, 
so far as pure theory is concerned, Walras is in my opinion the greatest of all 
economists. His system of economic cc|uilibrium, uniting, as it docs, the qual¬ 
ity of ‘revolutionary* creativeness with the qualih' of classic synthesis, is the only 
work b\ an economist that will stand compari.son with the achievements of 
theoretical jdiysies. Compared with it, most of the theoretical writings of that 
jicriod—and be>ond—however valuable in themselves and however original 
subjectively, look like boats beside a liner, like inadequate attempts to catch 
.some particular aspect of Walrasian truth. It is the outstanding landmark on 
the road that economics travels toward the status of a rigorous or exact science 
and, though outmoded by now^ .still stands at the back of much of the best 
theoretical w'ork of our time. Unfortunately, Walras himself attached as much 
importance to his questionable philosophies about social justice, his land' 
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nationalization scheme, his projects of monetary’ management, and other things 
that ha\'e nothing to do with his superb achievement in pure theory. They 
have cost him the goodwill of many a competent critic, and must, I imagine, 
try the patience of many of his readers. In any ease, the tribute above must 
be understood to refer to his pure theory alone. 

Marie Ksprit Leon Walras (1S34-1910) was a Frenchman and not only by 
virtue of his birthplace, llic st\'lc of his reasoning and the nature of his 
achievement are characteristically French in the same sense in whieli Racine’s 
plays and J. H. Poincare's mathematics are characteristically I'rcnch. So are all 
the roots of his achievement. He emphasized himself the influence of his 
father Auguste Walras and of Cournot. But, as has been pointed out before, 
we must add that of Say, his true predecessor. And behind the figure of Sa> 
there looms the whole h'rcneh tradition—Condillac, Turgot, Qnesna>, Bt)is- 
giiillcbert—however much or little he may ha\c consciously absorbed from it. 
He paid conventional respect to A. Smith. The rest of the great Fnglishmen 
meant little to him. 

His career displays the h'pical inabiliK of the born thinker to master the 
practical problems of personal life. He was much too original to be a success 
at his schools. His training as a mining engineer, to which he owed his mathe¬ 
matics, failed to gain him a living. He turned to free-lance journalism, develop¬ 
ing his various ideas about social reform—the ideas typical of the French 
middle-class radical of his time—but he made no mark.'* A lucky chance, how¬ 
ever. rescued his genius from the danger of going to waste, lu i860, he at¬ 
tended an international congress on taxation in Lausanne, where he read a 
paper that was well received. In the audience was M. Louis Ruchonnet, who 
later became chief of the department of education of the Canton de Vaud and, 
in 1870, founded a chair of political economy at the faculty' of law of the 
University of Lausanne which he offered to Walras. Having found the anchor¬ 
age he needed, Walras went to w'ork and remained at work until the end. 
But his creative period roughly coincides witli his tenure of professorial office 
(1870-92). All of his work that counts (and .some material that docs not), most 
of it previously published in memoirs and articles (beginning in 1S73). was 
eventually consolidated into three volumes: Elements d'economic politique 
pure (ist cd. 1874-7; 5th definitive ed. 1926); Etudes d'economie politique 
appliquee (1st cd. 1898; 2nd ed. edited by Profcs.sor Leduc, 1936); Etudes 
d'economie sociale (1st ed. 1896; 2nd ed. edited by Leduc, 1936). The first 
volume (legons 5-34) contains the great achievement. ’Hie .second volume 
contains supplements, some of which are of the first order of importance, 
especially those on money and credit. Hie third volume is, from our stand¬ 
point, of little interest. Sec his ‘Autobiography' in Giormle degli Economisti, 
December 190S; his ‘Bibliography’ in Revue du droit public et de la science 
politique. May and June 1897; correspondence with Jevons in Journal des 
dconomistes, June 1874; William Jaffe, ‘Unpublished Papers and Letters of 

^ He acted, however (1866-8), as editor of Le Travail, an organ of the co-operative 
movement, to which he contributed currently. 
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L6on Walras,’ Journal of Political Economy, April 1935; and J. R. Hicks, 
‘Leon Walras,’ Econometrica, October 1934. 

At the present time, wlien it would be hard to find a theorist who does 
not aekiiovvleclge Walras’ influence, the statement will read strange that he 
formed no personal school. But the students of law who had the opportunity 
of listening to him at l^iusannc were hardly accessible to his scientific mes¬ 
sage: his professorship brought him peace and security' but very little influence. 
And his professional eon temporaries were mosth' indifferent or hostile. In 
I’rance, practically no recognition was extended to him during his lifetime, 
though he found a few followers, such as Aupetit. In Italy, Barone w'as an 
early eoiuert. Pantaleoni too was among the first to understand the impor¬ 
tance of his work. It was through Pantaleoni, I believe, that he found his 
brilliant ]nipil and successor, Pareto,* who was the man to found what under 
the circumstances became a Paretian rather than a \\’alrasian ‘school of Lau¬ 
sanne.’ As a coherent school, this was, however, confined to Italy or almost so. 
In England, the parallel and much more powerful teaching of Marshall ex¬ 
cluded any direct influence until Professor Bowley presented the gist of the 
\\\dras-Parcto system in textbook form {Mathematical Groundwork, 1924). 
’I'hc Germans (including the Austrians) saw nothing in W'alra.s’ work but the 
Austrian doctrines dressed up in the particularly repellent garb of mathematics. 
In the United States, Walras acquired two first-rank followers, Fisher and 
Moore, but was practically ignored by the rest of the profession. All along he 
had had stray admirers, of C(mrse. But it was only in the 1920’s, that is to say, 
long after his ideas had won out and a decade or so after his death, that he 
got his due. ‘If one wants to harvest quickly, one must plant carrots and salads; 
if one has the ambition to plant oaks, one must have the sense to tell oneself: 
my grandchildren will owe me this shade’ •*—so he once wrote to a friend.'* 
W'ithout going for the moment into the question what the Jcvons-Mengcr- 
Walras ‘rexolution’ amounted to or whether or not it succeeded in creating a 
new engine t)f anabsis, we shall now proceed wath our survey of men and 
grou])s m order to get a prox isional idea of the lay of the land in the general 
economics of that period. As in Chapter 4 of Part iii, this survey will be car¬ 
ried out by countries. 

2. England: [The Marshallian Age] 

Before 18S5, the xcar of grace in which A. Marshall delivered his Inaugural 
Lecture in Cambridge, the English situation may be characterized like this. 
'I’hcre was plenty of good current work, factual in particular, such as New- 

* Coiiccming Walras’ influence on Aupetit, Barone, Pantaleoni. and Pareto, see 
hcloxv, sees. ^ and •?. 

Quotation from the Preface to I^rofcssor F.tienne Antonclli’s UEconomie pure du 
capiialisitw, [Translation by J. A. S.] 

** [The reader is reminded that J. A. S. intended to haxe all the biographical sketches 
(witli their many references) printed in small type so that they could be treated vir¬ 
tually a.s footnotes.] 
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march’s; there was no lack of occasional sparks such as arc to be found in 
the writings of Bagcliot or Cliffc Leslie; there was competent teaching, de¬ 
riving from J. S. Mill, Cairnes, and Fawcett, worthily upholding the flag. But 
there was nothing out of the common except the message of Jevons, and this, 
so far as theory was concerned, was as yet not more than a \oice er\ ing in a 
wilderness of dead wood. An after-dinner speaker of 1S76 admirably expressed 
a very general feeling ‘ >\hen he said that, though much reinaincd for econo¬ 
mists to do in the wa>' of dexclopmcnt and application of existing doctrine, 
the great Mork had been done. It was Marshall who changed all that and led 
out of the valley on to a sunlit height. In England, the period is emphatically 
the Marshallian Age. Ilis success was as great as A. Smith’s, if account be 
taken of the facts that a science must incNitabh grow less accessible to the 
general public ns its techniques develop and that Marshall had no winning 
political horse to back, such as free trade had been in its prime. 

[(a) EdgCMWth, Wicksteed, Bowlcy, Caiman, and Hobson.] Marshall’s fig¬ 
ure o\ershad()wed not only those English economists who continued to dwell 
in the post-Millian stratum of analysis, such as Sidgwick and Nicholson, though 
neither was without merit; - but it also o\ershadowed Edgeworth and Wick- 
steed, who indeed lacked Marshall’s range of comj^reheusion, both of histor¬ 
ical and contemporaneous fact and also his personal force but who were his 
intellectual equals within the compass of the theorist’s ciaft. 

Francis Ysidro Edgeworth (1845-1926), one of the successors of Senior in the 
political economy chair at Oxford (1891-19221 and editor or co-editor of the 
Economic journal (1S91-1926), descended from a family of the Anglo-Irish 
gentry and was, in c\crything except sports, a hpical product of a classical 
Oxford education. 'Fwo masters have drawn pictures of the man and the 
thinker—Keynes in the Economic Journal (March 1926; the piece is reprinted 
in Essays in Biography, pp. 267 et scq.) and Bowle> in Econometriea (April 
19^4!—to which I must be content to refer. But a few points must neverthe¬ 
less be mentioned here in order to place him for us. I’irst, I mention his utili¬ 
tarianism, which strongly asserted itself from the beginning (New and Old 
Methods of Ethics, 1877) and looked so incongruous in a man whose mind 
was nothing if not ‘cultured’; it did much to keep alive—quite unnecessarily— 

^ Sec W. S. Jevons, ‘The TTitiire of Political Economy,’ EortnigJitly Re\icw, No¬ 
vember 1S76. 

-The only work by Henry Sidgwick (1838-1900) that has to be mentioned here, is 
liis Principles of Political Economy (18S3, 3Td cd., 1901). Substantially in the Millian 
tradition, it improves upon it by the neatnc.ss of its conccptiializatinn and offers many 
valuable suggestions even where, as in the theory of international valnes. it fails to 
follow them up or to follow them up correctly. T’hc treatment of money and interest 
deserves particular notice. His old fashioned method of hunting for the meaning of 
words has been mentioned already. 

Joseph Shield Nicholson (1850-1927), who held the Edinburgh chair from 1880 to 
1925, did excellent work on money but at the moment w'C arc concerned only witli his 
Principles of Political Economy (1893, 1^97, iQoi). Entirely unoriginal and dwarfed 
by Marshall’s performance, the work was yet a creditable achievement. 
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the unholy alliance between economics and Benthamite philosophy on which 
I ha\'c commented repeatedly. But let me also repeat that in his ease, as in 
that of Jevons, we can leave out the utilitarianism from any of his economic 
writings without affecting their scientific contents. Second, Edgeworth's name 
will stand forever in the history of statistics: I do not mean primarily his 
work on Index Numbers (see below, eh. iS, sec. 4) but his work on statistical 
methods and their foundations that centered in his Generalized Law of Error, 
lliird, there is the long series of his pai)ers on economic topics, the powerful 
originality of some of which, hidden as it was by quaint peculiarities of pres¬ 
entation (that not everyone will find as delightful as I do myself), has never 
except by a few been adequately appreciated. In actually novel contributions 
(indifference cur^•c^ contract curve, decreasing returns, general equilibrium, and 
so on) to the anabtic apjKiratus of economics, they amount to as much as, 
or more ihaiu do Marshall's Principles. Then, fourth, why was this great figure 
so entirely o\ershadowed by Marshall? The answer—which is interesting from 
the standpoint of the sociology of science and in particular of the question: 
what succeeds, and how and wh>?—seems to be this: Edgeworth lacked the 
force tliat produces impressive treati.ses and assembles adherents; amiable and 
generous,'* he never asserted himself in any claims of his own; he was over- 
sensiti\e on the one hand, ovcrmodc.st on the other; he was content to take 
a backseat behind Marshall whom he exalted into Achilles; hesitating in con¬ 
versation, absent-minded to a pathological degree, the worst speaker and lec¬ 
turer imaginable, he was personally ineffccti\c—nnleadcrly is, I think, the 
word. Ilis Papers Relating to Political Economy vols., 1925) together with 
Mathematical Psychics (i8Si, I,ondon School Reprint, 19^2) contain prac¬ 
tically all his work in economic theory. Edgeworth^s Contributions to Aiathe- 
matical Statistics have been summarized by Professor Bowley in a pamphlet 
published under the auspices of the Royal Statistical Society in 3928. 

I wish that space permitted me to do iusticc to the personality of Philip 
Henry Wickstecd (1844-1927) as it radiated upon me, in 1906, during an 
hour's chat on the lawn in front of his house at W'antage—his repose that 
f)wecl nothing to callousness, his benevolence that was not weakness, his sim¬ 
plicity that went so well with his refinement, his unassuming modesh’ that 
did not lack dignity. As it is. I can merely record that this theologian, who 
was a lecturer on Dante, stood somewhat outside of the economic profession 
—one of the reasons why his work, particularly excellent on the pedagogical 
side, did not leave a more discernible mark. Is it believable that his most 
original piece of work An Essay on the Co-ordination of the Laws of Distribu¬ 
tion (1894, I'^’”tlon School Reprint, 19^2) went almost unnoticed, that two 
copies only were sold, and that even today Professor Stigler is the only econo¬ 
mist I know to rate it at its true laluc? His Common Sense of Political Econ- 

® I think that everyone who knew h'dgeworth will approve of the epithet 'generous.' 
But his generosity was of a peculiar kind. It all W’Cnt in the direction of Marshall and 
of the Ricardo Mill inheritance. Alas for hiiniaii nature! lie was distinctly ungenerous 
to the Austrians, to Walras, to Wickstecd, and, for reasons I have not been able to 
understand, to 11 . L. Moore. 
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omy . . . (1910; new ed. together with Selected Papers and Reviews, intro¬ 
duction by Professor Lionel Robbins, 2 vols., 1953) contains several original 
points and is far more than a popularization of tlicn established doetrines. 
Particularly in matters of foundations and of critical elucidation of concepts 
(for example, in connection with the theory of dimensions which he did iniich 
to ad\'ance in an article, 'On Certain Passages in Jcvoiis* Theory of Political 
Economy' in the Quarterly fournal of Economics, April 18S9), his ideas were 
much ahead of his time. I'he general complexion of his s\ stcm is Jexonian— 
he was in fact the only Jexonian theorist of note—but he shook off so many 
old things that still stuck to Jevons* exposition and added so inanx’ corrections 
and dexclopinents—partly under Austrian influence—that he max' be said to 
have xvorked out something that, though of eoursc a rexision of the marginal 
utility sjstem, xxas his oxxn. 

W'^ieksteed was independent of Marshall rather than an opponent. Equally 
independent and still less of an opponent xxas Professor Boxvlcx at the London 
School of Economics, the first part of whose career falls xvithin the period 
under survey and who then dcxeloped xvhat max be termed his scientific stxle, 
which anticipated the statement of scope in the constitution (section i) of the 
later Econometric Society: ‘The advancement of economic theory in its re¬ 
lation to statistics and mathematics.' This program that Boxxley xxas to carrx 
out in a long series of publications xvas then novel and defined a distinctixe 
position. But it attracted little notice at the time, the less so because Bowley 
did nothing to promote it by way of methodological declarations of policy. 
Another ‘independent,' this one more of an opponent, xvas a vital teacher, 
also at the London School, and at that time better knoxxn both to the pro¬ 
fession and to students, Caiman. ‘ I'here w^cre others xvhom xxe ought to, but 
cannot afford to, mention. Also, there was opposition, and not only from 
those xvho kept to older forms of thought. There xxere, of course, ’heretics' 
like Mobson.^ More important, there xvere anti-theorists, like Sidney Webb, 

* 71 i€ readers of this book knoxv Edwin C.innnn (1861 1935; already from his His¬ 
tory of the Theories of Production and Distribution . . . from 1776 to 1848 (1893) 
to which reference has been made repeatedly in Part iii. 'Miis xvork, his editions of 
.\dani Smith, his Uistory of Local Rates in England (1896) constitute his main schol¬ 
arly achievements. But nobody can peruse his lively short tracts on money and mone¬ 
tary policy xvithout pleasure and profit. This of course entirely fails to do justice to 
the teacher and the man, his common sense, his lovable outspokenness, the strength 
of his convictions—virtues that, from standpoints other than our own, more than 
compensate for lack of analytic rehnement. 

5 John A. Hobson (1858 1940). xvho had the good fortune to establish himself as 
an archheretic in the heyday of Marshallian .supremacy and to survive into a time in 
which this had become a badge of honor, was in many respects a very interesting man 
—vital, versatile, and aggressive. He was an educated man—in the sense of having had 
a classical education—and an emotional radical, a combination that is responsible for 
much of the English social-science literature of that time. In economics he was self 
taught in a wilful way that made him both able to see aspects that trained economists 
refused to sec and unable to see others that trained economists took for granted. He 
could never understand xxiiy the professionals did not take to his message and, like 
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whom anything like analytic refinement moved to scorn.® But there was no 
opjxisition from anyone of comparable stature as an anal>’St: much more than 
Ricardo had ever done, Marshall actually commanded tlic scene. The great 
master who was also a masterful man—to some he looked pontifical—made 
almost the whole of the rising generation of English economists his pupils 
and followers. 

[(b) Marshall and His School.] Marshall created a genuine school, the mem¬ 
bers of which thought in terms of a well-defined scientific organon and supple¬ 
mented this bond by strong personal cohesKm. Professor Pigou, his successor 
in the Cambridge chair; Professor Robertson, who succeeded Pigou: and Lord 
Keynes—to mention only a few of the most familiar names—were formed by 
his teaching and started from his teaching, however far they may ha\e traveled 
beyond it. After 1930, Keynes himself and most of what may be termed the 
third generation did indeed renounce allegiance. But so far as purely scientific 
anahsis is concerned, this means less than it seems to mean. And though some 
of them grew to dislike Marshall, not only his modes of thought but also his 
personal aura, his stamp is still upon them all.* 

'Phat school was—in a sense still is—a national one and very alive to its 
sjJccificalK' 1 ‘higlish character. I ha\e compared Marshall’s success with A. 
Smith’s. In fact, the former was still more sjjontaneous and immediate than 
was the latter: the Principles were received with a universal clapping of hands, 
and tlie newspapers, which at first were rather cold to the Wealth, vied with 
one anotlier in complimentary full-dress review’s of the Principles. But one 
qualification imposes itself: abroad, Marshall’s work never succeeded as had 

so many of his type, was by no means averse to the comfortable explanation that his 
Marshallian o])poncnts were actuated by an inquisitional propensity to enish dissent, 
if not by class interest: the possibility that, owing to his inadequate training, many 
of his propositions, especially his criticisms, might be provably wrong and due to noth¬ 
ing but failure to understand never entered his head, however often it was pointed 
out to him. Belated recognition came in Keynesian times mainly on account of his 
doctrine of underconsumption, which will be noticed below in eh. 8. From the long 
list of his books and pamphlets, it will suffice to mention: The Physiology of Industry 
(with F. Mummeiy'; iSSg): The Evolution of Modem Capitalism (ivSqq; perhaps 
his best performance); The Industrial System (1909); Gold, Prices, and Wa^es . . . 
(1913); I'he Economics of Vnemployment (1922). Rut nobody who wishes to under¬ 
stand the man and, incidentally, the economist’s comedy—01 tragedy—of errors should 
miss his delightful Confessions of an Economic Heretic (1938). 

® In 1906 or 1907 Sidney \W’bb gave a course of lectures on method at the London 
School, one of which I attended. If it be safe to generalize from this lecture and its 
(one, he nnist have presented in that course just about what a German Kathedcr- 
sozialist would have done. 'Fhe lecturer said nothing about Mar.shall and his teaching. 
The implications were, however, strongly anti-Marsliallian. Tlie difference w'as not pri- 
marily political: Marsh.all was largely in sympathy with the aims of the Fabians (as 
they were at that time); the difference wa.s primarily one of scientific method. 

’This is not true of Professor Hicks, whose basis is much more Walrasian than 
Marshallian. 'Phis fact is more significant than is the spectacular breaking away of the 
Keynesians. 
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A. Smith's. The reason is not far to seek. Marshall’s message—however much 
he liked the idea of being 'read by businessmen’—was after all a message to 
the economics profession. And the economists of all countries who were open 
to economic theory at all had by 1890 evobed or accepted systems that, 
however inferior in technique, were substantially like Marshall’s in fundamental 
ideas. First and last, Marshall was, and felt himself to be, the great English 
economist of the period. But this docs not alter the fact that Marshall’s great 
work is the classical achievement of the period, that is, the work that embodies, 
more perfectly than any other, the classical situation that emerged around 
1900. I believe that Lord Keynes meant to express a similar e\aliiation when 
he listed the publication of the PTinciplcs as the first of the three events in 
1S90 from which the ‘modern age of British economics’ is t(j be dated.*^ 
Although we shall have to move within its orbit throughout this Part, it will 
be convenient to assemble here the main points about Marshall’s work as a 
whole. 

The portrait of Alfred Marshall (1S42-1924), the man, the academic man. 
the teacher, the thinker, has been painted with imsurjxissablc brilliance by 
Lord Keynes (‘Alfred Marshall/ Economic Journal, September 1924, reprinted 
in Essays in Biography, 19^3) and so has been the portrait of the tutelary 
dcit>' of his life, Mrs. Marshall, whose memory can ncNcr be separated from 
his (‘Mary Palcy Marshall (1S50-1944),’ Economic Journal, June 1944). Two 
other references arc strongly recomineiided to the reader’s attention: tlie 
Memorials of Alfred Marshall (ed. by A. C. Pigou, 1923), and the article on 
'The Place of Marshall’s l^ririciples in E^cononiic Theor\'’ b> another leading 
Marshallian, Mr. G. F. Shove {Economic Journal, December 1942). An ex 
tensive and presumably complete list of Marshall’s writings was published by 
Keynes in the Economic Journal, December 1924; it is reprinted in the 
Memorials. But the bulk of Marshall’s published work is in the Principles of 
Economics (1st ed., 1S90, described as Wdumc i until the 6th ed., 1910; in 
what follows, references are to the 4th, 1S9S); in Industry and Trade (1919); 
and Money Credit and Commerce (1923). ’I’hc three volumes are all essen¬ 
tial: nobody knows Marshall who knows only the Principles. 'Ilicy are supple¬ 
mented by a posthumous volume of Official Papers (1926). I'or the rest, it 
must suffice to mention his Pure Theory of Foreign Trade and his Pure Theory 
of Domestic Values (privately printed, 1879, London School Reprint, 1st ed., 
1930); his and Mrs. Marshall’s Economics of Industrie (1879), a most im¬ 
portant stepping stone to the Principles; and, finally, the highly revealing 
address on 'Tlie Old Generation of Economists and tlic New’ {1896) pub¬ 
lished in the Quarterly Journal of Economics, January 1897. 

Marshall and A. Smith have more in common than similarity of success 
and of position in the history of economics. Neglecting a number of time- 

^ Economic Journal, December 1940, p. 409. llie other tw'o events w^cre the foun¬ 
dation of the Royal Economic Society (British Economic Association) and the comple¬ 
tion of Palgravc’s Dictionary of Political Economy. [Keynes was mistaken as to the 
date of the last event. Palgrave’s Dictionary wa.s completed in 1893 and published in 
1894. The introduction by Palgravc is dated Christmas, 1893.] 
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bound differences, we find strong similarity in the visions or general concep¬ 
tions of the process and, in particular, w'ith respect to economic evolution. 
Also we find an approximately equal distribution of weights as between 
'theor\^' and ‘facts,' although Marshall's superior art succeeded in banishing 
mere narration from the pages of the Principles —so that to readers who neglect 
Industr}' and 'IradCy his treatment looks more ‘purely theoretical' than it is 
and much more so than does A. Smith's. But the similarity extends still fur¬ 
ther to the aim, plan (I am not referring to non-essentials such as sequence 
of topics), and nature of tlic performanee. Marshall was aware of this. He is 
rejiorted to have said: ‘It's all in A. Smith.' 'Flierc is more in this remark 
than mere recognition of the fact that todax’s work necessarily growls out of 
yesterday’s—there is recognition of kinship. And there is a final similarity: 
both the Wealth and the Principles arc what they arc, partly at least, because 
they are the result of the work of decades and fully matured, the products of 
minds that took infinite care, were patient of labor, and indifferent to the 
lajise of >ears. 'I’his is all the more remarkable because botli Smith and Mar¬ 
shall were extremely anxious to preach their wisdom and to influence political 
practice—\et neither of them allowed himself to be hurried into print before 
his manuscripts were as perfect as he felt able to make them." 

A reader's guide through the Principles is superfluous, I trust. Suffice it, 
then, to say that Book v ('Iheory of the Equilibrium of Demand and Supply) 
contains the core of the analytic ijcrformance. Book vi on Distribution is an 
extensive apjilication of the analysis of Book v. Book i presents first ‘an eco¬ 
nomic history in one lecture,' so .severely sealed down that what remains reads 
like a series of trivialities and almost entirely fails to convey the breadth and 
depth of the research that actually went into it; and second an almost un¬ 
believably insular sketch of the history of economics. Book ii. Some Funda¬ 
mental Notions (concepts), could have been written by any ninctecnth-ccnturv' 
hewer of wood and drawer of water. Books in (Wants) and iv (Agents of Pro¬ 
duction) contain several novelties and, occasionally, deep insights (e.g. in eh. 
12, 11 and 12), all smothered by a mass of things that might have been 

improved by pruning. 

'Die reader who pierces the highly polished surface, on wliich everything 
seems to be reduced to commonplace, is first of all struck bv- the tremendous 
wealth of analytic and factual detail, drilled into order by a stupendously 
skilled ta.skmastcr to whom it never seems to have occurred that nothing will 
make a book more difficult than will the attempt to make it too easy. Evers- 
thing finds its appointed niche in a vast structure and cvery'thing is, before 
being displayed in its niche, analytically chiseled into shape by an artist in 
neat and economical conceptualization. In the second place, that reader will 

® To my mind this was wholly a virtue. Reason for a different opinion w*ill be found 
ill Keynes's essay. But I.ord Keynes's arguments read like an oratio pro domo. And 
though Marshall did indeed lose some of the claims to priority he might have had in 
the matter of money, it is not true that delay of publication robbed him of any as 
regards the tojiics treated in the Principles, The position of the Principles would, in 
this respect, be no different if it had appeared in 1880. 
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disco\er a quality that conies near to constituting Marshairs chief claim to 
iminortalih': in Marshall he beholds not only a high-powered technician, a 
profoundly learned historian, a sure-footed framer of explanatory hypotheses, 
but above all a great economist. Unlike the technicians of today who, so far 
as the technique of theory is concerned, arc as superior to him as he was to 
A. Smith, he understood the working of the capitalist process. In particular, 
he understood business, business problems, and businessmen better than did 
most other scientific economists, not excluding those who were businessinen 
themsehes. He sensed the intimate organic necessities of economic life even 
more intensively than he formulated them, and he spoke therefore as one who 
has power and not like the scribes—or like the theorists who arc nothing but 
theorists. 1 am afraid that this achievement—so remarkable in one who moved 
primarily within academic circles and largely shared their prejudices—together 
with the Olympian repose, which his attitudes to hotly debated practical prob 
lems display, accounts in part for the unpopularity that surrounds his name 
today. 

In the third place, the reader who gets still further and knows how to see 
the analytic skeleton under the smooth skin and all the flesh will behold the 
apparatus of what we now' call Partial Analysis, that is, the set of tools that 
have been forged for the purpose of analyzing the phenomena in relatively 
small sectors of the economy—individual ‘industries’ that are too small to 
call forth, through \ariations in their own outputs, prices, and demands for 
factors, repercussions in the social aggregates (especially in real and monetary 
national income), so that e\cr\ thing that happens outside of such sectors may 
be treated as given (sec below', ch. 7, sec. 6). Book v is the classic masterpiece 
of this partial analysis that has been so much admired by some and so scscrely 
criticized b>' others. The questions involved will be discussed later on. At the 
moment another matter calls for our attention. Tlic partial-analysis view'point 
is so much in evidence throughout Marshall's text, and the handy concepts 
of partial analysis that he forged or rcfurbislicd have been so generally received 
into current teaching that there is some excuse for those who sec in Marshall 
the master of partial anahsis and nothing more. All the same, this fails to 
do justice to the depth and range of Marshall’s thought. It is not oul> that 
the wider conception of the general interdependence of all economic quanti¬ 
ties receives intermittent attention in the Principles: Marshall actually formu¬ 
lated this wider conception—embryonically but still explicitly—in the notes 
XIV and xxi of the Appendix. And the Memorials contain a passage (p, 417), 
rightly emphasized b>' Mr. Shove in the article referred to abo\e, that reads: 
*My whole life has been given and will be given to presenting in realistic 
form as much as I can of my note xxi.’ It seems fair, tlicrcfore, to list Mar¬ 
shall also among the builders of the general-equilibrium s\stcni as w'cll as of 
the marginal utility analysis per sc. 

There is more to another opinion that restricts Marshall’s achievement. 
His theoretical apparatus is strictly static. 7 ’his docs not prevent him from 
dealing w'ith evolutionary phenomena or indeed any phenomena of economic 
life that are refractory to the application of the methods of statics. As Keynes 
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pointed out in his Treatise on Money (ii, p. 406), Marshall ‘was a little dis¬ 
posed sometimes to camouflage the essentially statie charaeter of his equilib¬ 
rium thcor>' with many wise and penetrating obiter dicta on dynamical prob¬ 
lems/ But in order to do so he had to get off the driver’s scat of his analytic 
engine, the arms of which do not reach these problems: the range of the 
Principles is much wider than that of the theory which the work expounds, 
and the theory itself is impaired by the strain to which it is subject, especially 
in the neighborhood of the phenomena of decreasing average cost. 

In the fourth place, no unbiased reader can fail to perceive the twin facts 
that will be fully discussed later on, nainch, that Marshall’s theoretical struc¬ 
ture. barring its technical superiority and various developments of detail, is 
fundamentally the same as that of Jexons, Menger, and especially Walras, 
but that the rooms in this nevv house arc unnecessarily cluttcTcd up with 
Ricardian heirlooms, which rcceixc emphasis quite out of proportion to their 
operational importance. It is therefore understandable that a few' English 
writers and the majorih’ of non-English ones have put Marshall down as an 
ecleetie. who tried to reconcile and to combine (or to compromise between) 
the analytic principles of the E.nglish ‘classical school* ^meaning Ricardianism) 
and the analytic principles of the ‘marginal utilih' school’ (meaning, mainly, 
Jexons and the Austrians). It is not less understandable that both Marshall 
himself and the Marshallians refused to accept this interpretation, not with¬ 
out irritation. 'Ihcy arc right. Marshall’s powerful engine of analysis—though 
it may look antiquated by now—was the result of a creative effort and not 
of a sxntiutic one: especially those will have to admit this who, like myself, 
discount the importance of tlic Ricardianism in it. 'Ihis leads, however, to 
the questions of the roots of Marshall’s work and of its originality. These 
questions are no mere matters of dush' records. They must be answered in 
order to light up an important pha.se in the history of economics. 

The roots of Marshall’s work arc easy to lay bare. As an economist, he was 
trained. 01 latlier trained himself, in the tradition of A. Smith. Ricardo, and 
J. S. Mill. In particular, his acquaintance with economics commenced with 
reading Mill in 1867-8 (Memorials, p. 10), and he retained what might be 
called a filial respect for J. S. Mill throughout his life though he was under 
no delusion concerning the latter’s intellectual stature. In addition, the preface 
to the first edition of the Principles extends guarded recognition to the in¬ 
fluence of Cournot and ’nuiiicn, which is indeed unmistakable. No economist 
other than these five, not even jevons, Dupuit, or Jenkin,^® is credited with 

JO n. C. Fleeniing fenkin (1853 85) was an cainoniist of major importance, whose 
main pajKTS belong chronologically to the previous period but who has been reserx-ed 
for di.scitssion here because tlicsc papers form an obvious stepping stone between J. S. 
Mill and Marshall in four important respects: he was the first Englishman to discuss, 
with nearly the same clearness as had Verri and Cournot, demand functions; he both 
developed and applied to problems of taxation the concept of consumers’ rent; he 
used diagrammatic representation, in principle, much as Marshall did later on; and he 
greatly improved the theory of wages, particularly in the matter of the influence of 
trade unions upon wage rates. In addition, like Sismondi but much more neatly, he 
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any influence on fundamentals, though many are recognized on individual 
points of minor importance. But the resulting picture is entirely possible. \\"e 
have noticed the peculiar character of J. S. Mill’s treatise, wliich hovers be¬ 
tween Ricardo and Say and iinites corrective reformulation. A man such as 
Marshall, who was trained in mathematics and pliNsics and to whom the con¬ 
cept of limits and hence the formal part of the marginal principle would be 
as familiar as would be his breakfast bacon, need onl\' ha^'e allowed his mind to 
play on Mill’s loose statements and to work out their exact model (s\stcm of 
equations) in order to arri\e at a point where the purely theoretical parts of 
the Principles came in sight. I’he incidental innovations would then naturally 
appear to him as mere dcxelopments from Mill instead of as *revolutionar>'.' 
Moreover, strong leaders who are sure of a disciplined majority do not make 
revolutions—cither in science or in politics—but lead on smoothly, leaving 
fuss and revolution to minority groups that ha\e to shout in order to be heard 
at all. I think that this agrees pretty well with the opinion espoused by the 
Marshallians.“ In any case it is my justihc.ition for attributing to Marshall 
(within pure theory, remember) creative achievement. 

By this admission we ha\e already prejudged the question of originality. 
Though Marshall never left any doubt that he felt under no obligation to 
Jevons, let alone to the Austrians and \\’alias, the full extent of his claim 
to subjective originality was not known to the world before the i)ublication 
of the MemorialSy Keynes’s biographical essay, and Shove’s paj^er. This claim 
is accepted here without question. Of course, this docs not Uiuch objective 
originality or priorit>’. A 'marginalist’ treatise published in 1 S90—or, for that 
matter, in iSSo—could have improved and developed existing doctrine (which 
Marshall certainly did) but it could not base revealed fundamentally newv 
truth. According to what I believe to be the ordinary standards of scientific 
historiography, such merit as there was in the rediscover) of the marginal 
utilih' principle is Jevons’; the system of general equilibrium (including the 

suggested a time-labor systcin. essentially the ‘guaranteed wage.’ lie was an engineer, 
first a practical, later an academic one, and his cc»ntri])nti(nis to economics passed all 
but unnoticed. But Marshall referred to him. See Colvin and hAving eds.. Papers, I.it- 
erary and Scientific (1SS7), with a life by no lesser celebrity than R. L. Stevenson. 
However, there is now a London School Reprint of Jenkin’s economic essays with the 
title, The Graphic Representation of the Laus of Supply and Demand, and other 
Essays on Political Economy, 186S 18S4 (19*51). 

If I take, as I think I may, Mr. Shove’s article as the official pronouncement of 
the Marshallian group, there remains, so far, only one point of difference. Mr. Shove 
holds, supporting his statement by cjiiotation. that the basis of Mnr.shall’s w-ork is to 
be found in Ricardo rather than in Mill. With Mr. Shove’s inter])retation of Ricardo 
and Mill, which minimizes the difference between them, thi.s docs not matter a great 
deal. With iny interpretation of the relation between the two, it makes more differ¬ 
ence—w'hich roughly coincides with the admis.sion of, or refusal to admit, the impor¬ 
tance of the role of J. B. Say in the emcrgenc’c of Marshallian economics. ’I’licrc is no 
really practicable bridge between Ricardo and Marshall, though one can, no doubt, 
be built. ’I'herc is a bndge, already in existence, between Mill (or even Smith) ami 
Marshall. 
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theory of barter) is Walras’; the principle of substitution and the marginal 
productixity theorj' are Thiinen’s; the demand and supply curves and the 
static theory of monopoly arc Cournot’s (as is the concept, though not the 
word, price elasticity); the consumers’ rent is Dupuit’s; the ‘diagrammatic 
method’ of presentation is also Dupuit’s or else jenkin’s. If this had been 
always clearly understood, there would be no more to be said.’- But it has 
not been generally understood—j)erhaps it is not e\cn understood now by 
all economists —with the result that the reputation of others has siiflFcrcd 
and that there exists, in many minds, a picture of the scientific situation of 
that time that it is the duty of the historian to correct. This duty is painful 
because the reason for this state of opinion is largely Marshall’s own fault. 
T'he case of the Austrians versus Marshall (and Edgeworth) will be considered 
later and therefore need not be touched upon here. In striking contrast to 
the generosity he lavished on Ricardo and Mill, Marshall was less than gen- 
eious to all those xxhose contributions were closely related to his oxxn. 'J'he 
one exception is 'riiiinen, whose work was properly rceogni/ed not only in 
a general way in the Preface to the first editif)n of the Principles but also in 
the ])assagc (p. 704 of the 1st ed.) that speaks of ‘von I’hunen’s great Law 
of Substitution.’ But Cournot received only general recognition and is not 
referred to where we should haxc expected specific reference, primarily in the 
theory of monojMjly. Mowexer, we are not coneemed with leveling any indict¬ 
ment against Marshall on the score of inadequate acknowledgment of indebted^ 
ness —of this charge Kcxnes and Shove liaxe largch' cleared liim—but with 
his inadequate acknowledgment of priority. The ease of Jevons is the most 
obvious one. But the case of W'ahas is worse. Marshall, of all men, mathe¬ 
matically trained as he was, entertaining as he did the highest oinnion of the 
central importance of his own note xxi, cannot have been blind to the great- 
ness as well as to the priorih’ of W’alras’ aehiexemcnt. Yet \\’alras' great 
name occurs in the Principles onl> on three unimportant occasions that have 
nothing to do with that achievement.’* And exactly the same holds for the 

’- ’Hie ciiicstioii of the proiaiety of niaking. even by iniplieatioii only, ilaiius to inde¬ 
pendent disfoverx’ of results tliat to the knowledge of the elaiinant have ai)pc:ired in 
l^int before is one that everxone of us must settle for himself. Some have scorned to 
do so. 

^'*Time and at;ain, I have been imjrresscd by the fact that competent and even 
einincnt economists have an uneritical habit of attributing to ^^arsh:lll what should, in 
the ‘objective’ sense, be attributed to others (even the ‘Marshallian’ demand cur\-c!). 
But we need not go beyond the Cambridge circle. On pp. 222 et scq. of the Essays 
in Biography, Keynes attempted to list, ‘with the help of notes sni^plied by Professor 
Edgeworth.’ some of the ‘more stiiking contributions to knowledge* contained in the 
Principles. Theie are six of them (excepting the comment on the historical introduc 
tion). all evidently meant to be taken as objective novelties. Not one of them can be 
accepted witliout qualifying reference to the work of others, though in conjunction 
and as elements of a general treatise for a wider circle of readers, they w'ere of course 
new enough. 

Edgeworth, too, was sadly ungenerous to Walras as well as to the Austrians. But 
his lack of generosity was somewhat like the lovable ungenerosity of devoted mothers 



840 IV: FROM 1870 TO 1914 AND LATER 

less important cases of Dupuit and Flceming jenkin, who recei\ed but foot¬ 
note recognition and this not in the right places. I hasten to emphasize ex¬ 
tenuating circumstances. One of them has been formulated by Lord Keynes: 
Marshall perceived in the work of Jevons and the Austrians technical faults 
and other inadequacies that might have impaired the success of the new 
organon unless the offending authors were kept at arm’s length, 'rhcrc are 
other such circumstances. Continuih' of analytic work is an asset, and the 
originators of the new theoretical system, or at least Jevons and the Austrians, 
had needlessly broadened the gulf that separated them from their predecessors. 
Also Marshall was \cry conscious of his role as a national leader. FIc may 
have felt it his dut>’ to upliold the national tradition. 

Fortunately, howc^■er, I can conclude on a more pleasant note. The greatest 
thing about Marshall’s great work still remains to be .said. Behind the great 
achievement there is a still greater message. More than any other economist 
—with the exception, perhaps, of Pareto—Marshall pointed be\t)nd himself. 
He had no thcor\‘ of monopolistic competition. But he pointed toward it by 
considering a firm's Special Market. It has been stated above that his pure 
theory was strictb- static but also that he pointed toward economic d\namics. 
He did no econometric work. But he alwaxs reasoned with an c>e to the 
statistical coinplemcnt of economic theory and did his best to frame con¬ 
cepts that would be statistically operational: and in his address on ‘'i'hc Old 
Generation of Economists and the New’ he outlined important parts of the 
program of modern econometrics. Naturally, his work is out of date. But tliere 
is in it a living spring that prc\cnts it from becoming stale. 

3. 1 "range 

The French situation from 1S70 to 1914 was curious indeed. W’alras was 
at work (to 1S92 or thereabouts) and Cournot was emerging from oldivion. 
In the factual branch of analysis, tliere were LePlay and his school, Simiand, 
Levasseur, Mantoux, Martin, and many others.^ Counting peak ijcrformances 
only, we might feel inclined to put French economics at the head of all coun¬ 
tries. But, c.xcepting those of the factual branch, the peak achievements alnio.st 
entirely failed to percolate, and there were hardly any .symptoms of that wider 
activitv' that makes up lost ground so rapidly in our own day.- The indifferent 

and wives who cannot see any merit in competitors of their wholly admirable sons or 
husbands. He was never, so far as I know, ungenerous on his own behalf. 

^ Concerning LePlay, sec above. Part iii, ch. 4; Simiand and Levasseur are discussed 
in ch. 4 of this Part. 

2 But mention must be made of the Walrasian work of Aiipetit and the textbook 
presentations of Walrasian or Paretian doctrine by Laurent and Antonclli. Albert 
Aupetit’s Essai sut la thdorie generate de la monnaie (1901), a youthful work of 
striking quality that still deserves perusal, marks a not unimportant step in the theory 
of monc>’ but is mentioned here because of the still greater significance of the rela¬ 
tively early reformulation of Walrasian equilibrium theory it presents. Ilemiann Laurent 
(1841-1908) wrote a brief but very good abstract of the Walras-Parcto theory (Petit 
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reputation of academic French economics in that period is, however, not due 
to its deficiencies in the field of ‘pure theory*—and ihcrc is no reason to 
think little of it so far as applied fields are concerned—but to something else 
that will preclude recognition by modern radicals a limine, namely, to liberal¬ 
ism in the Gladstonian sense. So obvious were the political affiliations of the 
leading groiij) of French economists and so completely did their politics dom¬ 
inate c\cry line they wrote that we have no choice but to adopt political cri¬ 
teria for the rest of this sketch. 

Accordingh-, we consider first the laissez-faire ultras who arc known as the 
Paris group because they controlled the Journal c/es economistes, the new dic¬ 
tionary, llie central professional organization in Paris, the College de France, 
and other institutions as well as most of the publicity—so much so that their 
political or scientific opponents began to suffer from a persecution complex. 
It is extremely difficult, even at this distance of time, to do justice to this 
grouj) that was also a school in our sense. I shall mention only a few names 
that will guide awy interested reader to its works and, instead of characterizing 
indi\ iduals, attempt to characterize, in a few lines, the group as a whole. 'Ihc 
most distinguislied names, then, were Paul Leroy-Bcaulieu, Courcclle-Scneuil 
once more. I.xvasseur, the indefatigable Gustave de Molinari, Yves Giiyot, 
Maurice Block.'* and Leon Say. 'I'licy were duti etatistes, that is to say they 
indulged in a belief to the effect that the main business of economists is to 
refute socialist doctrines and to combat the atrocious fallacies implied in all 
plans of social reform and of state interference of any kind. In particular, 
they stood staunchly by the drooping flag of unconditional free trade and 
laissez-faire. 'I his accounts easily for their unpopularity with socialists, radicals. 
Catholic reformers, solidaiists, and so on, though it should not count for us. 
But what docs count for us is the fact that their anah sis was methodologically 
as ‘rcactionars * as was their politics. They simply did not care for the puicly 
scientific aspects of our subject. J. B. Say and Bastiat, and later on a little 
diluted marginal utilih* thcon', satisfied their scientific appetite. Some who 
sympathized w'ith the polities of the groujv—though they were no members 
of its inner circle and arc hence, ver>* significantly, mentioned but rarely— 
took a higher flight and did notable work. 'Phis holds particularly for two men 
who should alwa>s be listed among economists of eminence, Colson and 
Cheysson. It is not without importance to note that both were engineers by 
training and in this respect continued a French tradition that is adorned by 

Traite d*economic politique maihematique, 1902) and I’Tofcssor r.ticnne Antonclli 
actually rislccd a W'alrasiaii course of lectures at the College Libre des Sciences So- 
cialcs that he published in 1914 under the title Principcs d'economic pure —a pio 
neer venture. There were various wTitings on ‘mathematical economics.’ some of which 
will be mentioned later. 'rhc>' had little influence. 

3 Leroy-Bcaulieu and Courcellc Senciiil arc diseu.s.sed above. I’art in. eh. 4. Maurice 
BIock*s suTvc>' work, Le Progrds de la science iconomique depuis Adam Smith (1S90; 
2nd ed., 2 vols., 1897), will be mentioned as a fair .specimen of what the school con¬ 
ceived of as purely analytic work. Neither should Leroy Beaulieu’s Essai $ur la reparti¬ 
tion des richesses (1881) go unnoticed. 
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the name of Dupuit and is now more alive than ever: if I were willing to 
use the term School in any other sense than that adopted in this book, I 
should certainly form a school from those brilliant I’rcneh enginecTs in the 
public service who contributed, and arc contributing, so substantially to sci¬ 
entific economics.^ 

But even the others, whose flights cannot be described as high, had one 
great merit. Their philosophies were deplorable, their theory was weak; but 
when they wrote on practical questions they, like their predecessors and like 
Marshall, knew what they M-cre writing about. 'I’hat is to say, they li\ed and 
thought in close i)roxiinity to business and political practice, which most of 
them knew from experience and not from newspapers. 'I herc is an atmosphere 
of realism and shrewdness about their works that partly compensates for lack 
of scientific inspiration.’’ 

ITic politicians can hardly ha\c liked a group that stood for free trade and 
otherwise indulged in an impracticable liberalism. So, when the gen eminent 
proceeded to establish chairs in economies in all the law faculties of all the 
universities of hrance tiSyS), it saw to it that the new professors should not 
all of them be of the political complexion of the Paris group. 'Phis wrought 
a change, of course, but—apart from bringing the light of economics to the 
most unfortunate provinces that had had to dwell in outer darkness until then 
—this change was at the beginning more political than scientific. However, 
the new men who felt thcmsches to be new men in more senses than one 
drew' together, founded the ‘heterodox’ Revue d'economie politique (1SS7), 
doubted (most of them) the Natural Law that booms laissez-faire, looked with 

Clement Colson did not follow the voention for which he was trained 

but was a public servant in the term’s widest and most honorific acceptance. W e can 
not go into his many activities—which included teacliing—and merits. It niiist suf 
fice to mention his Transports et tarifs i iSqo), which still repays perusal, and his Conr.s 
d'economie politique (1901--^, a work that is not ecinally commendable in all its parts 
but rises to considerable heights in places, e.specially in transportation. 

Emile Cheysson fiS36'i9io; Oeuvres choisics, 1911} was another man of many nicr 
its. I .shall only refer to a conference of his that was pnblislicd in 1887 under the 
title ‘Statistiqiic gcornetriqiie.’ It brims over with suggestions, some of powerful origi 
nality, on .statistical demand, revenue, and cost curves, location and transportation 
rates (he has a sort of rate inchffcreiirc curve), wages (where he develops a model of 
the kind that is now' known as ‘cobweb’), sales as functions of wages, rational choice of 
sources of raw' materials, quality, variation of product, ])rofit maxinii/atioii. I am in¬ 
debted to Dr. II. Staehle for having |>ointcd out to me this amazing asscnihlngc of 
tools and ideas that I should otherwise have overlooked. 

•*' The frank contempt with which bf»th higher powered theorists and anti liberals 
treated the group is therefore not justified. I’akc Yves Guyot (1843-1928) to whom a 
brilliant theorist has referred as ce pauvre Guyot. 'Phis theorist was pcriiaps right if he 
had, e.g., Pareto in mind as a standard of comparison. But I have to add that, W'erc I 
a businessman or politician, I should have consulted Guyot—who w'as a wizard at prac¬ 
tical diagnosis—rather than Pareto in order to be enlightened on, say, the prospects of 
employment or of metal prices in the next six months. Wc arc all of us liable to de¬ 
serve the epithet ce pauvre if wc are made to confront a task very much out of our line. 
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more favor on piotcction that was carr>’ing the day anyhow, and allowed them¬ 
selves to he caiight in modest programs of social reform. Scientifically, very 
little came of this at first. But in the course of the thirty-five years, counting 
from those appointments, by the grace of the spirit of the times, substantial 
iniproNc'inent was effected and not only by the new professors thcmsches; 
the Paris milieu was li\encd up, though the little knot of laissez-faire stalwarts, 
not less remarkable for longevity than for strength of conviction, held out like 
liconidas’ Spartans at "riicmiopylac. As for representative names, it will suffice 
to mention P. I.. Cauwes, \Nho, more a jurist than an economist and influenced 
b>' C^rennan Sozialpolitik and German historism, was a man of sense and force 
e\en if not much of a scientific economist; Charles Cidc and Charles Rist, 
who rose into prominence later on; ” and two men whose performances were 
among the first harbingers of a new epoch in k’rench economics, Landry and 
Aftalioii." So far as 1 know, none of the groups that exj^ounded systems of 
social reeonstniclion. socialists and solidarists included, made any contribution 
to be noticed in a history of analysis.^ 

4. Germany and At^stria 

As we know, in Germany Sozialpolitik and the work of the historical school 
asserted their influence njxm general economics more than in an> other coun¬ 
try. Tlicse interests did not entirely destroy tradition nor did they entirely 
crush out the ‘theoretical' component in general eeonomics. But in places 
they came near doing so; although a reaction had set in by 1900 and was 
running strong by 1914, the men who were then in their twenties were prac¬ 
tically untrained in the art of handling anabtic tools and some of them ac¬ 
tually conceived of ‘theory' as consisting of philosophies about socialism or 
individualism and the like and of cpiarrels about ‘methods'—they had no con¬ 
ception of theory as a ‘box of tools.* Broadly speaking, genuinely home-grown 
theory was insignificant and anaemic and the only live impulses came from 
the Austrian and the Marxist schools. 71 ie situation, thoroughly decentralized 
as it was—much as in the preceding period—is difficult to describe by means 

<■* Cliarlcs Cidc (1847 1952) cannot occupy any great place in a history- of analysis 
but played ;i most useful and most creditable role all the same, lie was an all round 
leader, free from prejudice, in sympathy with all that was going on, and made by 
nature for imparting this sympathy to others. lie wrote one of the most succ'ossful 
textbooks of the period, and, in collaboration with C. Rist. a still more successful 
Ilistoire cics doctrines econorniques (ist ed., 1909; 7th ed., 1947; P.nglish trans., 1915; 
with additions from 6th and 7th French eds., 1948) that is widely used still. There 
w'crc several other performances in this field (Pcriii, Fspinas, Denis, L')ubois, Rainbaud, 
Gonnard). 

^ Adolphe Landr>\ Ulntcret du capital (1904). Aftalion and Juglar will be mentioned 
in eh. 8 in the fields to wdiich their w-orks belong. 

® Professor G. H. Boiisquet’s Kssai sur V&volution de la pensde ^conomique (igzr), 
Gaetan Pirou*.s Les Doctrines econoviiques (192s). and the well-known Huitory by 
Gidc and Rist w*il 1 usefully complement the sketch above. 
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of a brief sketch. Simplih ing to the utmost, I propose to deal with it as fol¬ 
lows: wc shall first consider the Austrian school; then we shall glance at a 
number of rcprcsentatisc men who form a group in no sense except that they 
had laid the foundations of their reputations in the preceding period and 
exerted considerable influence—as ‘elder statcsineir—in the one under survey; 
finally, reserving the Marxists for separate treatment at the end of the chap¬ 
ter, wc shall add additional representative names that will serve to complete 
the picture, begun in the preceding chapter, of the ‘life and work’ of German 
economics so far as impressionist patches of color can be said to complete any 
picture. In all three subsections this purpose of painting a picture that must 
not be orercrowded has been kept in view at considerable * pain-cost* of in¬ 
justice to many indhiduals.^ 

(a) The Austrian or Viennese School. The close cultural relations that ex¬ 
isted between the Austro-Hungarian monarclu and Germany did not prevent 
the emergence in Austria of a scientific situation in our field that differed 
completely from the German one. 'i'his was largely due to two personal facts: 
to the fact that Carl Menger was a leader of quite unusual force; and to the 
fact that he found two disciples, Bohin-Bawerk and W'ieser, who were his in¬ 
tellectual equals and who completed Monger’s success. The\ cannot rcalh be 
called second generation but ha\c title to be considered as co-founders of what, 
considering all circumstances, was to be a school of surprising importance and 
durability. There were sescral other followers of some note (such as Sax and 
Zuckcrkandl), and of course a second generation did rise within the period. 
But I think it to be both right and conducise to a correct impression to con¬ 
fine this subsection to those two - leaders and to two other men who, per¬ 
sonally rather than doctrinally, stood somewhat apart and never got all the 
credit they deserve, Auspitz and Liebcn. 

Eugen von Bbhm-Bawcrk (1851-1914) was, so far as his career was con¬ 
cerned, primarily a public servant. This must be kept in mind in appraising 
his scientific w’ork, exactly as Ricardo’s business avocations must be kept in 
mind if w'e are to do justice to his. What is before us to read is not the fin¬ 
ished work that Bohm-Bawerk had in mind —parts of the pulilished perform¬ 
ance were written in a hurr\, the consequences of which Bbhm-Bawcrk never 
had the opportunih' to remedy. In order to show' this, let us cull a few relevant 
facts from the record of a life conspicuous for sijjglc-mindcd devotion to duty, 
complete disinterestedness, high intellectual cndea\or, wide cultural interests, 

1 In this respect, I am all the more open to criticism because I cannot plead igno 
ranee of the details of what is for me a very familiar scene. Rut some of the lacunae 
of my exposition can be filled from many sources, especially from the two following 
Festschriften, which shed light on the period under survey although only one appeared 
in the period: (1) the Schmollcr Festschrift of 1908: Die Entwicklung der deutschen 
Volkswirtschaftslehre im neunzehnten Jahrhundert; (2) the Brentano Festschrift of 
1925: Die Wirtschaftswissemchaft nach dem Kriegc, especially Professor Amonn’s con¬ 
tribution, 'Der Stand der reinen Theorie' (vol. ii, part 3). 

2 Von Philippovich will be mentioned below. L. von Mises, whose book on money 
appeared at the end of the period, will be mentioned in our chapter on money. 
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and genuine simplicity*—all of which was entirely free from sanctimoniousness 
or any propensity to preach. Ilis early scientific development must have been 
seriously interfered with by his entering the ci\i1 service ininicdiatcly on com¬ 
pleting the usual legal studies that, as we know, left but little room for eco¬ 
nomics. lie was thirty' when he was appointed to the University of Innsbruck, 
and the eight years he taught there define the whole of the time that he w'as 
able to devote, in the plenitude of his powers, to scientific economics. lie 
was a hard, sy stematic, and cfTective worker, and we need not, perhaps, deduct 
very niiich from his fund of energy on the score of aciideinic teaching. More 
of it. however, went into his polemics, by which he established himself as by 
far the most eminent champion of Mengti’s leaching." 'Ihc rest went into 
the chief work of his life, Kapital und Kapitalzim (1st vol., 1S84; 4th cd., 
ic)2i; ringlish trails., 1S90; 2nd vol., 18S9; 4th ed., 1921: Knglish trans., iSgi). 
Volume I, Gcschichte und Kritik der Kapitalzinsthcorien appeared in English 
as Capital and Interest: Volume ii. Positive Theorie des Kapilales as Positive 
Theory of Capital. Work on the second volume that contains his own creative 
contribution—the first contains a series of criticisms of interest theories—had 
to be curtailed and the volume had to be hurried through the press in jxirts 
as the author wrote it—anticipating his re-entry into the Ministry of Finance 
for the piirpo.se of preparing the great fiscal reform of 1S96. Distinct ideas 
are but imperfectly welded together; in essential respects the author changed 
his standpoints while writing; different currents of his own thought run side 
by side; the decisive later chapters are frankly provisional (sec Preface to the 
unchanged 2nd ed.) and as he was able to make tliein, not as he wanted 
to make them. A brilliant but absorbing career followed from 1SS9 to 1904. 
during which he held cabinet office three times and had no more leisure than 
is implied in scanty leaves of absence and occasional hours that he snatched 
from official work, especially in the early mornings. Even so he kept up a 
pcriphcrical relation with academic teaching (he was Honorary Professor at 
the University' of Vienna, occasionally conducting a seminar'L Also he was 
able to do some writing of a polemical or expository nature. Among other 
things, he produced his famous criticism of the Marxist .system.’ But he was 
not able to do original work. Leisure came indeed in igov when (refusing the 
most lucrative post in the gift of the Crown) he accepted appointment as 
‘ordinary’ (full) professor at the University of Vienna. This spelled freedom 
from all but self-imposed duties and also from the petty vexations of modern 
life, since all ‘authorities’ of that environment were infinitely respectful to 
the Privy Councilor full of honors. But he was older in mind and body than 
ill years. Though he conducted his famous seminar to his death (1914), his 
creative force was spent. He did work at his Kapital and added formidable 
appendices, but no real progress was possible any more. The revised and en- 

•'’Tlic.se and later parciga of liis have been republi.shcd as Gcsammeltc Schrifteri (2 
vols., 1924 6) by riofe.ssor Franz X. Weiss, one of the ablest of Bohm-Bawork's pupils. 

* 7 Aim Abschhiss des Marxschen Systems (1896) translated as Karl Marx and the 
Close of His System (1898). [New edition (with Hilferding's reply), cd. with intro¬ 
duction by P. M. Sweezy, 1949.] 
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larged third edition of Kapital und Kapitalzhis ^^as publislied in three volumes, 
iQOQ-14 [\oliiiiic II was expanded into two voliinies, 11, 1 and 11, 2]; an un¬ 
changed fourth edition with an introduction by von W'ieser appeared in 1921. 

Let us neglect Bohm-Bawerk's championship of the marginal utility prin¬ 
ciple, his critique of Marx, and a few other things that might be mentioned, 
and ask what was the nature and significance of his main contribution. 'I'he 
ansner that most people are likely to return is: a theory of interest and, in 
connection with it, the ‘period of production.* 'fhis answer is wholb inade¬ 
quate. The Bohm-Bawerkian theory of interest and, incidentally, the Bbhm- 
Bawerkian period of production are only two elements in a comprehensive 
model of the economic process, the roots of which may be discerned in 
Ricardo and which parallels that of Marx. Part of it is, natnralb, a complete 
thcor>' of distribution—not of interest alone—that culminates in ‘'I’hc Capital 
Market fully Dc\eloped’ isce Part 2 of Posiihc Ihcorie, Book iv. ^id and 4th 
cds.), where the stock of goods, the period of turnover, wages, and interest are 
sirnultancoush’ determined. If we wish to label his place in the histtjr\’ of eco¬ 
nomics, W’C had better call him the bourgeois Marx.' 

There is tlms a Ricardian root to Bdhm-Bawcrk’s achievement ** !ln)ngli he 
was entirely unaware of it. Equally unaware was he of the fact that he had 
been anticipated, in one essential point by Rac." I’inally, much more definitely, 
he was anticipated by jevons—his relation to the latter is not unlike that of 
Marshall. Occasional anticipations on this point or that occur fairly frequently, 
one of them, as we ha\c seen, in Senior and another in N'cweoinh’s Principles. 
Siibjectiveb, howc\er, he was so completely the enthusiastic disciple of Menger 
that it is hardly necessary to look for other inHiicnccs. It is not only that he 
followx'd Mcngcr in matters of value and price: even the two propositions that 
the productivity of a given ‘quantity' of capi^al can be increased b\ extending 
the period of production and that we habitually imderxaluc future pleasures 
as compared with present ones—two cornerstones as we shall see of the specif¬ 
ically Bohm-BawcTkian theory of capital and interest—liad been indicated by 

There is a good reason as well as a bad one for the surprise tlic reader is likely 
to feel as he reads this statement, 'fhe good reason is that Marx was nnich more than 
an economist. Of course, the statement refers only to Marx's economic theory f)f the 
capitalist process. I’he bad rea.son is that wlien thinking of Marx, we have habitually 
in mind what are non-essentials from the standpoint of this book—the agitatorini ges 
tnre, the prophetic: wrath. I.caving these out and looking at the cold analytic: steel 
frame below, the reader will not find my statement so surprising. Bblim B;nverk\s mar¬ 
ginalism makes but a technical difference; being a more efficient tool, it clears from 
his path the spurious problems that Marx encountered on his. 

«Tliis has been pointed out repeatedly by I*rofcssor K'niglit and also by Dr. lulcl 
berg (see above. Part in, ch. 4, sec. 2). 

’’ When he wrote the original work, Brdim Bawerk did not know more of Rac than 
the quotations in Mill that do not reveal the core of Rac‘s analysis. He used Rac in 
the 3rd ed. See on this C. W. Mixter ('Bohm Bawerk on Rae,' Quarterly Journal of 
Economics^ May 1902), who, however, greatly overstates the case for Rae. 
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Mcngcr." It is tJiis rather than Ie\ons’ priority that raises the question of 
Bohin-Bawerk’s originality. It could be argued that a man who had it in him 
to develop such embryonic suggestions into an imposing organic whole hardly 
needed any suggestions at all. But it is not necessary to do so. It is Bbhm- 
Bawerk’s model or sclicma of the economic process adumbrated above which 
makes him one of the great arelfitects of economic science, and this schema 
^^•as quite outside Menger’s as well as )evons’ range of vision. 

A few of the best minds in our field, Wickscll and Taussig in particular, 
ha\'e in fact Cfmsidered him as such. But much more numerous, from the 
first, were critics and detractors. I’his is due, in the first place, to Bbhni- 
Bawerk's reserve, which, though he had ver>’ many pui)ils, pre\ented him from 
turning them, as did Marshall, into disciples: hence he never acejuired a sci¬ 
entific bodyguard that would stand ready to sally forth in his defense. In 
the second place, the fahions controversialist had accumulated many accounts 
that some people were not slow in settling.*® In the third place, as explained 
above, Bolim Bawerk’s uork had not been permitted to mature: it is essen¬ 
tially (not formalK) a first draft whose growth into something much more 
perfect was arrested and nc\cr resumed. Moreover, it is doubtful whether 
Bohin Bawerk's primitive teehnique and in particular his lack of luathcmatical 
training would e\er ha^c allowed him to attain perfection. Thus, the work, 
besides being ^■ery diffieult to understand, bristles with inadequacies that in¬ 
vite criticism—for instance, as he put it, the 'production period’ is next to 
being nonsense—and impedes his reader’s progress to the core of his thought. 
In conse(|uence, criticism of individual points was often successful, and such 
piecemeal defeats injured the reputation of the whole, lie even got criticism 
from such eminently fair minded men as living I'ishcr, who seem.s never to 
have realized how much his Theory of Interest owes to Bbhm-Bawerk, though 
he, of all men, was certainly anxious and even over-anxious to do justice to 
any predecessors he could find. By the time Kc>ncs wTOte his Treatise, it was 

” I'liis is the more noteworthy because Menger. far from welcomiim that theors* as 
a (Ic-velopmeiit of suggestions of his. severely coiKlemnccl it from the first. In his some 
what grantliloquent .style he told me once: ‘Ihc time will come when people will 
realize that lh>hm llaweik’s theory' is one of the greatest errors ever committed.’ He 
deleted those hints in his 2nd edition. 

® ITiat eminent man (Taussig) told me once (I think it was in the spring of 1914) 
that he considered Bohm Kawerk the greatest economist of all times, excepting Ricardo 
alone (or even that he considered Ricardo and Bbhm-Bawerk, on a par. the two 
greatest economists: 1 do not remember whichl. 

*®I.ct ns note in passing the indictment of unfairness in criticism that has been so 
often leveled at B<>hm Bawerk, e.g. by Marshall. As raised, I believe this indictment 
to be without foundation. But Bbhin Bawerk’s was an advocate’s mind. He was unable 
to see anything but the letter of the opponent’s argument and never seems to have 
asked himself whether the offending letter did not cover some element of truth. This 
often impaired his critical argument, though his criticism nevertheless remains the best 
existing series of exercises in theoretical thinking of that type. It is thus understandable 
that un.sympnthctic readers of his sometimes derived an impression that is voiced by 
that indictment. 
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an almost general opinion that Bohm-Bavverk’s theory was just a curious error 
—and not to be discussed seriously any more. And yet his ideas keep on turn¬ 
ing up and teaching people^ critics and detractors included, their business. 
This, in fact, his ideas had done from the first: though Bohin-Bawerk got few 
compliments, and acquired few disciples, hc^ was and still is one of the pro¬ 
fession’s great teachers.^^ 

Tricdrich von \\'icscr (1851-1926) was a verv' different man. He was a born 
thinker, and a brief spell of civil service in his youth and a still briefer spell 
of cabinet office in his middle sixties were the only interruptions in a pacific 
and imcxentful academic career in Prague and Vienna. 'I'liis thinker is, how¬ 
ever, difficult to eharacteri/c. The great thing about him was a spacious vision 
that went deep below the surface. But he implemented this \ision very im¬ 
perfectly, for he not onl\ lacked, like Bdhin-Bawerk, the necessary technical 
training, but in addition, the natural aptitude for turning out an effective argu¬ 
ment. His sociology, which merits more attention than it has receiied (Rccht 
und Alachty 1910; Gesetz dcr Macht, 1926), has been already mentioned; his 
significant contribution to the theory of money will be mentioned in the ap¬ 
propriate place. Of liis three great works in general thcor\', the first, Vber den 
Ursprung und die Hauptgesetze des wirthschaftlichen Werthes (1884) has the 
merit of re-emphasizing and de\ eloping the Mengerian argument on value (he 
coined the term Grenznutzen, marginality) and no other, though even that 
meant a great deal at the time; the second. Der Satiirliche Werth (1SS9; Eng¬ 
lish trails., 1S93) worked out the Austrian theories of cost and distribution 
(he coined the phrase Zurechnung, imputation), which Menger had not more 
than sketched, and this work must in spite of the latter fact and also in spite 
of glaring faults of technique, rank high as an original achievement; the third, 
Theorie der gcsellschaftlichen Wirtschaft (in M. Weber’s Grundriss der Soziab 
okonomik, i, 1914; English trans. Social Economics, 1927), while adding noth¬ 
ing essentially new, is an impressive summary of a lifetime’s economic thought. 
History knows him—the extent to which it knows him, howc\er, varies greatly 
from historian to historian—chiefly as the man who rounded out the Aus¬ 
trian structure, though some of his ideas were more akin to those of Walras 
than to those of Menger. I’hc best appreciation of his significance as a theorist 
is to be found in Professor Stiglcr's book, to which reference is here made 

This holds true independently of the Bdhm Bawerkian revival incident to the 
great success, in the early 1950’s, of Professor von Hayek's theory of business cycles. 
Professor Knight was not tilting at windinills when he opened his vigorous attack upon 
Bbhm Bawerk’s teaching in 1933 (‘Capitalist Production, Time, and the Rate of Re¬ 
turn,* Economic Essays in Honour of Gustav Casscl) and 1934 (‘Capital, 'lime, and 
the Interest Rate,* Economica, August) that evoked a lively controversy (for main items 
see N. Kaldor, ‘The Recent Controversy on the 'I lieoiy of Capital,* Econometrica. 
July 1937). Unfortunately, the es.sential point about Bohm-Bawerk’s message has been 
only occasionally noticed or bruslicd against in this literature. 
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once for ijjs Gesammelte Abhandlungen have been edited, with a bio¬ 
graphical introduction, by Professor von Hayck (1929). 

Space docs not permit more than a brief reference to tlic work of two re¬ 
markable men: Rudolf Auspitz (18^7-1906), an industrialist who fought the 
cartel that increased his profits (which increase he handed over to liis em¬ 
ployees), a politician who was co-author of the bill that introduced the progres¬ 
sive income tax, and Richard IJcbcn (1842-1919), his relation and scientific 
collaborator, a private banker of artistic tastes. 'I'hcy produced one of the out- 
standing theoretical performances of the age, the Vntersuchungen iiher die 
Theorie des Praises (1889; tlie first part was published separately in 1887; 
French trans., 1914). 'rcchnically, they were immensely superior to their com¬ 
patriots and both because of this and because they put partial-analysis prob¬ 
lems into the foreground, their work looks less ‘Austrian* than it is. It recei^■ed 
some recognition from Edgeworth and more from Irving Fisher, but was with¬ 
out honor at home. Their total and marginal supply and demand cur\e ap 
paratus (they did not use average cnr\es) was an original contribution at the 
time, as was the general thcor\' of the appendix that was not noticed at all. 

I have described the Austrian school as the one of the two live influences 
in German general economics. But this influence did not assert itself per¬ 
ceptibly until after 1900, and even later the German attitude toward it was 
not wholly friendly.'“ 'I'licre were several reasons for this. First it was but 
natural that men primarily interested in the practical problems of their day 
and in historical work should not welcome the renascence of a hpe of re¬ 
search that the>' considered fundamentally wrong or at least uninteresting. 
Second, man>- men but especially Schmoller—who frankly admitted his error 
later on—associated theory with ‘Manchesterisin,* that is, with unconditional 
laissez-faire. 'Flicy therefore thought that they beheld not only a renascence 
of a h pc of anahsis they did not like but also a renascence of a type of eco¬ 
nomic thought—or of a political economy—they abhorred. Third, most of the 
existing theorists were either under Marxist influence—and the Marxists natu¬ 
rally were incapable of .seeing in a nc\^' thcor\- anything but a new piece of 
bourgeois apologetics—or else were the faithful followers of the English 
‘classics*: some of them out-Marshallcd Marshall in their admiration for Ri¬ 
cardo and J. S. Mill but, unlike Marshall, refused steadfastly to advance be¬ 
yond thein.'^ Nor were the various guerrilleros, who tried new starts for them- 

^2 George f. Stigler, Production and Distribution Theories [of jevons. W'ickstccd. 
Marshall, Edgeworth, Mcnger, Wicser, Bohin-Bawerk, Walras. Wicksell. J. B. Clark], 
1941. This excellent work by a competent theorist is perhaps the best survey in exist 
ence of the theoretical work of that period's leaders and is strongly recommended. 
This recommendation docs not imply agreement in cveiy point of fact or evaluation. 

'2 Even as late as 1918, the great success of G. Cassel's Theoretische Sozialokonornic 
was due as much to its uscfulne.ss as a textbook as to the fact that, on the surface, it 
was hostile to both the Austrians and to W^’alras. 

''*11. Dictzel (di.sciisscd below) went further than anyone else: he actually thought 
that it was po.ssib1e to prc.ser\’C the whole of the ‘classic* structure, and this in 19:1! 
(Vom Lehrwert der Wertlehre . . . , 1921.) 
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sches, any more disposed to accept an anah tic schema which, however simple 
it WHS, could not be appreciated without some theoretical training. In Eng¬ 
land, an initial ad\ancc soon ran up against the Marshallian castle that 
‘frowned in awful state’ upon the Austrian cottage. In the United States recog¬ 
nition was freely extended b\' a number of economists. But since the countr\- 
developed a ‘niarginalist’ school of its own and since some of the most emi¬ 
nent American cconoinists, Ir\ing Fisher in particular, followed W^alras rather 
than the Austrian triumvirate, the situation did not differ very much from 
the English one. In France, the AustTian teaching fell in with a national 
tradition and, being more acceptable than the mathematical one of W'alras, 
made considerable headway, Feroy-Beaulieu, Gide, Fandry, Cedson (who how¬ 
ever was more Walrasian) and many others extending more or less hospitality 
to it. In Italy success was substantial at first. But the Austrian impulse soon 
petered out or was submerged by the teaching of Pareto. ’Fhe earliest as well as 
the most lasting of the Austrian successes were in the Netherlands and in the 
Scandinavian countries. 

I'b) The Elder Statesmen. Science progresses, so Bdhm-Bawerk once told a 
restless and recalcitrant >oung man, through the old professors’ dying off. 
However, before promoting the ])rogress of science by doing .so, these old 
professors are in the picture and some of them must be mentioned. I choose 
Roscher, who lasted until 3 S94, Knics, Sehaffle, Stein, all of whom we have 
met already and all of whom exerted significant influence. 

No more need be said of Roscher. Karl Knics (1S21-9S) was above all a 
great teacher who made Heidelberg a center of study and research in which 
the most diverse hpes were welcomed and made to work together. Of his man>' 
works, I shall mention only his chief performance Geld uml Credit (1873-9). 
Albert Schiiffle (1831-1903). the Swabian radical—if he lived today and in the 
United States, wc should characterize him as a New Dealer or even as a 
Parlor Pink—Austrian cabinet minister (1S71), and then a student enjoying 
lettered case in his little home towTi for over thirty years, had less opportunih' 
for teaching but exerted formative influence as a writer. But unless there is 
more to his ambitiously conceived Bau uml Lchen des sozialen Korpers 
(1S75-S) than I am able to find in it, economic analysis cannot be said to owe 
much to him. His works in taxation will be mentioned in their place. [The 
section on taxation in eh. 6 was not completed, Ed.] Lorenz von Stein (1815- 
90), the student of French socialism, professor in Vienna, 1S55-S8, established 
himself as an authority on public administration and public finance. His text¬ 
book of economics is insignificant and I mention him merely because it seems 
incongruous to leave out of the picture a no doubt brilliant figure. 

(c) The Representatires. 7 ’hc names of academic leaders that first arise in 
one’s mind, when one thinks of German ccononiLsts of the period under sur¬ 
vey, are of course those that have been mentioned in the preceding chapter, 
and in particular Brentano, Bucher, Knapp, Schmollcr, Sombart, Wagner, and 
M. Weber. I .select in order to illustrate various a.spccts of the situation, Bort- 
kiewicz, Diehl, Dietzel, Launhardt, Lexis, Philippovich, and Schulzc-Gacver- 
nitz. But tlicre I must stop. Many successful teachers, sueh as Johannes 



GENERAL ECONOMICS: MEN AND GROUPS 851 

Conrad, the kindly mentor of many American visitors, or Gustav Cohn or 
Pohlc or Held or the excellent Nassc or Uerkner must be passed by. 

Of the first group only Adolf Wagner (1835-1917) needs additional com¬ 
ment. We know him already as a leader in the fight for Sozidlpolitik and a— 
politically—eonservati\e reformer. Besides he has to his credit substantial per¬ 
formance in the field of money that will be noticed in Chapter 8. Also, we 
shall ha\c to notice liis work in public finance {Finanzmssemchafty 4 vols., 
1877-1901). It is on these achievements that his historical reputation must 
be exjicctcd to rest. Now we have to consider him as an analytic economist 
in general. He felt himself to be a ‘theorist' in the sense that he was oyiposed 
to hisUnism. But tluuigh by no means friendly to the Sehmoller school, he 
einpliasi/.cd historical relativity by his famous, if not exactly novel, distinction 
between the ‘historico legar and the ‘ceononiic' categories (of institutions, 
h)rnis of beha\ior, and processes) wliich it is perhaps unnecessary to explain. 
He used to say that Rodbertus and Sehafile were the two economists from 
whom he had learned most and he always displayed a critical interest in 
Ricardo, who for him remained ‘the’ theorist to the end. Of the work of his 
age he absorbed but surface meanings, though he extended recognition to 
many foreign economists, Marshall and 'laussig in particular—in that formal 
way that means so little—and received similar recognition, especially from 
Marshall, in return. Alwass excepting the field of money, his originality or 
even his eompetence in anabtic ccoimmies cannot be rated high. Yet his 
name will li\e luueh longer than will that of many an expert analyst. Of liis 
\()luminous works that are, to an almost intolerable degree, affected b\ rubies 
syslematicu, only his Principles {GrumUci^ung tier poUlischen Ockonomic^ 1st 
ed., i 87f)) superseded by his co-operative enterprise, the Ilandbcwk [Lehr- und 
llandbuch dcr pol)lischcn Ockonomie). need be mentioned here. 

Our second group consists of very heterogeneous material, liadislaus ion 
Bortkiewiez (iSOS u)^!) was a trained mathematician and physicistand 
ranks higli as a statistician of the Lexis school. As a theorist he is known 
chiefly as one of the most competent critics of Marx and Bdhm-Bawerk. 
His essentially critical bent prevented him from producing, so far as economic 
theory' is concerned, any creative work. Nor is this all. His criticism was at its 
best when directed toward details—in a sense he was a comma hunter—and 
he had no eye for tlic wider asyx'cts and deeper meanings of a theoretical 
model. Bortkiewiez described hini.scif as a Marshallian. But this meant no 

‘•"'This characteristic he shared with Wilhelm Laiinhardt (1S32 191S), professor at 
the I’edniological School of Hanover, wliosc Malfwwatischc Bcurihuiimn dcr Volks- 
wirthschaftslchre (iSS*;), though .substantially Walrasian and disfigured by many in 
adequacies, must yet be listed as a notable and, in some points, original performance 
(especially as to transportation and location). 71ins, Germany was not entirely without 
‘mathematical economics.’ It is curious to obscr\'C—and characteristic of the condi 
tions in our field—that a type of research may be present and in full view and yet 
pass unnoticed. 

‘♦‘On this, see P. M. Sw’cc/y, op. cit., who entirely accepts Bortkiewiez’ revision 
of hfarx’s theory of prices. 
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more than that he liked some of the least admirable and least progressive fea¬ 
tures of Marshall’s Principles. He C'ould have exerted beneficial influence in 
Berlin, however, if he had not stood on a side track—quite overshadowed by 
Schmollcr and Wagner—and if lie had been less ineffective as a teacher. 

Karl Diehl (1864-194;), on the contrary, stood on no side track: he occupied 
in Freiburg what was—partly before him and partly owing to him—one of 
the most prominent German chairs of economics. And he was a most effective 
teacher, not so much in the lecture hall as in his seminar, which formed and 
stimulated a large number of pupils. He was of a strongh institutionalist bent 
—all for historical relativity in particular. But this did not prevent him from 
being a genuine ‘theorist/ that is, an economist who does not drop theory 
when he has done with some philosopliies and (piarrcls about concepts, but 
who uses theory as an instrument with which to sohe problems. His theory 
was neither original, nor very modern, nor \er\ refined—its roots were in 
the FngUsh ‘classics*’*—but it was scT\iceable theory all the same, and in 
the existing situation meant a good deal. 

Heinrich Dietzel (iS;--ig;5'). the incumbent of another leading professor¬ 
ship (in Bonn/, was a man of a different stamp. He, too, was primarily a 
theorist and the superior of Diehl in rigorous logic. But lie was less ctTecti\'C 
as a teacher, both by temperament and by the singular sterility of his scien¬ 
tific message. He just ‘dug his toes in’ and staved, intellectually, in the posi¬ 
tion, the ‘classic’ position, he had reached in his early manhood, riioiigh he 
did some respectable work on ‘classic* lines and contributed an interesting 
volume on theory ('I henretische Socialokononiik; method mainly'i to \Vagncr*s 
Lehr- und Handhuch. he is not likely to be icnicmbcrcd except for his contro- 
vers\- with Bdhm-Bawerk. 

Wagner’s and Dictzel’s cases show that it was the nature of the ‘theory* 
taught, rather than cither Sozialpolitik or historisin. which accounts for what at 
first sight looks like an eclipse of analytic work of this kind that may not 
amount to a great deal in itself but seems to be necessary to vitalize the rest, 
'riie case of Wilhelm Lexis (1837-19141, the great statistician, displays the 
same thing from a slightly different angle. Lexis did work of a high grade in 
many fields, especially on questions of monetary policy and foreign trade. 
He was also prominent among the critics who attacked the Marxist system 
when the third volume came out. But all these writings show weaknesses on 
the theoretical side that are surprising in a man of no doubt remarkably keen 
intellect. His textbook solves the riddle, however: it shows conclusively that 
he took no interest whateser in the work of improving the apparatus of anal¬ 
ysis; having grown to maturity in an anti-theurctic atmosphere, he entirely 
failed to perceive the scientific possibilities of tlic new ideas that w'cre cropping 
up in his middle age. Since liis purely intellectual interests were in any case 

His Sozidhvissenschaftliclie Lrlauteningen zu David Ricardos Grurid^esetzcn (see 
above. Part m, ch. 4) was his main scholarly achievement in this field. But his inonii- 
mental Principles iTheoretische y^aiionalohmomie, 4 vols., 1916 ;;) is also a con¬ 
siderable work that still repays perusal. His work on Proudhon has been mentioned 
before. 
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in the theory of statistics, he did not even bother to use mathematics—which 
he would not ha\ e had to acquire laboriously—in the service of his economics. 

Wc must on no account omit to mention Eugen von Philippovich (1858- 
1937), although wc shall ha^•c to mention liim again in order to use his famous 
textbook as a lepreseiitatixc sample of wliat it was ‘the student got.’ He was 
one of the greatest teachers of the period, a man of intellectual stature, ])as- 
sionately interested in the social and econoinic issues of his time, yet a careful 
tliinkcT and open to all the currents in scientific econon\ics that were within 
his range. 'I’hese virtues and in ijarticular this catholicity of scientific taste 
made him an ideal mediator when mediation was sorely needed, lie ga\e their 
due both to Sehmoller and to Menger and all they stood for; he was whole- 

licartedh in sympathy w ith Sozialpolitik of a New Deal t\pe, and though not 

a man of ’theor>'' liimself—his own research was wholly of a ‘practical’ nature 

—he saw to it that analytic culture should not, within the S])herc of his in¬ 

fluence, drop to zero level. Much earlier than the other Austrians, he got on 
terms with the spirit of German economics—he was professor in Vienna— 
and it was due to his influence, exerted mainly through his textbook, that 
marginal utility theoj\ filtered through to German students at all. 

Gerhart von Sehiil/e-Gaevernitz (1864-194;^) illustrates—at its best—still 
another t>i)e. So far as technical economics is concerned, this Freiburg pro¬ 
fessor can hardly be called an economist at all. But he was more—a genuine 
social philosoj)her, almost what f should like to call a social theologian, and 
at the same time a political observer who did not lack realism. He thus pro¬ 
duced works of wide scope that, whate\cr our opinion ma>‘ be about their 
ej)istemological standing, have their jdacc, besides being masterpieces of their 
genus. 'Ihcs were written with a purpose—they preached a social message. 
But though this is much, it is not enough unless a good teclmician teaches in 
the next room. Me never seems to have realized that, if we arc to apply our 
reason to .social and international affairs, we need not oiily social \isions. ideals, 
and facts, but also, since wc are not Lajdacian demons, certain techniques, and 
he unwittingly injured his pupils, some of whom were to rise to eminence, by 
failing to imi>art to tliein the saving minimum of technical economics (and, 
for this purpose, to learn it himself). 

E\cn in Marshallian England, there were Molxsons. But in Germany and 
Austria in a situation such as I have been trying to describe b\- ‘patches of 
color,’ where the all-round competence of all professional economists, hence 
the le\el of criticism, cannot l)c high, Tlob.sons must thrive and free-lance 
economists must be numerous. Trained men also, the training being what it 
was, wmild often indulge in misplaced originality that arises simply from fail 
lire to understand or master the existing apparatus of the science. Even able 

riiey icinind one of .\clolf llcld s Zwei Httcher zur sozialcn Gt-schichte En^Uimls 
fed. by G. E. Knapp, 1881), anotlier man of this type whom I hate to omit. Schulze- 
Ciacveriiitz’s two most important and also. 1 think, mo.st charactcrislic works are: 
/nm socialen Friedcn (1890; the tran.shition of the subtitle is: *a description of Eng¬ 
land’s education to Sozialpolitik in the nineteenth century'), and Britischer Imperia 
lismm und englischcr Freihandcl (1906)- 
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men may then blunder atrociously, miscoiicci\c problems, take their errors 
for discoNcrics. In consequence, we have a long list of men who even attained 
success with the profession and filled considerable positions but are difficult 
to characterize from a professional standpoint. I shall mention some of the 
most eminent writers of this type but I shall not return to some of them: 
Effertz, CottI, Licfinann, ()ppenheinier. and Spann. 'locating such men in this 
manner involves the dut>‘ of saying why. 

I'his duty cannot be fulfilled pioperly: it would take a \oluinc. I can only state 
iny reasons, not establish them. Otto Effertz. who was the only man in our list who 
failed to attain a professorship and was something of a tragic figure, produced a W'ork, 
Arbeit und Hoden (iSgogi). which in its final form, which differs considerably from 
the original one. was published in French under the title Lev Anta^oriismefi ecotiomiquvs 
figofij. It is typically the work of an able man who does not know liow' to go about 
his task. My reason for excluding Kffertz from niy subseejuent report is that removal 
of iHovable mistakes reduces his argument to conimonplace. k’or a different opinion, 
see the introduction to the krench volume. I fear that the only way of appreciating 
I*rofcssor F. von Goltl-Ottlilienfeld, who held a conspicuous place and found many 
adherents—or else my reason for cm hiding him—is to lead him.*’' Robert Licfinann 
I1S-4 1941) was an economist of merit, especially on cartels. Our troubh- is with his 
tlicor> I summed up, for example, in Gnindsutze der Volkswirtscbuftslchre, new cd.. 
19221. wliich presents an interesting feature. His furulaiiientai principle of equaliza 
tion of marginal returns in money (and the whole of his ‘subjective’ theory of prices' 
is (barring slips) nothing but a particularly inconvenient expression (.>f the main con 
tent of the Austrian theory. But having discovered it independently, he stoutly denied 
any affinity, wasted powers that were well above average on conducting controversies, 
and assertcxl claims that nobody would or could take seriously. Meaningless talk about 
iinaginars- i.s.sues such as ‘subjectivism’ and ‘objectivism’ lor ‘materialism’ and ‘natural 
ism’) in price theory did the rest. His net contribution to topics relevaut to the pur 
poses of this book, and excepting his work on cartels, is zero. I ran/. Oppenheimer 
(1S64-1943! was a man of mark, a leading Zionist, a ‘positivist’ sociologist who is not 
likely to lose his place in the historx- of that line of thought, a pcjwerful teacher wlio 
shaped many growing minds and did nuieh to keep the flag of economic theorx' flying 
by spirited controversy. His Henry George attitude toward private property in land*** 
in itself would not suffice for my refusal to go at length into his doctrines. The reason 

^^The psychic cost of doing so may, how-ever. be substantially reduced by reading 
instead Professor von Habcrler’s review' of the methodological WTitings of Gotti that 
were republished in 1925 under the title Wirtschaft als Leben. (I’he review is in the 
Zeitschrift fiir \ationalokonomie. May 1929, entitled ‘Kritische Bcinerkungen zu Gottis 
mcthodologi.schen Schriften/) But no such helper is available for the rc,st of Gotti’s 
writings. 

Oppenheimer was one of the many writers, among whom arc A. Smith and 
Senior, who spoke of a monopoly in land. 'Phis, however, is not what I mean by 
the phrase in the text. He was also one of those less numerous writers who, like 
Henry George (and some who have been noticed in Part iii), ascribed all ifficnoincna 
that looked to them like deviations from proper functioning of the capitalist engine 
to landed property or to the exclusion of workmen from free access to land (Baden- 
sperre), w'hich, of course, involves the thesis that private property is the reason why 
land is a scarce factor at all. "Jlie abolition of this Bodensperre is (substantially) wdiat 
his Liberal socialism that made a hit w'ith many minds amounts to. 
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for this refusal is tliat the case of his analytic apparatus (his ‘objective' theory of price) 
is beyond remedy or, rather, because there is only one remedy for its defects, namely, 
training in theory, but he was not devoid of insight and tlircw out many good ideas. 
Among other things, he .saw the use of tlie concept, and coined the word, Coinpara 
tive Statics (see below, ch. 7, see. 3).-^ Professor Othmar Spann,whose teaching 
at the University ni V^ienna (from iqi 6 011} was a great success and wlio formed a 
genuine school in our sense, has been mentioned already on previous occasions. Neither 
his social philosophy nor his epistemology nor his sociology is in c|ncstion here. We 
arc concerned with his theory only. And this was completely barren of results. It is 
only the use of certain phrases that distinguishes the works on public finance or 
cycles or any others that profess to apply that theory. 

5. Italy 

Tlic most bcncsolcnt ob.scrvcr could not base paid any compliments to 
Italian economics in the early iS7o\s; the most malevolent observer could ncjt 
lia\c denied that it was second to none by 1Q14. The most eonspieiions com¬ 
ponent in this truly astounding aehicvenient was no doubt the work of Pareto 
and bis school. But once more it must be emphasized that dominant schools 
do not dominate. 'Phe Pareto school with its allies and sympathizers never 
dominated Italian economics any more than the Ricardo school dominated 
English, or the Schmoller school Gcnnan, economics. 'I’lic really remarkable 
thing is on the contrary that, even independently of Pareto, Italian economics 
attained a high level in a \aricty of lines and in all applied fields. Some of 
the excellent work done especialh' in money and hanking, public finance, so¬ 
cialism. and agricultural economics will be noticed later, but it cannot be 
made to stand out as it should. Not c\en the \arioiis currents in general eco¬ 
nomics can get their due. least of all those that originated in historical or other 
factual work which in Italy really fertilized general economics and did not, as 
in Germany, conflict with ‘theory’—the kind of general economics that may 
be represented by the work of Luigi Kinaiicli, although it was only after 1914 

Of Oppeiilieiiucr’s iiiauy works wc iiet-d, for our purposes, notice only: Theorie 
dcr reincii und politischcu (}konomie (vol. in of liis coniprcliensivc System der Sozi^ 
o/ogie: sill rev. ed., 1924) and \X'crf und Kapitalprofit (zncl ed.. 1922). Professor Alfred 
.Anionrrs elaborate critical analysis of Oppeiiliciiiicr’s theoretical structure may prove 
helpful (Zcitschrift fur VoJkswirtschaft und Sozialpolitik, 1924). 'Fhere is quite an 
Ol>pcnhciincr literature, of which I incntion only E. llciniann’s ‘Franz Op]icnhcimci*s 
Feonoiiiic Ideas’ in Soew/ Research, I‘ehniar>’ 1944. If the reader refers to this ar¬ 
ticle. lie will find that, although Professor Hcimann extols Oppenhciiner as a social 
philosopher and iiolitieal thinker and makes the most—as is proper in a memorial 
article—of the strong ]wints of Opix-nlieimcr’s teaching, the implied appraisal of his 
purely analytic work does not differ substantially from that above. 

‘“See, eg., bis Ftindament der Volkswirtschaftslehrc (3rd ed., 1923). 

The doctrine, or the influence, of Gotti. Oppenhciiner, and Spann did not mature 
until the 1920's. But I wished to use this opportunity' in order to relieve Part v. At 
least the formative stage of the thought of these authors comes within the period under 
sun'Cy. 
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that he rose to a leading position. We shall divide our sketch into three parts, 
which we respectively inscribe to the elder statesmen, Pantalconi, and Pareto. 
An interesting figure that falls out of our inevitably oversimplified picture, 
Achille Loria, is noticed in the note bclow.^ 

(a) The Elder States 77 icn. As already mentioned, the vigorous renaissance of 
Italian economics is often associated with the teaching of Ferrara, Messedaglia,- 
and Cossa.® Sociological conscience compels us to emphasize the facts that 
Italy was sure to rcvi\c her brilliant tradition in the field as soon as circum¬ 
stances became more favorable; that national uiiit\ brought about such cir¬ 
cumstances and produced in addition new national problems and opportuni¬ 
ties; and that, though the worldly means at the disposal of Italian economics 
were modest, there was a large number of ill paid iJKjfcssor.sliips. "riiesc facts 
do not, however, detract from the merit of these great teachers and those 
who were to follow them. I’hc personal clement looms large in the explanation 
of the achievement: an unusual number of unusually able men certainly made 
the most of these objective oiiportunitics. It was the particular merit of Cossa 

' .-\chillc Loria’s (1S57-1945) work is a curious cross piodiu.t of genius and bad 
training in analysis. But this bad training was itself of a curious kind tliat. Iiowcwr. 
occurs not infrequently in cconoinics. lie was not ignorant but on tlic contrary even 
unusually learned. 'I'he English ‘classics' he knew almost by heart and Marx only 
slightly less completely. Also he was well read in history and philosophy. But he 
either had not learned the art of economic analysis or cNe he had no bent hn it. 
Moreover, he lacked self criticism completely where ]rct ideas were coiKcrncd. 1 hus, 
he was led—like many older writers—to attach quite unwarranfed iiiipuil.mcc t<j tJic 
e.xplanatory value of the presence or absence of free land that became the keyinite 
in his economic and sociological thought, lie combined this idea with a wiiolls un 
tenable development of Ricardo’s theory of value and witli the Marxist nnitars ton 
ception of non wage income—which then, at tme reiiiose. splits into interest (profit) 
and rent—and from these elements he constructed a ‘land property system of ecO' 
nomics' that, in conception and intent, parallels—Marxists will say. caricatures—the 
Marxist .system in a way that is not unlike Oppcnheiiner’s. He believed him.self to 
have founded a school. But all that I could undertake to establish from the literature 
is that he interested and stimulated many of Iris contemporaries and that, from some 
of them, he drew the kind of recognition in which it is difficult to distingnisli polite- 
ness from acknowledgment and acknowledgment from allegiance. 

On Ferrara and Messedaglia see above. Part ni, ch. 4, sec. 6. 

3 Luigi Cossa (1831-96), professor in Pavia, was first of all a great teacher, one of 
those men who do not need the opportunities of the modem American teacher but 
will, as if by magic, extract from large classes of very mildly interested students flic 
minority' that i,s ready to open its mind to the vivifying influences of the personal 
interview'. Second, he was a very' learned man. Ilis Guida alio studio deWcconomia 
politica ( 1876 , English trans., 1880 ) is indeed a guide, but one that guide.s by means 
of introducing the neophyte to the authors of the past. I'lic title of llie I rciich trans 
lation (the book was translated into several languages and very widely read) is really 
more characteristic of its content: Histoire des doctrines economiques (18991. Being 
based on original research, it ranks high as a history of economics. [The French trans. 
and a new English trans. ( 1893 ) were based on the third (revised and enlarged) Italian 
cd., entitled Introduzione . . . delVeconomic politica ( 1892 ).] 
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and Messcdaglia to teach science and to propagate the spirit of scholarship, 
to lead away from the eternal sqiiahhles about politics—laissez-faire versus 
Sozialpolitik in particular—and to let the rising generations discover that 
there was serious work to be done, riiough they succeeded only in part—who 
could have done more?—and though the old controversy went on not only 
undisguised but also in the guise of ap])arently scientific squabbles on 'natural 
laws/ they not oul>’ instigated research but also helped to create the atmos¬ 
phere of research. 'I’his research, so far as general economics is concerned, no 
doubt started from foreign examples, notably the examples of the historical 
and the Austrian schools. But, by Wiiy of criticism as well as of original work, 
it became rapidly ‘nationalized.’ A great many men responded successfully to 
the stimulus and a great man\ should be mentioned—such as Supino or Ricca- 
Salcnio, the pupil of Cossa and teacher of Loria, Conigliani, Graziani. But 
we must refrain. 

(b) Paiitalconi:^ The Priitcipi cli economia pura (1SS9) will serve as a land¬ 
mark. Austrian or ‘Austro-W’alrasiai/ in fundamentals, enriched by Marshall’s 
apparatus of foreign and domestic trade (fr(»in his pri\ately printed pamphlets 
of i S7()), it ga\e an important lead awa\ from old and toward new things. In 
this consists its importance, for though it is brilliantly written—Edgeworth 
was not wrong when he called it a ‘gem’—and is still worth reading, there is 
nothing entirely original in it. Pantalconfs original ideas arc scattered in his 
papers and addresses. 1 o mention Init a few, he was one of the first theorists 
to trs’ his hand at the subject of price fixing {prezzi politici); he contributed 
to the thcor\ of industrial combinations (siiidacati); he toyed, not without 
success, with the tricky concept of collective maxima of satisfaction; he wrote 
suggestiveh' on the problem of evaluation of assets in the absence of prices; 
above all. as Moore was to recognize, he was the first theorist to adumbrate 
a tlicory of endogenous fluctuations. Nothing of this he carried very far. But 

' M.iffeo rantaleotii 19:4) was a man of many activities and this remains true 

even if we discard .ill the non scientific ones. Ilis prominence in Italian economics dates 
from the book mentioned in the text above, but his prominence in the Italian pro¬ 
fession dates from ipnc*. when he wa.s appointed to the chair of Pavia, or rather from 
1902. when he Micceeded Messcdaglia at the University of Rome. Before the Principi 
(English trails., i8gS; thi.s trans. is from the 2nd ed.. 3894), he wrote another book 
of importance on incidence of taxation (Tcoria della traslazione dei tributi, his mas¬ 
ter’s thesis, 1882). But the full extent of his influence and his originality cannot be 
appreciated from either. Ilis suggestions were thrown out in papers out of number, 
the most important of which are republished in Scritti rari di ecouomia (1904-101 and 
in Krotvmi di econotnia (1925). His ‘La cri.si del 1901; 07.’ published in Annali di 
econojuia, 192*;. though a report occasioned by a government inquiry, is a substantial 
contribution to the theory of cyclical fluctuations. I’his and other factual work—some 
of which is not without importance for statistical thcorx-—must be taken into account 
in any appraisal of the man and scholar: he was anything but a 'pure theorist,’ al¬ 
though he understood ‘pure theor>'* as few jieople ever did. After his death a number 
of eminent Italian economists wrote tributes to him that arc published in the Giornale 
degli Economisti, 192s (a bibliography is added). See also G. Pirou, Tantaleoni et la 
th^oric ^conornique/ Re^*ue d*economie politi<fue, 1926. 
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he disseminated suggestions and helped to get things going. And he introduced 
Pareto to the work of AX^alras. 

Again, many names oiiglit to be mentioned here. I shall confine myself to 
three, however. The first is Baronewho began to publish in the early iSgo’s. 
He was the man who showed Walras liow to dispense with constant coeffi' 
eicnts of production; who formulated the limits of the validity of Marshall’s 
partial analysis; who went in some points bcNond Marshall and in others (in 
the theory of public finance) beyond Kdgeworth; and—no doubt on the basis 
proffered by Pareto—blocked out the theory of a socialist economy in a man¬ 
ner on which the work of our own time has not substantially imj>roved. Only 
the last performance, and liis excellent textbook, lia\c iecei\cd adequate recog¬ 
nition. But he did better than the second man I am going to name, C. B. 
Antonclli, whose remarkable performance has recci\ed no attention at all.'* 
'Ihc third name to be mentioned is that of Marco Fauno,* whose early work 
belongs to this period. 

(c) Pareto. At long last we approach the eminence that was Pareto. If we 
follow his disciples in speaking of a Paretian epoch, we should date it from 
about 1900, when he began to define a position and to form a school of his 
own, as we noted abo\e. Like all genuine schools, this one had a core, allies 
or syinpathi/.ers, and a foreign sphere of influence. Many writers come under 
each of these headings. But if wc .saTiij)le the Italian economists who, then 
or later, attained international reputation, wc find that followers of strict ob- 
scr\ancc—those who formed the ‘core’—were in a small minoritv. 1 think that 
the names of Amoroso, Brcsciani-Turroni, Del \'ecchio, Finaudi, h’anno, Gini, 
de Pictri-Tonelli, Ricci will arise in the mind of everyone who knows the 
scientific situation of 1910-40. Gf these only Amoroso and de Pietri-'J'onelli 
belong to the core of the I^aretian school.** I'linaudi and his jnipils stood en¬ 
tirely aloof and on ground of their own. And all the others were at most 
‘allies or syinpathi/.crs’ in the sense that they recogni/ed Pareto’s eminence, 
allowed thcmscKes to be influenced by him in individual points though sub¬ 
stantially they went their own way—pcrliaps the word ‘ally’ is altogether too 
strong. In order to appraise Pareto’s international sphere of influence, the 

® Enrico Barone (1859 1924) was a .soldier, politician, and teacher, who had a good 
nintlicmatical training. Most of liis publications appeared in the Ginmulc dcali Eco 
nomisti. A few- will be referred t(» later on. His Principi di cconomia politica first ap 
peared in 190S. I have never been able to understand why flic services of tliis hrilliant 
economist were not more recognized in his own country. 

«G. B. Antonelli, Sulla teoria matematica della cconomia politica (i SSfi). 'Hiis 
little treatise seems to me to anticipate later work in some important points. 

" See especially Faniio’s Contributo alia teoria dcirofferta a costi con^iuiiti, supple¬ 
ment to the Giomale de^li Econoniisti, October 1914. 

® The contributions of Luigi Amoroso, professor in Rome, are cxintnincd in a large 
number of papers, but we mention for the moment only his Lezioni di cconomia 
matematica (1921). Similarly, the original work of Alfonso de Pietri'I'oiielli, profc.s.sor 
in Venice, must be looked for in his papers. We mention, however, hi,s treatise, the 
3rd ed. of which is available in French: Traite d'economie rationnelle (1927). Note 
that the F'rench term rationnelle simply means the same thing as pure. 
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reader must distinguish four different things. First Pareto’s sociology was a 
success internationally and, for a short time within the 1950’s, created the 
limited Pareto vogue that wc have noticed already in the United States. Sec¬ 
ond, the famous Pareto Law of the (statistical) distribution of incomes evoked 
much interest and criticism, mostly hostile, all over the world.” 7 ’hird, Pareto 
as a ‘pure’ economist became a familiar figure in England and the United 
States when Allen and Hicks developed his theory of value (indiflFercnce-curvc 
approach, see below, Appendix to ch. 7), giving generous credit to him. 7 ’his 
was, however, only in the i95o\s. hourth, the rest of Pareto’s economics re¬ 
mained piacticalb' unknown in the Gennaiiic countries, except for some ad¬ 
verse criticism of his theory of monopoly especiallv in Germany. 'Phings were 
more favorable to Pareto in France tbut not before the late 1920’s), where 
Hoiisc|uet sponsored his doctrines, and Dixisia and Pirou noticed them.’” 

'I'lie Maieliese V'ilfredo Pareto (1848-1925;, the son of a Genoese father 
and a I’reneh mother, was trained (ancl throughout his prime practiced) as an 
engineer. 'This means more than that he had a good training in mathematics. 
His ])Oweiful mind roamed far bexond the precincts of applied science into the 
realm of the pure concepts that are jierfcctly general: few people can ever 
have realized with such intensitx as did he that, ultimately, all exact .sciences 
or parts of sciences* are fundamentally one. Isarly interest in economic theory 
is indicated b\ an address in 1877 to the Rcule Accademia dei Giorgofili 
on the logic of the ‘new economic schools.' But still more obvious is an early 
interest in economic policy. 'I'his calls for comment, because Pareto’s Icgiti- 

•' Pareto published his statistical law of the distribution of ineouics by size in his 
Coiirs i iSgb-) mul in the Rccueil, pnblishtcl by the faculty of law of the University 
of l.aiisanne on tlic occasion of the national Swiss exposition of iSc)6, under the title: 
‘La coiirbc <Ie la rc']iaitition dc la richesse.’ llic lame literature evoked by this pub 
lication (which still runs on'i testihes conclusively to its importance and to its stimu¬ 
lating influence. 'Phe disdission has been unpleasantly warped by the political pre¬ 
conceptions of both critics and si)onsors. Hut two contributions may be recommended 
to the reader fas intiodiitlions) from the long list of the serious and competent ones; 
I). H. Maegregor, ‘Pareto’s Law,’ Ecortoniic Journal, March 1936, and C. Brcsciani- 
Turroiii, *f)n Some Methods of Measuring the Inequality of Incomes.’ in the Egyp¬ 
tian periodical Al Quanoun Wal Iqtisady 193S. E. C. Rhodes’ “I'lie Pareto Distribution 
of Incomes,’ V.conomica, Pcbruaiy 1944. while excellent, presents .some difficulties for 
noil niatlicmatic ians. 'Phe implications—real or supposed—of the law for our outlook 
on the income structure of capitalist .society were, so far as I know, first seriously 
discussed in Paiglish by Professor Pigou in \X’cd/t/i and Welfare (1912). Though seri 
ous. his discussion dis])lays symptoms of emotional bias. 

’”Scc, especially. C. M. Hoiisquct, Cours d'economic pure (1928). also the same 
author's Esnai sur revolution dc la pensee economiqtte (1927) and Instituts dc science 
6 conomique (1930 36). Francois Divisia. flconomiqiie rationnclle (1928); G. Pirou, Lcs 
theories dc VequiUhre economique: L. Walras ei V. Pareto (1934)- 

To this extent, what has been .said about Paiitalconi’s influence must be qualified. 
I’he reference is due to Professor dc Pietri Tonelli’s memorial address on Pareto to 
the Italian Society for the Progress of the Sciences, pnbli.shcd in three parts in the 
Rivistd di Politica Economica, 1934-5. which is herewith recommended to the reader. 
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mate influence has been reduced by the aversion to his politics of so many of 
his readers: he looked to them (at all events until his general sociology, Tratiato 
di sociologia generale, appeared in 1916) like an uncritical ultra-liberal in the 
laissez-faire sense. But his liberalism, economic and political, was of a peculiar 
kind and had a peculiar root, tie was a man of strong passions, passions of the 
kind that effectively preclude a man from seeing more than one side of a 
political issue or. for that matter, of a civilization, riiis disposition was re¬ 
inforced rather than mitigated by his solid classical education that made the 
ancient world as familiar to him as were his own Ita]\ and France—the rest 
of the world just existed for him. And, watching with passionate wrath the 
doings of the politicians in the Italian and k’rcnch liberal democracies, he 
was, by indignation and despair, driven into an mti etatiste attitude which, as 
events were to show, was not really his own. Add to this the fact that at the 
same time he was (like Marx) a product of the civilization he hated, and 
therefore (also like Marx) a positivist and laicist, and you will understand the 
liberalist surface of his earlier writings. 

lie was 45 when he left Italy and business practice. ha\ing accepted the 
chair of Lausanne \acatcd by the retirement of W’alras. Indifferent health and 
the acquisition by inheritance of adequate means moti\ated his own retire¬ 
ment, at a comparatively early age, to Ccligny on the Lake of Geneva, where, 
in the almost twenty years of thought and assidiuuis writing that were still 
before him, he was at leisure to fill to the full the measure of his genius and 
of his intellectual ambitions. 'Lhcrc he grew to be the ionc thinker of Celigny,' 
who was looked upon, with something akin to awe, somewhat as an ancient 
sage. The interesting fact deserves to he noticed that so great an influence 
could ha\e been exerted by a man who lived in resolute though hcjspitable se¬ 
clusion in a shabby house full of cats (hence Villa Angora) that was then not 
convenient to visit.^- 

If we now discard his sociology and also Pareto’s Law', the indubitable great¬ 
ness of his performance is as difficult to define as its roots are cas\' to indicate. 
Ferrara and others, Cournot among them, may ha\c provided suggestions, but 
his w'ork, as it shaped in Lausanne where he first put his mind fully to ana¬ 
lytic economics, is so completely rooted in \\’alras’ system that to mention 
other influences can only mislead. To the non-theorist this shows less than it 
should, because Pareto’s theory floats in a sociology, philosophy, and method¬ 
ology that are not merely different but diametrically opposed to Walras* ideas. 
But as pure theory', Pareto’s is Walrasian—in groundwork as well as in most 
details. Nobody will deny this, of course, as regards Pareto’s work until 1900 
that centers in the Cours d'economie politique (1896-7). This is simply a bril 
liant Walrasian treatise. Later on Pareto discarded the \\ alrasian tlieory of 
value and based his own on the indiffcrcncc-curve apparatus invented by Edge- 
worth and perfected by Fisher. He also overhauled Walras’ theory of produc- 

*-A charming picture of the man and thinker has been drawn by Professor G. 11 . 
Bousquet in his VUfredo Pareto^ sa vie et son oeuvre (1928; English trnns., same year). 

I use this opportunity to refer to the same author’s Introduction d Vitude dti Mumtel 
de VUfredo Pareto (1927). 
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tion and capitalization and he departed from the latter's teaching in matters 
of money and others, adding various developments of his own. The new sys- 
tern was presented in the Mamiale di economia politica (1906), the mathe¬ 
matical appendix of which was greatly improved in the rrcnch version (Manuel^ 
1909But even the Manuel —always disregarding the sociology—is not more 
than W'alras’ work done over, as can be established by drawing up the exact 
models of both authors. It was. however, done over with so much force and 
brilliance as to grow into something that deserves to be called a new creation, 
though various deductions from the achievement arc in order: there arc not 
iniiinportant points in which Walras' system remained superior. Recognition 
of the qualih of his creation does not excuse Pareto's less than generous atti¬ 
tude toward the teaching of Walras from which he put himself at a greater 
distance tlian was really necessary.^* 


6 . Tin: Netherlands and the Scandinavian Countries 

Two facts describe the scientific situation in the Netherlands that prevailed 
at the beginning of the period: a high lc\el of competence and culture in our 
fieliK based upon an old tradition that was being worthily kept up by such 
men as Mecs: and the a])sencc of a domestic impulse toward scientific revolu¬ 
tion. Dutch ccfniomists were (|uitc above any ‘battle of methods' and but 
mildly afieeted by either historism or any other of the new tendencies of the 
age. 'I'he>’ carried on the usual discussions about socialism, Sozialpolitik, 
money, free trade, but on the whole things were quiet. Thus they were both 
able and willing to accept the ‘new' theories’—in the Austrian edition rather 
than in the W alrasian or Marshallian ones simply because Monger’s teaching 
was axailable, in a usable form, before the others. The leading Dutch econo¬ 
mist of the period, Pierson, inserted this teaching in his own and founded ^ a 

’■'Ilaxint: alreadv mentioned the Trattato di sociologia gciicralc (19161, we need, 
for the pnnxiscs of this book, add only the following publications to the Cours and the 
Manuel: I ms Systemes soeialistes (1902 51 and Tleonomic matheniatiqiie’ in the French 
edition of Mic Kncvclopacdia of the Mathematical Sciences, 1911 (the corresponding 
article in the earlier Ciennan edition is insignificant). The articles that appeared in 
the iSqo’s in the Giornale de^li Economisti, though not uninteresting—they should 
be republished—were, from Pareto's own standpoint, obsolete by 1900; later articles 
in the field of pure theory were merely chips of the Manuel or the Encyclopaedia 
article. 

Personally, the aristocratic Pareto and the middle-class radical Walras did not 
like one another. 

1 Nicolas Gerard Pierson (1839-1909) was primarily a public servant—a director of 
the Dutch Central Bank at an early age; later on its president. Minister of Finance, 
Prime Minister, and a parliamentarian to the last. Such a career will not prevent 
a strong intellect like his, when coupled with a giant's capacity for work, from 
achieving eminence as a scientific economist—^hc w'as in fact a prolific writer, who 
iniblishcd about a hundred books and papers—^but it will absorb those sources of 
energy tliat produce original creations. His chief W'ork, the l^erboek der Staatshuis- 
houdkundc (i 884 90), is available in P’nglish {Principles of Ecortomics, 1902-12, from 
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school that, supported by leaders such as V^errijn Stuart and de Vries, lasted 
well into the ig2o’s, when it assimilated newer tendencies without any vio¬ 
lent break.^ 

Wc might repeat all this, with ver\’ little change, for the Scandinavian 
countries, which may for our purposes be taken as a unit. But I shall mercb' 
mention the names of Birck (Copenhagen^, Davidson (Uppsala), and Cassel 
(Stockholm), and then hurry on to the Nordic Marshall, Wickscll, whose 
work was one of the most important factors in the emergence of the economics 
of our ouii time, and not only in Sweden. 

No finer intellect and no higher character ha\e e\tT graced our field. If the 
depth and originalih' of his thought do not stand out more clearly than they 
do, this is only owing to his Unable modesty, which led him to present novelty 
—semi-hcsitatingly—as little suggestions for the improvement of existing pieces 
of apparatus, and to his admirable hoiiesh , which pointed incessantlx’ to his 
predecessors. W'alras, Mcngcr, and Bohm Bawerk. althougli. w ith much nn)re 
justification than did others, he might liavc presented his system of analysis 
as substantially his own crcatif)n. 

Knut Wicksell (1851-1926), like Marshall, was a trained matheinatieiau. He 
was also, for his time, a radical who knew how to get himself into trouble, but 

the 2ncl c'd. of the original;—a performance that, in the doctrinal development of 
that time, filled a function similar to that of rantaleoni's work. 

2 See. c.g., C. A. Verrijn Stuart’s Grondsla^cn . . . [ 1 ‘uiKiameiits . . 1920. 

3 Professor L. V, Birck’s (1 S';'1-1933) position may. so far as economic tlicorv' is 
concerned, be compared with Pierson’s. Sec his Theory of War^inal Value (1922). Pro 
fessor David Davidson is chiefly known as the author of a history of Sweden's central 
bank, for liis contributions to the theorx- of inoiuy, and as a friendly critic of W ickscll. 
But he wa.s also a theorist of note—so I infer from his work on capital fonnation 
(owing to my scanty reading knowledge of Swedish, I cannot say, however, that 1 
really know iti. .Sec the excellent work by Mr. Hrinley 'l liomas that interprets Swedish 
doctrine for the English reading public (Monetary Policy and Crises: a Study of Swedish 
Experience^ 1936). Professor Gustav Cassel’s (i866 194^) international fame rests upon 
his contributions to. and role in, the discussion on monetary jiolicy during and after 
the First World M’ar (sec below, ch. 8) and upon his textbook, Theoretische Sozial- 
okonomie (1st cd., 1918; English trans.. The Theory of Social Economy, 1923’. But 
he started as a theorist W'ith a i>apcr, ‘Gnindriss ciner elcmcntaren Preislchrc’ (Zeit- 
schrift fur die ^esamte Staatswmemchaft, 1899) that made the attempt, important 
considering the date, to reformulate the Walrasian equations without using utility con¬ 
cepts. His fresh—fresh in more than one sensc^—book on The Sature and Necessity 
of Interest (1903), in spite of some unfounded criticisms and .still more unfounded 
claims to originality, is a considerable ijcrforniance that deserves perusal as an anti¬ 
dote to the theories of interest that became current in the 1930’s. Cassel, as a theorist, 
belongs in this context because he too was one of those second-generation writers who 
rounded off the Jevons-Menger-Walras structure. Only he followed M'alras rather than 
Menger. His textbook, in its fundamental conceptirm. is mainly a version—or popu¬ 
larization—of Walras’ doctrine (minus utility) in spite of the fact that Walras* name 
does not occur in it. Cassel w'as an effextive and inspiring lecturer and sonic of the 
opinions, in matters of pure theory, of modem Wickscllians may still be traced to 
his teaching. 
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who never learned to sacrifice to his emotions what he believed to be scientific 
truth. In this respect, he was not unlike J. S. Mill, who must be listed among 
tlic formative influences that acted upon WieksclVs work and with whom in 
particular he shared an almost passionate neo-Malthusianism.Barring this 
qualification, liis life may be described as that of a quiet and retired scholar. 
He attained a professorial chair (Lund) only late in life and occupied it for a 
comiiaiati\ely short span of years. Ne\ertheless, his influence spread—by vir¬ 
tue of its own momentum—jjarticularly after his retirement, w'hen he took 
part in current discussions more actively than before. He had many pupils of 
very high quality. Practically all the well-known Swedish and Norwegian econ¬ 
omists of today arc, more or less, his ])upils. His international reputation, how^- 
cver, was not commensurate with his achie\ement imtil, in the late iq2o’s 
and the carh iq^o’s, it began to dawn upon the professional w'orld that he 
had anticiixdcd, to a vcr\ large extent, all that was most valuable in the mod¬ 
ern work on money and interest. 'Ihis ])art of his work will be considered 
later on. as will his woik on taxatirin. In this and the following two chapters 
we are chicfl\' concerned w ith his pcrhirmance in ‘general thcor\Attention is 
drawn to the standard biography, which carefully analyzes Wicksell’s w-ork, 
by Professor Minil Sommarin, unfortunately not available in English (i')as 
Lebeiiswerk von Knut W ickscll,* Zcitschrift fiir Nationalokonomic, October 
jq^o). 

His first i)iiblication on economic theory, Vber Wert, Kapital und Rente 
(iSq^, London School Rejiiint, 19^^) is the work of a mature man of 42 and 
contains the skeleton of the first \olume of his lectures (1901; German ed., 
191 English ed., with excellent introduction by Professor Robbins, and two 
important appendices. 19^4). V^dume r of the lectures embodies the bulk of 
his contributions in that field, though several papers (e.g., his last piece of 
work, the 1x1 per on the theory of interest f‘/nr Zinslheorie’l in Die Wirt- 
schaftsthcorie dcr Ce^enwart. ed. H. Mayer, in, 1928) ought to be added. No 
reader's guide will Ik* oflFered: no student of economics has completed his 
training who has not read the whole of this volume, although tlic first part 
is elcmcntar\' and. for us, \aluablc mainly for the purpose of dispelling er¬ 
roneous ideas, old and new, about the utilih- theory and ‘marginalism’ in 
general. 'I'hc main original contributions arc pointed out in Professor Robbins’ 
introduction. 

7. The United States 

The background of individual performance in the United States from about 
1870 to 1914 is adequately described by the following familiar facts. During 

• W ickscll liiniself would have attached great weight to his w'ork on population 
problems. Hut in this Part of the present book we arc only pcriphcrically interested 
in these and cannot therefore do justice to that work. It must suffice to state that 
Wicksell always considered limitation of the birth rate as an essential factor in the 
future of the working class and that the tendency of the birth rate to fall that began 
to assert itself in his time w\as unconditionally welcomed by him as it would have 
been by J. S. Mill. 
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that period the American economic profession established itself both nation¬ 
ally and internationally. It acquired definite standing at the universities and 
in the country, an organization, and all the ])araplKTnalia of an established 
department of scientific knowledge; and it came to be increasingly recognized 
by the other national professions. Also American economics increasingly 
professorialized itself. But starting from near zero at 1 S"o, these dcN elopments 
went on at such a rate of acceleration that the growth of fulK competent 
personnel lagged behind the opportunities that were opened up. Many of the 
men who entered the new profession were practically untrained: and they ap¬ 
proached their inofessional activities with their minds full of preconceived 
ideas that they were not prepared to put through any anah tic mill—even the 
spirit of the old social-science movement kept on reasserting itself and had 
much to do with the success of instituti(»nalisin. So had sympathies with Pop¬ 
ulism that many economists entertained. Others, not finding in the country 
what the\- wanted, continued to rcl> on Kiiropcan ideas and methods though 
no longer exelusi\ely English ones—the pilgrimage t(» Germany, in i)artieiilar, 
became for those who could afford it almost a regular incident of their career, 
something like the cavalier's tour of old. ^\1K•n they met, after ha\ ing found 
their indi\ idual bearings, they had difficulh* in imderstanding one another, and 
of locating, let alone appreciating, one another's staiulpoints. Hisagicement 
was hence largely disagreement owing to misunderstanding. Siiii)risingly differ¬ 
ent intellectual lc\els—not only as regards scientific apparatus—were found 
side by side, for there was no uniformity either in irrofcssional training or in 
general education. For a considerable stretch of time, there were no recognized 
professional standards, and competent teaching was not always guaranteed. 
Most were at tlicir best when working on some factual j)ioI)lem (»f national 
interest, which they learned to master thoroughly, and it was in this type 
of endeavor that the first successes occurred. But from tlie first, ‘theorv* 
was unpopular with the majority and likely to evoke opposition quite inde¬ 
pendently of the reinforcing German influence, and long before this opposi¬ 
tion was rationalized and made vocal. All this liad its obvious advantages as 
well as disadvantages. Moreover, it all straightened itself out in time—through 
a long, arduous, wasteful, but not inglorious struggle. 

Tlie best wuy to recall to the reader’s mind a number of figures that, with 
one or two exceptions, should be familiar to Iiim, will be to adopt a schema 
similar to the one that has served ns before. I’ir.st in) we shall glance at a few 
of those men who helped to prepare the ground for tlic developments from 
the ifSqo’s on. They do not exactly correspond to what we have called the 
‘elder state.smcn" before. They were simply good economists and good teachers 
who, both before and after those developments began, stood for straight think¬ 
ing and were instnimcntal in raising standards all round. Wc .shall then (b) 
form a group of Clark, Fisher, and Taussig. And wx* sliall (c) combine into a 
final group some representative men whose names, in one way or another, 
we need for the purpose of general orientation. 

But we cannot afford to pass by the economist whose individual .succe.ss 
with the public was greater than that of all the others on our list, Henry 
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George.* The points about him that are relevant for a history of analysis are 
these. Me was a self-taught economist, but he was an economist. In the course 
of his life, he acquired most of the knowledge and of the ability to handle an 
economic argument that he could have acquired by academic training as it 
then was. In this he differed to his advantage from most men who proffered 
panaceas. Barring his panacea (the Single Tax) and the phraseology connected 
w'ith it, he was a ven' orthodox economist and extremely conservative as to 
methods. They w'crc those of the Mnglish 'classics,' A. Smith being his par¬ 
ticular favorite. Marshall and Bcihm-Hawerk he failed to understand. But up 
to and including Mill's treatise, he was thoroughly at home in scientific eco¬ 
nomics: and he shared none of the current misunderstandings or prejudices 
eonceming it. I’Acn the ixmacea—iiationali/atiou not of land but (T the rent 
of land by a confiscatory tax—benefited by his competence as an economist, 
for he was careful to frame his ‘remedy’ in such a manner as to cause the 
minimum injury to the efficiency of the private-enterprise economy. Piofcs- 
sicmal economists who focused attention on the single-tax proposal and con¬ 
demned Henry (George’s teaching, root and branch, were hardly just to him. 
The proposal it.sclf, one of the many descendants of Ouesnay’s impot unique, 
though \ itiated by association with the untenable theory that the phenomenon 
of poxeity is entirely due to the airsorption of all surpluses ‘ by the rent of 
land, is not vconoinicallv unsound, except in that it invohes an unwarranted 
optimism concerning the yield of sucli a tax. In any case, it should not be 
put down as non.scnsc. If Ricardo’s vision of economic cAolution had been 
correct, it would c\cn Iia\e been obvirnis wisdom. And obvious wisdom is in 
fact what George said in Progress am! Poverty (ch. 1, Book ix) about the 
economic effects to Ire expected from a removal of fiscal burdens—if such a 
remosal were feasible. 

f(a) The Men Who Prepared the Ground.] 'Hie work and scr\iccs of the 
men in the first of our groups will be illustrated by the names of Dunbar, 
Hadley, Newcomb, Sumner, Walker, and W^clls. 

C'harles V. Dunbar (iS^o-iqoo) was nr) product of the academic hothouse. 
His very .American career—American in a sense that is now but a reminiscence 
—led through business, farming, law. journalism, and new'spaper management 
to the first (regular) professorship of economics in IIar\ard plus vigorous par¬ 
ticipation in iiniversih' administration plus highly successful activity in the 
editorial chair of the Quarterly Journal of F.commiics, which he founded in 
1.S86. W'c .shall not expect that he did creative re.search. IIow' is it then that 
no history of American economics could be complete without mentioning him 

MIciiry Ceoigc (1S3997I is too familiar a figure to need introduction. Besides 
Progress and PoYcrty (1879) only the posthuinonsly published Science of Political 
Kconomy ( 189 -) need be mentioned here. His Complete Works, with a Life, were 
edited by his son (190611). A scholarly appreciation of all the backgrounds and 
nflinitic.s of the Georgian doctrine may be found in E. 7 ’cilhac’s Pioneers of American 
Economic Thought (1936). eh. in. 

2 Business profits he analyzed into a premium of risk, wages, and interest, exactly 
like Mill; therefore he did not consider them to be disposable surpluses. 
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and what can students have got from him? Both questions can be answered 
simultaneously: he knew the subject matter of economics from first-hand ex¬ 
perience; his mind was clear and penetrating; his writings may not have been 
‘scholarly’ in the strictest sense, but any scholar could have learned from 
them (and still can); ^ his administrative ability enal)lcd him to organize the 
studies in our field in a way that made the most of the opportunities then 
existing; and, after all, the essentials of the scientific apparatus of that time 
were not so complicated that an able man—a mind tli;it intuitively knew what 
is what—could not ha\e mastered them in a very short time. And so, tlioiigh 
not a great cct)n()mist in the sense appropriate to this book, he was a great 
economist in the sight of God. 

Arthur T. Hadley was more of a purely academic man, though 

he was also more of an administrator than a teacher or scholar. I he work for 
the sake of which he is mentioned here is his I'.coiioniics . . . (1896). The 
reader should really look at it. 1 le will find a core of not very refined, but emi¬ 
nently serviceable and realistic, theory embedded in a forceful presentation 
of the institutional framework (plcnt\- of policies and polities)—the ideal thing 
for all-round introduction on a respectable level, ajid glorified, as seems to 
have been his teaching in general, by a gift for felicitous formiilation. \\ ho 
can heat—on that le\el—his definition of increasing and deereasing cost? 
You ha\e increasing cost if a producer sets a price at which he is willing to sell 
a given quantity or less, and decreasing costs if he be willing to .sell at that 
price a given quantity or moTC. 

Simon Newcomb (TS^:;-i 909) was an eminent astronomer who also taught, 
and wrote on, economics but not enough to acquire the influence he desersed. 
He is chiefly remembered as a sound-money man and a laissez-faire ultra, but 
his name stands here because of his Principles of Political Econojuy l i SS^), 
the outstanding performance of American general economics in the prc Clark 
Fisher-T'aussig epoch. He had not ‘got on’ to the Jevons-Menger-W'ahas level 
and his analysis was substantially ‘classic.’ But his presentation was masterly 
and highly suggestive, also original in several points. But among these points 
is not the Equation of Exchange that Fisher credited to him; this was but a 
formulation of what was tlicn an old story. 

William G. Sumner (1840-1910), wholly an academic man and also a .sound' 
money, laisscz-fairc ultra,^ was for the rest a different kind of person. 1 Ic was 

» His best work has been collected in Ins Economic Essays (cd. by (). M. W. S]ir:iguc 
with introduction by F. W. Taussig, 19041. But his Chapters on Hanking (privately 
printed 1SS5; 1st ed. 1891; 5th ed. by O. M. W. Sprague as Theory and History 
of Banking, 1929) is still worth reading. 

* Though the ‘politics’ of our men are none of our business, it might be argued, 
in the cases of Newcomb and Sumner, that their ultra liberalism went so far as to 
imply arguments, theoretical and factual, that reflect upon their judgment as scien 
tific economists. This would be true for any contemporaneous European. But it must 
not be forgotten that in the United States environment of that e|X)ch, the attitude 
of Newcomb and Sumner might liave been suiiported by facts that would have im¬ 
pressed Marx himself, when in his historical mood, but do not lend any support to 
the economic liberalism of, say, M. de Molinari. 
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a sociologist of eminence (his analysis of ‘folkways’ was an extremely fertile 
coiitribiitioii) and his historical work on money and finance ranks with the 
best perfoniKinccs of American economics."' But this is not why he is men¬ 
tioned liere. In addition to all that, he was a powerful and .stimulating teacher 
of wide horizons—he, the historian and sociologist, drew Irving I'isher’s atten¬ 
tion to the i)ossil)iIities of mathematical theory!—who, from his chair in Yale, 
spread the message of high standards of scholarship. 

l"rancis Amasa W alker (1S40-1SQ7). the son of Ama.sa, was, like Dunbar 
and Hadley, primarily an administrator (Massachusetts Institute of Tech¬ 
nology). He was also, for a time, a genuine soldier and a civil servant of dis¬ 
tinction (revenue, census). But his indefatigable industry enabled him to earn 
a great reputation as a .scholar. This reputation rests primarily upon his work 
in money and currency policy (see below ch. 8), but he performed creditably 
also in the field of general economies.'* He was the kind of man who cannot 
touch anything without improving it, and his many activities brought him very 
much to the fore—among other things, he was the first president of the 
American Economic Association, a president of the American Statistical Asso¬ 
ciation, CO president {or ‘assistant’ president) of the Institut International de 
Statisticjue. As a scientific economist, he therefore got rather more than his 
due both in his day and in the historical record. In particular, his own con¬ 
tributions to economic theory fresidual claimant theory of wages, emphasis 
upon the role of the entrepreneur, criticism of the wage-fund theory) received 
jierhaps more attention than they would have if made by a less prominent 
man. But I am say ing this to protect the memory of others—and the historical 
standing of American economics of that time—and not to discount the serv¬ 
ices of a man who.se name certainly de.scrxes to li\e forever in the history of 
our .subicct. 

David A. W’ells ( iSzS-qS) we have met already. He is mentioned again to 
impress upon the reader’s mind how important in the total of American re¬ 
search was the factual component—also in the makings of American general 
economics. His famous Recent Kcnnomic Changes (iSSg), which every mod¬ 
em student of cconornics should study, illustrates admirably what I mean. 
W\*lls stands here as the representative of a large class. Carroll D. W right 
(1840-1 qoq) would ha\c made an almost equally good one. But this .sketch 
must not degenerate into a catalogue. 

f(b) Clark, FUthcr, and Taus.sig.] 'Ilicre cannot be much diflFcrcncc of opin¬ 
ion, among either adherents or opponents, about the actual positions in 
American economies held by Clark and Taussig in the first decade of this cen¬ 
tury, though there may be about I'Tshcr’s position at that time. TTie difficulty 
is to appraise their positions in the history of that economics. Tlie three men 
were cast in very* different molds. All they have in common is eminence and 

* His main achievement was the History of American Currency (1874), followed 
by the History of liankitiii in the United States (1S96). 

® Sec especially The Waaes Question (1876) and his textbook Political Economy 
(188^). A bibliography that gives an idea of the range of his activities has been 
compiled in the Publications of the American Statistical Association, June 1897* 
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the fact that they were all purebred academic economists. Perhaps, however, 
there is also something else. All three of them stood out as economists in the 
technical sense; for the rest they accepted umiuestioningly the grand cominon- 
places rf their time and country: thc\’ were all three of them hpically animae 
candidac Americauae. But not exen their detractors will deny that, however 
much helped by the times, they were for the world at large ‘the’ great Anieri- 
can economists of that period. 

John Bates Claik 1 iS4--i()^8), last of the claimants to independent discov¬ 
ery of the principle of marginal anahsis and architect of one of its nK»st sig 
nificant theoretical striictures. did not conquer an adequate pulpit until iSg;. 
when he was called to Columbia, 'llicre he remained until his retirement 
(192^), and there he witnessed the \ogue of his teaching that may be said 
to have lasted from iSq;; to igio. But the fundamental elements of his theo 
retical system were all \xoikcd out befoie, mainly, 1 think, during the i SSo’s, 
though some seem to have emerged in his mind in the early 1 S7o's before his 
visit to EiirojK*. In part, this shows in the papeis he published in the ]8So*s, 
which, if s]>acc permitted, could be shown to disjdax stages of the de\elopnicnt 
of his thought in a ver\ interesting manner. I hcy also corroborate the claim 
alluded to because they reveal his own individual route to marginal productix itv 
distribution: what he did was to turn the ‘Ricardian’ theory of rent, which with 
Ricardo had no other function than to eliminate rent from the iDiice problem 
by making it an intramarginal surplus, into a principle that was of general 
application to all kinds of competitive returns ‘‘law of three rents’) mtiunit 
becoming tautological in the process —marginal utility (and disutilih ) coming 
in quite naturally on this route. In spite of the priority of I'hiinen, on the one 
hand, and Jevons, Mengcr, and Walras, on the other, this was an achievement 
of the first order of importance and, so wc max add now. of subjective origi- 
nalitx’. Nor was it his onlx one. Ajjart from his theory of caj)ital (see below, 
ch. 6, sec. 2C), he made a great stride toxxard a satisfactorx* theory of the 
entrepreneur’s function and the entrepreneur’s gain and, in connection with 
this, another great stride toxxard that clarification of all economic problems 
that must result from a clear distinction betxxcen stationary and exolutionary 
states. lie identified this indeed xvith the distinction bctxveen statics and dy¬ 
namics. But this did not greatly matter. He saxv the essential points involxed 
in constructing the model of a stationary state and he created, for the i^ur- 
pose of describing its properties, the concept of Synehroni/ation. 'I’o call liiin 
simply the master of American marginalism, therefore, spells failure to grasp 
the xvhole of his analxtic mcssiige. If his achievement fell short of that of 
Bdhm-Baxverk, Marshall, and Walras in some respects, it rose above theirs in 
others.^ 

’’ Clark’s first book, highly characteristic of the man and of his outlook 011 the 
world—perhaps also of the spirit of an environment—is not relevant to our purposes 
except as regards one point 1 am about to mention in the text: The Philosophy of 
'Wealth (1885!. It contributed greatly to establishing his reputation, hoxvever. His 
famous Distribution of Wealth appeared in 1809. ^md is a theory of a stationarx* 
process, all the essential elements of which he had published before. So far as per- 
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But it is as the master of American marginalism that he was and is chiefly 
known to the American profession and to the world.® I’he reader has pre¬ 
sumably heard so often of the Clark school or the Marginalist school tliat he 
may be surprised at the difficulty I experience in adopting this phrase. All 
American and many foreign economists who were interested in economic 
theor\- at all were of course greath- influenced by Clark and they learned from 
him. 'I'hcre is no question about this. The circle of 'allies and sympathi/ers' 
was extremely large, and there certainly was a 'foreign sphere of influence.' 
But the precise extent of his influence is difficult to determine because, so 
far as his thcor\ of distribution goes, this influence is inextricably mixed with 
the influences of all the other l)uildcTS of similar systems. K\en in the United 
States, one has to look very closely at an author—at his theoretical manner¬ 
isms, for instance—in order to make sure whether he got his marginal pro- 
ductixity theory from Clark or from Marshall or from the Austrians. More 
important, there was no clearly diseeniible ‘core’ in the sense in which there 
was a nucleus consisting of sworn disciples such as Ricardo or Marshall had. 
Strictly Clarkian treatises are as rare as treatises di.splaxing Clarkian influence 
are numerous. Among theoretical writings of importance, the one that comes 
nearest to developing Clarkian doctrine is Carxer’s,” but, textbooks excepted, 

I do not knoxv of aiix- other. 

Nexcrthclcss, Marginalism came quickly to be considered the badge of a 
distinct seluxd. And not only that: it exen acquired a political connotation, 
groxving, in the exes of some, into a reactionary monster that stood rcadx- to 
defend capitalism and to sa!>otagc social reform. In logic, there is no sense 
xx'hatexer in this. The marginal principle per sc is a tool of analxsis, the use 
of whicli imposes itself as soon as analxsis comes of age. Marx xxould haxc 
used it as a matter of course if he had been born fifh' years later. It can no 
more serve to characterize a school of economics than the use of the calculus 
can serxe to characterize a scientific school or group in mathematics or phx sics. 
To this day, the very use of the term Marginalism is indicative of erroneous 

son:il aspects arc concerned, the date is as misleading as is 1S90 in the ease of Marshall. 
Of almost ccpial importance is his I'.sscnfialit of Ecnnornic I heory (igo-i. Of his other 
xvorks only The Control of Trusts hqoi: rewritten in collaboration with his son. 1912) 
and The Problem of Monopoly (1Q04I need be mentioned here. Ihit we should not 
forget his factual xvorlc. mainly xvith the Division of Economics and Histoiy of the 
Carnegie honiidation. I,ct me draw the reader’s attention to the charming Memorial 
to that great and lovable man, prepared by his children and privateh' i^rintcd in 193^* 

" See on this the chapter on Clark in Paul Moman, Contemporary Economic 
Thought (19-^)- 

P'lhonias N. Can'cr. Distribution of Wealth (i9c^4h 1 take this opportunity to 
mention the name of an .American theorist w'ho developed marginalist theory inde¬ 
pendently of Clark—Stuart M'ood, another case of striking ‘subjectixe originality*.' By 
3 889 W’ood had in fact discovered for himself a xvholc Walrasian system xvith variable 
coefficients of production (substitution! added. So far as theoretical croundxvork goes, 
he could have xxTitten the Marshallian treatise. See G. I- Stigler, ‘Stuart Wood and 
the Marginal Productivity Theory,’ Quarterly Journal of Economics, August 1947, es¬ 
pecially p. 644. 



870 iv: FROM 1870 TO 1914 AND LATER 

conceptions of the nature of the principle. A fortiori, it cannot have any 
bearing upon policy or social philosophy: this is perfectly understood in Eng¬ 
land. where no radical or socialist bakes offense at it. It is only the political 
or ethical interpretation that is put upon the results of marginal analysis which 
can ha\c such a bearing. And, as has been pointed out before, Clark was not 
free from blame. He was, of course, within his right when, in a book on the 
Philosophy of Wcci/t/i, he expounded his ethical e\aIuatioiis. though they were 
of a type that is apt to get on radical ner\es. But he went further and asserted 
that distribution according to the ‘law’ of marginal productivity is ‘fair.’ And 
this, in the eyes of a profession, the large inajorih of which did not take 
kindly to thcor\' in any case, created an association between ‘Clarkian mar¬ 
ginalism’ and capitalist apologetics in the face of tlie refuting fact that this 
‘marginalism,’ barring differences in technique, plays exactly the same role it 
plax'cd with Clark in the reasoning of scientific economists of socialist per¬ 
suasion. such as Professors Lange and l.ernerJ'‘ 

I'rank W’illiam Taussig 118^9-1940), whom we are to consider next, must 
suffer still more than either Clark or Fisher from my inability to draw, within 
the available space, wel) rounded pictures of indhidiials as such. lie rose to 
prominence later than Clark, and his influence was still increasing when, in 
1917, he accepted the chairmanship of the newly created T ariff Connnission 
and, during the war, \arious other public duties from which Ire returned with 
enhanced reputation and authority. Barring this interruption he was a teacher 
at Harvard throughout his adult life—and certainly one of the greatest teachers 
of economies who ever lived. His teaching in the classr(»oni. Iris guiding ad¬ 
vice, and. last but not least, his exaiujile formed innuinerahle >oung minds 
and no man had more to do with the stead\ rise of standards throughout 
the period than had he. However, except in the field of internation.d trade, 
he did not form a school in our sense. Measuring by hours of work, his re¬ 
search was primarily factual: in particular, he was the countr\’s great authority 
on international trade and especialh the tariff. Even in this field, facts came 
first—earlier publications on the subject developing inti» his classic luriff 
History of the United States fiSHS )—and thcfrry came afterwards (Interna- 
tional Trade, 1927), though he was a master of the art of welding factual 
and theoretical anahsis. Also he developed an interest in ccoiKunic sociologv 
that produced important results. His Inventors and Money Makers (191 5) and 
his American Business Leaders (in collaboration with C. S. Joslyn, 19^2) are 

In order not to have to return to this subject, le t us use the opportunity to no 
tice another factor that keeps that association alive. Rtfonners, like other j)cr)plc. are 
not above making mistakes. Jt is the duty of the professional tconoTUisf to point them 
out. Now, if the economist in doing so uses ‘niarginal’ methods, the critic i/ed person’s 
humanly understandable resentinent will often take the form of comi)laints that he 
has been attacked by the reactionaiy monster called M.arginalism. If there be in fact 
logical error on hi.s part, he could in general be convicted of it without the use of 
this modest piece of apparatus. But not understanding theory, he is not aware of this 
and he naturally turns against these parts of the critic’s arguinent which he under¬ 
stands least of all. 
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the chief examples. ITic roots of his theory are to be found in Ricardo and 
in Bohm-Bawerk, whose influences show clearly in his most ambitious theo¬ 
retical venture^ Wages and Capital (1896; London School Reprint, 1932)- 
I'orincd by an older tradition, he displayed a curious resistance to the newer 
doctrines—Bdhm-Bawcrk’s capital theory excepted—which is perhaps why, of 
all their exponents. Marshall appealed to him most. But this resistance wore 
away, and in the end nothing was left of it except certain formal reservations 
that arc not entirely unlike Marshall's. A turning point is indicated by his 
‘Outlines of a Theor\' of W^ages' (Proceedings of the American Economic 
AsscK-iafioiu A])ril 1910) that frarrkly embraced marginal analysis. Criticisms 
may no doubt be raised, from a technical standpoint, against the general eco- 
noinics he taught, and some of them arc valid even ex visu of 1900. But he 
was more than a theorist, historian, and economic sociologist. Above all, he 
was a great economist, 'flic first edition of his Principles of Economics (1911) 
w ill help ns to api)iaise 'what students got' at that time.” 

Irving I’isher (iSOt 1947) was a Yale man from first to last—one of the 
two stais of the first magnitude that glorify Yale's scientific record, the other 
being W illard Gibbs, the great physicist, lie was a mathematician by training 
and even taught astronomy for a year. We neglect all those of his scientific 
or propagandist activities (temperance, eugenics, hygiene, and others) that 
have nothing to do with economic analvsis and, for the moment, also his 
writings on money and cycles, which will be noticed in the last chapter of this 
Part. Also we cannot go into his considerable contributions to the theory of 
statistics (index numbers, distributed lags,^- and others) beyond emphasizing 
that with him statistical method w'as a part of economic theory and no longer 
a mere adjunct to it—in other words that he was essentially an econometrician 
standing in line with Pett> and Que.snay. The following remarks must be con¬ 
fined to his three main works in general theory. The first, his thesis— Mathe¬ 
matical Investigations in the I'heory of Value and Prices (1S92, reprint 1926) 

” Since it is impossible to do full justice to that great figure within this book, the 
reader's ijttciition is drawn to a incinorial tliat was published in the Quarterly Journal 
of FsConomics, May 1941, by some of his colleagues. ['Iliis was written by J. A. 
Schuiiipctcr with the assistance of Arthur 11 . Cole and Edward S. Mason.] 

*2 It shcmld be obserxed, however, that the idea of distributing the effect of a dis¬ 
turbance u]»on several subsequent values of the variable affected is of the utmost im¬ 
portance for economic theorx'. Clearly, it is iinrcalistic—and in fact a counsel of de 
S]jair—to say that a disturbance in some variable x that occurs at the time f will just 
affect the value of x (or of any other variable that depends upon x) at the time 
t -f n and at no other. \Vc all know' that a violent change in, say, a price or a set 
of prices will affect subsequent values of this and other prices over a more or less 
prolonged pcri(Kl and with an intensity that varies within that period. Economic rea¬ 
soning that fails to take account of this cannot be said to have outgrown childhood. 
Yet Fisher was the first to face this problem and to tr\' to dexelop a method that 
will take care of it statistically. Tliis method (improved by Franz L, .\lt) was very 
imperfect. But it con.stitiites a ))ionccr venture that will bear fruit through the ages. 
'Phe reader w'ill find all references in Alt's paper, ‘Distributed Lags/ Econometrica, 
April 1942. 
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—is a masterly presentation of the Walrasian groundwork. To this, however, 
iMshcr added (at least two contributions of first-class importance and orig- 
inalih’: he indicated a method for measuring the marginal utility of income 
(\^’hich he developed later in his paper published in Economic Essays Con¬ 
tributed in Honor of John Bates Clark, 1927) and in the second Part of the 
Mathematical hivcsti^ations, where he treated (as Edgeworth had done) the 
utility of every commodity as a function of the quantities of all commodities, 
he developed the fundaments of indiffcrencc-curvc analvsis. 'I'he second, his 
Nature of Capital and Income (1906), which was much admired by Pareto, 
besides presenting the first economic theory of accounting, is (or should be) 
the basis of modern income analysis.* ‘ In the third. The Rate of Interest 
(1907, done over and republished in new form in 19^0 as I he 'I'heory of 
Interest),^'' his generous acknowledgment of the priorities of Rac and Bbhm- 
Bawerk did not allow the powerful originalitv- of his own performance to 
stand out as it should. The ‘impatience’ theory of interest is but an element 
of it. Much better would its nature have been rendered b\' some such title 
as: Another Theory of the Capitalist Process. Among the many novelties of 
detail, the introduction of the concept of marginal efficiency of capital (he 
called it marginal rate of return over cost) deserves particular notice. 

This, together with Fisher’s work in the fields of money and cvcles, will 
substantiate the statement that some future historian may well consider Fisher 
as the greatest of America’s scientific economists up to our own day. But this 
was not the opinion of his contemporaries. In the profession and the world 
at large, Fisher was, so far as the period under survey is concerned, not widely 
recognized until he became the Fisher of the ‘compensated dollar,’ which most 
people did not like. Even later on it was ‘stable money' and ‘100 per cent 

There arc others. But I wish to confine myself to the two that arc generally 
recognized by now. 

Again, this is the main thing about it. I'hc ai>penclices contain a wealth of 
suggestions that arc stimulating even to him who does not agree with all of Fisher’s 
results. 

The volume includes much, but not enough, of Capital and Income, and the gist 
of Fisher’s monograph on ‘Appreciation and Interest,’ Publications of the American 
Economic Association, August 1S96. 

Tw'o remarks sliould be made in passing. First, the identity of the Fisherian con¬ 
cept with tlie Keynesian marginal efficiency of capital has been recognized by Keynes 
(and Kahn) but denied by some of the followers of Keynes, notably by Professor 
Lemer. Second, when emphasizing Fisher's generous acknowiedginent of Bohni Bawerk’s 
work, I did not contradict my statement in sec. 4a above, h'isher did not fully realize 
the extent of Bcihm Bawerk’s achievement and was unduly influenced by the surface 
defects of the latter’s exposition. This is quite compatible w'ith saying what is indeed 
obvious, that Fisher did generously recognize all he saw in Bohm Bawerk: Fisher, 
Keynes, and Wicksell arc the three authors w'hom 1 should name if I were a.sked 
to illustrate by examples what it is I mean by ‘adequate acknowledgment.’ In fact, 
these three exemplify more than 1 mean: all three must be defended against the 
consequences of their readiness to unearth predecessors that, in some points, goes so 
far as to obscure the true state of things. 
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reserve against deposits/ and so on which diverted attention from his genuinely 
scientific work. In these and other matters, Fisher, a reformer of the highest 
and the purest type, never counted costs—even those most intensive pain 
costs which consist in being looked upon as something of a crank—and his 
fame as a scientist suffered correspondingly. In addition, the very nature of 
his achievement did not make for quick success. Tlie Mathematical Investi- 
gations passed practically unnoticed, of course, and came into its own only 
when the contents were no longer of an\- except historical interest. The con¬ 
tents of Capital and Income were considered by most people as elaborate 
trivialities. I’he Rate of Interest fared better, nationally and internationally, 
hut it is do!ibtful whether it conveyed its message fully before the reformula¬ 
tion published in 19^0. 

f(c) A Few ^lore Leading Figures.] 'ITie economics profession reminds the 
outsider of nothing so much as of the TVnver of Babel. Ho\\cvcr, to some 
extent we have seen alread>-, and to a greater extent we shall see in the next 
chapter, that this impression is, on closer inspection of the scenery, not only 
easier to explain but also less justified than it might seem. In this subsection 
we shall carry our work of description a little further by mentioning a few 
more leading figures that stand out, here and there, from the di\isions of the 
ever-growing army of United States economists that w'as then, as it is now, 
surging on in apparent disorder. The reader is asked once more to bear in 
mind that we have noticed the men in the institutionalist ino\cmcnt’‘ in the 
])reeeding chapter (Veblen and Commons in particular) and that a few more 
men will be mentioned in our .survey of the period’s work in a])plicd fields.^** 
But he is also asked to remember that the point of view appropriate to our 
purpose excludes or pushes into the background men whose services were 
in\aluahlc to the profession and to their students if thc\- did not do the kind 
of work that matters here, which means chiefly, if they neither contributed 
to the de\elopment of our apparatus of analysis nor proved themselves masters 
in its u.se. I exemplify by the lionored names of Henry C. Adams, Ely, Hol¬ 
lander, I..aughlin, Seager, and Scligman.**^ 

[It will be recalled that J. A. S. intended to write on American institutionalism 
in Chai)ter 4, which was not completed.] 

No doubt this iiroccdurc has its disadvantages even apait from the impo.ssibility 
of doing full justice to the work in the applied fields. In order to illustrate these dis¬ 
advantages let us select a man like William Z. Ripley (1S6- 1944^ 'I hc man who 
wrote on the races of Euro]3C, and wrote and lectured on railroads and labor—and 
this is far from describing Ins activities exhaustively—is certainly not adequately char¬ 
acterized by his work in any or all of these fields. Some who were sttidcnts of his 
at Harvard told me that they received more inspiration from him than from anyone 
else, and the department then included Taussig, Carver, and Young. He therefore 
certainly ouglit to figure among ‘general economists.* whatever his deficiencies in tech¬ 
nical analysis may have been. And this goes for many men of his type. 

[T he survey of the period’s work in the applied fields (ch. 6, sec. 6) was unfortu¬ 
nately not completed.) 

***The reader who desires to do so can easily follow up the suggestion implied in 
mentioning these names. Particular reference should be made to the very instructive 
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In one of those divisions which in fact he did much to create, Professor 
Frank A. Fetter (1S65-1949) rose to a leading position in the first decade of 
this century. lie was primarih', though not exclusively, a theorist, a man of 
scientific progress and no friend to theoretical sur\i\als. He has sometimes 
been classed as an ‘Austrian/ but this is not quite correct. It is true that at 
that time all serious theoretical endeavor had to start from the bases laid by 
Jevons, Monger, and Walras and that non-mathematicians would jnefer the 
Monger version to the other two. It is also true that he did not like Marshal) 
—precisely because of the latter’s attempts to preserve outmoded heirlooms— 
a feeling that was perhaps reciprocated. But all this does not suffice to make 
a man a /oZ/ouer of Monger. On that basis, hotter erected a building that 
was his own. both as a whole and in many points of detail, such as the theory 
of ‘psychic income.’ 'Fhc vivifying influence upon the American inofession’s 
interest in theory of his critical exploits cannot be evaluated too highly.-" 

Fred M. 'laylor (i85v1q;^ 2) is another name that conies to mind when 
c\'cr wc feel able to muster sufficient complacency to congratulate ourseKes 
on the present level of economic aiiahsis in the country. He was eminentK a 
teacher of economic theory—down to the minutiae of theoretical reasoning— 
and formed very many minds, among them those of some of the most proini 
nent economists of today: there is a Taylor school though not in the one 
master onc-doctrine sense. His own work developed from, and nent into, his 
teaching and he was very hesitant about publication. But when it eventually 
did appear, his Principles of Economics (1911: 9th ed., 192;) was a great suc¬ 
cess. Though technically it is oix^n to man> objections, I wonder nhether 
modern students would not do well to refresh themsehes b\ a dive into l ay- 
lor’s world of problems, which of course—like the problems of most of the 
theorists of that age—seem now very remote. ’I'aslor’s higliK significant con¬ 
tribution to the theors' of the socialist economy will be noticed elsewhere. 

As the period drew toward its end, the non-mathcinatical theorist found 
himself confronted by an increasingly difficult task. This was Taylor’s predica¬ 
ment and the main source of his inadequacies. The .same applies to Herbert 

obituaries of Ely, that excellent German professor in an .\iiierican skin (by II. C. 
Taylor in the Economic Journal, April 1944!, and of Scligiiian, that kindly leader and 
indefatigable worker (by G. F. Shirras, ibid. September i959)- Hollander’s work on 
Ricardo has been mentioned, however, and some of Laughliu’s on money and of 
Adams* and Seligman*s on public finance will be mentioned in the appropriate places. 
Cars'er has been mentioned above. 

20 Perusal of Fetter’s Principles of Economics (1904) is not quite enough to sub¬ 
stantiate the statements above. But the book gives all the essentials of what may lx: 
called the Fetter system. Some of his papers wc shall meet later. 'Hie one on the 
relation between rent and interest illustrates a fact that blurs the frontier line of 
Fetter’s influence, viz. the fact that there are parallelisms between his teaching and 
Fisher’s. The one on ‘The Passing of the Old [Ricardian] Rent Concept* is I’cttcr's 
most directly anti Marshallian pcrfonnaiice. I do not know how Marshall took the— 
wholly justified—stricture. But I do know' that Edgeworth resented it on the not 
quite convincing ground that he did not like papers with titles like that. 
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J. Davenport (1861-1931). If we want to appraise the historical position and 
scr\ ices of these men and others like them, we must not apply modern stand¬ 
ards of rigor, because at that time there was as yet valid excuse for those 
who had no conception of things that seem elementary now—such as con¬ 
tinuity, incremental quantities, dctcrniinacy, stability, and so on. In conse¬ 
quence, they on the one hand struggled with difficulties that seem imaginary 
now, and on the other hand failed to see problems that bother us.-^ II. J. 
l')a\enport was an excellent theorist and a great teacher in his day, and the 
profession is under considerable obligation to him for the infinite pains he 
took to straighten out the fundamental problems of the theory of his time.-^ 
riiere is another interesting point about him. lie was an enthusiastic Veb- 
lenitc and a strong radical of the Middle Western hpe who saw the evil 
spirits of reaction stalk both the professional and the national scene without 
making an>’ effort—obviously unnecessary—to verify their existence. Daven¬ 
port tlnis affords one of the examples that show that yireoccupation with the 
thc:or> of that epoch was perfectly compatible with institutionalist sympathies. 

'The work of these and other men shades off without violent break into 
that part of the work of our own period that may be identified with such 
men as J. M. Clark, F. H. Knight, J. Vincr, and A. A. Young. 'Hiis pointer 
must suffice.We must be content to glance at one of the brightest ‘patches 

'I his illustrates well the .sense in which, even in cconoinics, it is possible to .speak 
of ‘progress’ and to evaluate a given state of development meaningfully as one that 
is ‘lower' than our own. This cannot be done with ‘economic thought’ in general. 

I he economists of that time had opinions on social and economic policy that differ 
from tlrosc that prevail now. Hut this difference is due to social conditions and to 
y.citiieist, and there would in fact be no sense at all in our feeling superior to them 
or in speaking of progress aecomi^lishcd. Ihit in matters of analysis, so far as we arc 
tri'ing to do the same kind of thing that the theorists of that time tried to do, it 
is possible to si>eak of progress from an inferior to a superior technique, just as there 
is definite sen.se in saying that dentistry or transportation of our time is superior to 
that of iqoo. 

--Sec especially his Value and Distribution (190S), one of those hooks that are 
Iroimd both to l)ore and to benefit their readers. It contains several points that are, 
subjectively at least, original. His Economics of Enterprise although devoted 

not to criticism but to con.stiiiction, is really less original. 1 have heard of. but do 
not know, his manuscript on tlie Marshallian ss'stcm, The F'conomics of Alfred Mar¬ 
shall (19?!)). His textbooks made no mark. Hut .several articles of his would liave to 
be gone into if space permitted. 

Though there is no netxl to ‘introduce’ .such well-known figures as the first three, 

! take the opportunity of .saying a few words on Allyn A. Young (18-6 1929). This 
great economist and brilliant theori.st is in danger of being forgotten. .\ volume of 
essays. Economic Problems, New’ and Old (1927), and An Analysis of Bank Statistics 
for the United States (1928; first piibl. in the Review of Economic Statistics, 1924-7) 
constitute the bulk of his published work and do not convey any idea of the width 
and depth of his thought and still less of what he meant to .American economics and 
to his niiincroiis pupils. But ex wngiie leoncm —that is to say, the reader may form 
.sonic idea of that lion from a single claw, namely, his paper ‘Increasing Returns and 
Economic Progress,* Economic Journal, December 1928. He was among the first to 
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of color" ill the picture of that epoch, Patten, and then at a lonely peak, 
Moore. 

If vision were everything, Simon Patten (1S52-1922)—who taught at the 
Universih' of Pennsyl\ania from 18SS to 1917—would, historically, have to 
be put do\\n as one who had few equals if an>-. If technique were c\'LTything, 
he would be nowhere. As it is he is somewhere between, standing apart on 
ground largely his own. He is chiefly remembered for his ad\ocac>’ of pro- 
tcctionisin—this alone was a barrier between him and the large majorih* of 
the profession—for his conception of an ‘economy of plenty,’ in which neither 
diminishing returns nor thrift would be of primar\' importance any more. 7 his 
savors, on the one hand, of dilettantism, but, on the other hand, of later 
currents of thought, successfully anticipated. Neither impression is quite cor- 
rect, but at the time the profession was inclined to take the former \iew of 
the matter, though it ne\cr failed to rccogni/.c what may be called the seminal 
importance of Patten’s ideas, and still less to appreciate the vigorous teacher 
and delightful con\ersationalist—breakfast with whom was apt to shade off 
into lunch. 

Henry Ludwcll Moore’s (born 1869) position in the history of economies 
is as assured as Patten’s was among his contemporaries. T o forget him in anv 
future historical record of our science would be as easy as it would be to for¬ 
get Sir W’illiam Petty. And this is as true of future economists who admire, 
as it is of future economists who disapprove of, e\er\ line he e\er wrote, l or 
his name is indi.ssolubly a.ssociated w ith the rise of modern eeonometries, whicli 
must inevitably, whether we like it or not, become more and more synonymous 
with technical economics. The least of his titles to lasting fame is that his 
work is the scientific fountainhead of the torrent of statistical demand cur\es 
that was to pour forth in the early 1930’s, TTie great thing was his bold at 
tempt to create, by a number of ingenious devices, a statistically nperatire com¬ 
parative statics (.see below, ch. 7). lliis venture, embodied in a scries of papers 
that he worked up into his Synthetic V.conomics, published in 1929, is one 
of those landmark achievements that arc bound to stand out irrespective of 
whether or not wc make use of them. It is therefore necessary, both in the 
interest of our picture of that epoch’s scientific situation and of the sociology 
of science, to stay for a moment in order to explain wh> a man of such 
stature did not acquire a greater reputation. For, though he got some credit 
for his statistical demand curves—mostly through his follower Henr>' Schultz 
—and caused some raising of eyebrows by his crop theory of cycles—an im- 

understand the stage of transition that economic analysis entered upon after 1900 
and to shape his teaching accordingly—which, so far as I have been able to make 
out, may be described as a cross betw^een Nfarshall’s and W'alras’, with many sugges' 
tions of his own inserted. One of the reasons why hi.s name lives only in the memory 
of those who knew him personally w-as a habit of hiding rather than of emphasizing 
his own points: one must, for example, be not only a specialist but also a very careful 
reader to realize that in his concise and unassuming analysis of national bank statis- 
tics, there is enshrined the better part of a whole theory of money and credit. 
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proved version of the Jevonian theory—^his reputation has not been what it 
should be to this day. 

'I’hc first reason is, of course, the nature of his work. 'Jo try to make the 
Walrasian system statistically operative is something that was altogether be¬ 
yond that epoch's scientific horizon.-’^ '‘i'hc second reason was that he was a 
very modest and at the same time very sensitive man. His research program 
could have been understood, and it might c\'cn have attracted institutional 
support, if it had been pushed by vigorous propaganda and if it had been 
represented as a program of revolt against existing—‘orthodox*—theory (which, 
in a sense, it was). But Moore was not the man for such tactics: when he 
did not meet with response, he retired into himself; he was the very opposite 
of a liigli'pressurc salesman.*'* But there is a third reason. Moore published 
indeed a series of papers that should have familiarized the profession with 
his thought. Ilis first books, however, deterred rather than attracted even com¬ 
petent judges. In order to rate at its true \ahie his ingenious Imws of Wages 
or his Economic Cycles: Their Law and Cause {1Q14), or his Gen¬ 
erating Economic Cvcles it is necessar\ to make a lot of allowances 

for the peculiar merit of pioneering effort. In some points, this also applies 
to Synthetic Economics, which was, however, internationally noticed. 'Fhe 
route this book chalks out is, however, not onl>' difficult but, in the age of 
de\eloping alternatives, also unpopular. XcNcrlhcless. all modern analysts 
should study this book with care, though it is quite possible that by so doing 
they will become admirers of Moore rather than followers. 

8. The Marxists 

\Vc have occasionalh- obser\'cd that many economists of that period were 
radicals in the sense in which we use the term today. Socialism has been 
called an intellectual Proteus, and it is dijfficult to sa\ how main of those 
radicals should be called—at least potential—socialists. But neither their radi¬ 
calism nor their socialism is any business of ours so long as it does not in¬ 
volve differences in analytic approach or, to put it perhaps more tellingly, so 
long as it involved only different aims, sympathies, and exaluations of the 
capitalist economy and civilization but not a different ‘theory* of the economic 
process: if we have mentioned radical or socialist conxictions at all, this has 
been done only in order to destroy xxidely held prcjudicc.s against the scien¬ 
tific xvork of that time. For example, the Fabians arc for us just a group that 
did economic research and there is no reason to .separate them from other 
people who did the same thing on the ground that they xxerc planners or, 
according to some definitions, socialists. In this section xxc are interested 

His Forecasting the Yield and the Price of Cotton (1917) xvas not. But theorists 
had not yet discovered that this was economic theory. 

I am indebted to Professor F. C. Mills for a picture of Moore's character and 
ways. It is similar to the impression I received myself when meeting Moore at Co¬ 
lumbia in 191 [At the end of i95i» Moore w^s still alive and lixdng in complete 
seclusion.] 
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in those socialists only who professed a different and specifically socialist sei- 
entific economics. Of these, the Marxists were so niiieh more important than 
were any others that we may, for our purposes, consider them as the only 
ones. But we shall naturalh* touch also upon their socialist critics \Ahose \>'ork 
acquires meaning only with reference to the system criticized. 

The Marxists were a group or sect in more senses than one. But among 
other things they were also a .scientific school, for. as has been explained be¬ 
fore, dependence upon a creed, though it nia\ affect, does not destroy the 
scientific character of the work of a group. It is only as a scientific .school in 
our sen.se—as a group whose members did anab tic work, accepted One Master 
and One Doctrine, and worked in clo.se, if not alwaxs harmonious, contact— 
that Marxists come in here. All other a.si)ects of Marxism—i)erliaps the cssen 
tial ones—must be neglected. Now, scientific woik done on Marxist lines, 
and even full mastery of the scientific contents of Marx’s work, was until 
about 19^0 so largely confined to German and Russian writers that, for the 
purposes of general orientation, no others need be mentioned at all.' Also, 
as pointed out already, it was in Germany and Russia oiiK that Marxism ex¬ 
erted a strong influence upon the work of non-socialist economists: for a lime, 
thcorx-minded economists had in these countries hardly any choice but to 
turn to Marx (or, in Germany, to Rodbertus). 

'riic conquest by Marxism of the .socialist part of the Russian intelligentsia 
was not due wholly to the strong cultural influence of Germany; it was i)artly 
due also to the fact that Marxist speculation was congenial to the Russian 
mind. But it was largely due to the German infliicnee. and the relation be 
tween Rus.sian and German Marxists remained very close i though not alwaxs 
amicable) in a pcrsmial sense, until Lenin’s death or even until 'iif)tskx’s 
defeat. From the standpoint of analytic xxork done, it is onlx neecssarx to 
mention, among the strictly orthodox wTiters, Plckhanov and Bukharin.- But 

’ 'rhis is obvious for Fngland: nobody has as yet credited to H. M. llyndman and 
his group any contribution to economic analysis. This statement docs not involve denial 
of some influence upon the English intellectuals, though tins influence xvas then ih) 
torioiisly small. Nor is it denied that Marxism became an mflueuce in English cco 
nomics later on. But an analogous statement for the I.atin countries requires qualili 
cation principally because of the work done, by socialists and others, on tlie Marxist 
theory of histoiy. No qualification is, however, involved in the recognition of the 
fact that Marxist ideas were more widely known and more carefully interpreted in 
France, Italy, and Spain than they were in England, for this did not sjk:I1 any analytic 
work to speak of in technical cconoiiiics. Japanese Marxism, also, is of later date. 
As regards the United States, the same holds true, but an exception should possibly 
be made for the writings of Daniel De Leon. See, e.g., bis Reform or Revolution? 

(1899)- 

“G. V. Plckhanov (1855-1918), the old leader of the small Marxi.st paity of Russia 
and its leading figure until the beginning of this century, would dc.scrxe a very dif¬ 
ferent place in a history of a different kind than we can allocate to him in this one. 
But in addition he was a scholar and a thinker. 77 iough not much of an ecoiioiiiist, 
he stands verv' high as a Marxist .sociologist and, in particular, as an analyst of the 
socio psychical ‘superstructure.* This, at least, is the impression 1 have received from 
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it must not be forgotten that Marxism was the cliicf formative influence of 
practically all the Russian economists of the age. Marx was the author they 
really tried to master, and the Marxist education is o])vious c\en in the writ¬ 
ings of those who criticized Marxism adversely. 'I’he most eminent of these 
semi-Marxist Marx critics was 'I'ligan Haranowsky who is diseiis.sed below. 

[(a) hhirxisni in Oerniany.] At the basis of the success in Germany are two 
facts: first tire trcinendous success of the Social Democratic party; and second 
the official adoption of Marxism by this paity (Erfurt Program, 1891). Both 
these facts raise most interesting problems of political sociology into which 
we cannot go. But it must be emphasi/ed on the one hand that, from the 
standpoint of Marxist orthodoxy, tliesc two facts are really one, because any 
truly socialist party must of—presumably ‘dialectical’—necessity be Marxist; 
and on the other hand that, from an> standj)oint other than that of Marxist 
orthodoxy, this adojjtion In a ])arty that was rapidly growing toward political 
responsibility of a creed that prescribed abstention from political responsibility, 
in capitalist soeiets, was obviously not the ouh possible, but on the contrary 
a most astounding, course to take—a course that was bound to cause weaken¬ 
ing dissensions within the party, as in fact it did before tlic century was out. 
Actually, howe\er, the party did go Marxist with a will, and its huge organi¬ 
zation otTered ins])iration, support, and eniplovment—a regular career, in fact 
—to orthodox Marxists onl\ and, on principle at least, to no other socialists, 
however devoted or radical. On this basis developed a large and able corps 
of intellectual adherents that produced a large orthodox literature. Besides the 
partv* new spajK-rs, it had as an outlet a ‘heavv’ magazine. Die Ncue Zeil — 
later on there was also the Austrian Kumf^f —study of which is perhaps the 
best method of acquiring familiarity with the grou])\s work. I’he non-Marxist 
socialist was something of an outcast and had a rather uphill fight that the 
party had plenty of means of turning into defeat. 'I'his is one side of the medal. 

so iniuh of liis work as is. directly or indirectly, accessible to me. Sec es])ecially his 
Fundamental Problems of Marxism (E.nglisli trans.. 1020). .\11 I know of the writ 
ings of I. Bukharin fiS.So iq^Si. one of the stalwarts wlio were crushed by Stalin, 
is Dcr Jmpcrialismus und die Akkinmilation dcs Kapitals (1926), which leans hcavib' 
on the (»emian pci tornlanccs to be mentioned (and really is part and parcel of the 
(iernian distnssioni, and The Economic Thcors' of the Incisure Class (written 1914’. 
English trans. 192-’). a still less original pcrfonnancc. Sonic readers mav miss Lenin's 
name, the better i)art of whose voluminous vvritiiics belong to the period under survey. 
Hut Lenin was a man of ac tion, one of the shrewdest and most clear sighted tacticians 
that ever lived. It is a mistake, from the standpoint of his Russian and other admirers, 
to insist that, being canonized now. he must also have been a great thinker. Perhaps 
he did contribute something to political thought, though I find in Marx all the points 
he ever made in the writings that arc aecc.s.siblc to me. with one exception: he ad¬ 
mitted frankly what Marx never either .saw or admitted, viz., that the ‘emancipation* 
of the proletariat can never be achieved by the proletariat itself, a great improvement 
(considering all im])lication.s) of political sociology. Sec. c.g.. St He and lierolution 
(English trans.. 1919). He did not contribute anything to economic analysis which 
was not anticipated by either Marx himself or the German Marxists. The same goes 
for 'Protsky. 
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Before looking at the other we shall see what the results were for economic 
anahsis. It is clear from the outset that, under those circumstances, literature 
was bound to be apologist and interpretative in nature and that no substantive 
novelties and no substanti\e dissent were possible except in the guise of cau¬ 
tious reinterpretation of the Master's meanings. 

Until his death (iSg;) Friedrich Engels, as the grand old man of the part>% 
wielded an authority that was indeed challenged sometimes—b\ Rosa Luxem¬ 
burg for instance—but never successfully or in any matter except tactics. 
Doctrinal leadership (with little say in practical politics) jjassed to Karl Kaut- 
sky (18^4-19^8), who had known Marx and was cut out for the role of high- 
priest, not least because he was not absolutely rigid and knew how to make 
concessions to dissent, within the inner circle of party writers, on indi\idual 
points.® He edited the Theorien iiher den Mchnvert (1905-10). composed 
what may be called the official reply to Bernstein's criticisms and nianv other 
pieces of apologetics and countcrcriticism, wrote learnedly on the economic 
interpretation of history, and tackled jiroblems of applied theory, especially 
the question of socialist agricultural policy, thus contributing here and there 
even to a development of Marxist doctrine. '1 here was nothing very original 
in all this. The nature of the position he had taken up from the first would 
have precluded originality even if he had had any spark of it. But taking 
Kautsky's work as a whole, we may well speak of a historicalK significant 
performance.'* 'I he writers who, amidst acrimonious C()ntro\crsies, succeeded 
in working out more or less novel aspects of Marxist doctrine arc usually re 
ferred to as neo-Marxists. 'I’liough the productive years of most of tliem fall 
within the period under survey, many of their piihlicatioiis belong to the 
next. We adopt. howe\cr, the sanie practice that we also follow in some 
other matters, namely, the carr\'ing of our siir\ey down to the present in 

» Kautsky’s association with Marx and Fiiigels and his unquestionable loyalty were 
not the only qualities that recommended him for that function. No doubt, nobody 
can walk on stilts all his life and not look stilted. And both his adherence, in prin¬ 
ciple. to every' letter of the faith, and the reinterpretations which, in actual fact, he 
permitted hini.sclf and others to make, reduced his popularity with ardent followers 
bent upon liaving their own innings. Also, though primarily a theorist, lie was really 
not a good theorist, and he was no match for the keenest intellects of the group. 
But nothing of this should be allowed to obscure cither his high character or his 
ability or the services he rendered to Marxism and, through Marxism, to the social 
sciences in general. 

^ Ihe book that contains perhaps more of what was specifically his own than docs 
'any other is his Die Agrarfraufi (1S99), in W'hich he tried to extend Marx's law of 
concentration to agriculture. He met criticism in his own camp, and Otto Bauer's 
Sozialdemokratische Agrarpolitik (1926) is far removed from Kaiitsky's views. But 
his work created the literature in which Bauer's is the most notable performance. 
Kaiitsky's—not unsuccessful—reply to Bernstein, Bernstein und das Sozialdemokratische 
Programm (1899); Die materialistische Geschichtsauffassung (2nd ed., 1929); excgetic 
work on Das Erfurter Programm (1891; English trans. under the title Class Struggle, 
1910); and the article on 'Krisentheoricn' (Die Neue Zeit, 1901-2) arc probably the 
other publications that should be mentioned. 
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order to relieve Part v. I select for purposes of illustration Bauer^ Cunow, 
Grossmann, Hilfcrding, Luxemburg, and Sternberg. 

Of those that this choice omits I regret most of all Max Adler.’’* But this brilliant 
man snflPtTccl such loss of energy by his party activities and his practice of law that 
he was never able to do justice to his gifts, though he was an important element of the 
\'icnnese circle of Marxist theorists. Otto Hauer (18S1-1938), a man of quite excep¬ 
tional ability and not less exceptionally high character, was to some extent in the 
same predicament even before he rose to the position of Icadershii). But, besides the 
book on agrarian policy that has been mentioned already, at least his ‘Akkumulation 
des Kapitals,’ Die Ncue Zeit, niay be mentioned as a contribution to analysis 

of forc'C and originality; many other writings are of great interest for the student of 
Marxist political thought. Rudolf liilferding (18771941), a clo.se friend and ally of 
Bauer's, wrote a notable reply to Bohin Bawerk’s criticism of Marx (Bohm-Bawerks 
Marx-Kritik, 1904: Lnglish trans. with introclnction by P. M. Sweezy, 1949) and other 
things, which a fuller re\'iew could not pass by, but must be mentioned principally 
as the author of the most famous performance of the neo-Marxist group: Das Finanz- 
kufntal (igic'i. M'hatever may be thought of the rather old-fashioned monetar>- theory 
of the first clnipter and the inonetarx- theory of crises of the fourth, its central thesis 
(that banks tend to gain control over industr\^ at large and to organize the latter into 
monopolistic concerns that will give increasing stability to capitalism), though a hasty 
generalization from a phase of Ciennan developments, is interesting and original (see 
especially the third chajiteri and had some influence iiiion Lenin. 'I’he one publication 
by II. Cunow {1S62 i9^()) that is relevant in this connection is his scries of papers 
‘Znr Zusammenbruchstlieorie.’ Die Sene Z.cit (1898 9). Rosa Luxemburg's (1S70 1919) 
GcsammcUe Werke were published in 1925-8, but her most important contribution 
to M.irxist theory* is Die Akkiimulation dcs Kapiiah . . . (with the subtitle: Con 
tribution to the luonomic Mxplanation of Imperialism, 1912). [P. M. Sweezy has 
pointed out to me that there is a second book with the same title (but different 
subtitle) written in answer to her critics while she was in prison during the war and 
published in 1921. Ld-j II. Crossniann (Das Akkumulaiions- und Zusammcnhnichs- 
gesetz dvs kapitaUstiscium Systems, 1929) and Fritz Sternberg (Dcr ImperialistJius, 
1926) rcprc.sent a younger generation. The first is chiefly a Marxist scholar. The latter, 
who recently published a highly successful book (The Coming Crisis, 194*^)^ is less 
concerned with Marxist theory but tries rather to w'rite what he believes Marx would 
write were he alive today. TTicir works fall in w'ith the Marxist revival to be noticed 
prc.sently. 

Most of the titles mentioned point toward a goal that, in spite of their 
violent altercations, the neo-Marxists have in common. Identifying, in the 
true Marxist .spirit, thought and action, theory and politics, they were pri¬ 
marily interested in those parts of the Marxist system that have, or seem to 
liavc, direct bearing upon socialist tactics in wdiat they believe to be the 
last—the ‘imperialist'—phase of capitalism.® Accordingly, they were but mildly 

^ Not to be confu.scd with Victor Adler, the leader who unified (for a time) the 
various national sectors of Austrian socialism, and Fritz Adler, the son of Victor, who 
was to gain notoriety of a different kind in and after the First W'orld War. 

•This holds for all of them, although to very different degrees. And this is the 
point of contact with Leninist and Trotskyite doctrine, which turned completely on 
Imperialism. Comparison of the ideas of say Bauer and Hilferding with the ideas 
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interested in Hegelian dialectics, the labor theory of value, and such ques¬ 
tions as whether or not it is possible to transform Marx’s values into *pro- 
diietion prices’ without altering the sum total of surplus value. All the more 
interested were they in ‘imperialism’ and in the problem of the breakdown 
of capitalism, hence in the theory of aceumulation, of crises, and of in- 
creasing miser>. It is impossible to do justice to the wideh- different features 
of the more or less ingenious systems of the indi\ idual writers. \'er\' broadly 
speaking, the upshot was this. 7 ’hcy were rclativeb' successful in elaborating 
an economic theory of protection and of a, real or alleged, tendenev of capital¬ 
ist society to develop an increasing propensity to wage wars. Neither exposi¬ 
tion nor criticism can be attempted here." But critics who feel inclined to be 
too se\cre on this theory should remember what sort of arguments it is in¬ 
tended to replace: it may be wrong, hut it constitutes the first attempt to 
look at the phenomenon in something like a scientific spirit. 'Ihe increasing 
misery was cither discarded silently or deferred to some indefmile future when 
counteracting factors would ha\e spent their force i compare, h)r example. 
Sternberg’s theory of the ‘closed sca.son' during which tliat tendency is sus 
pended). The modus operandi of accumulation and the breakdown theory 
provided the battleground that was most hotly contested. And here the most 
sensational event was Hilferding’s frank renunciation of the breakdown the(»ry: 
he even contended that capitalist society, if left to itself, would ineieasingK 
consolidate its position and petrify into a sort of feudal or hieiarehic’ 01- 
gani/ation. Naturally, this was high trea.son to .some. But even those or some 
of those who rejected Milferding’s theory watered down Marx’s spectacular 
breakdown—for, if words mean anything, this is wiiat Marx cinisagcd—to a 
mere inabilih' of capitalist society tf) keep up its traditional rate of accumu¬ 
lation, which means little more than the settling down into a stationary state 
that was envisaged by Ricardo and hardly corresponds to the ideas evoked by 
the word Breakdown.'' 

[1 b) Revisionism and the Marxist Revival,] Before going on, let us glance at 
the other side of the medal. Revisionism. As has been observed, it was not 
to be expected that .so large a party, with .so large a fringe of sympathi/ers, 
would indefinitely accept such doctrinal discipline as the strict Marxists in- 
sisted on imposing. It w^as indifference to |>hilosophicaI and themetical minutiae 
rather than acceptance of them that secured the passing of the Krfurt rcso 

expounded in Lenin’s Imperialism iLnglish trans., 193S) is instructive, the more so 
because, in other re.speets, the rieo Marxists were anti Ihilslievik. 

[Two long essays in German by J. ,\. S. (originally publ. in 1919 and 1927), the first 
of which attacked these neoMarxist views, have been translated into Knglish under the 
title, Imperialism and Social Classes (1951 j.j 

^ Tire reader will find an extremely orthodox cxj^ositioii of this line of rea.soning in 
P. M. Sweezy’.s Theory of Capitalist Development, already referred to. 

* Tlic work of liilfcrding and Luxemburg lias l3een briefly but admirably discussed 
by Eduard lleimanii in History of Econonuc Doctrines (1945). 
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lutions. Retribution came when Bernstein,** a man of sufficient importance who 
was not indifferent to doctrine and who, moreo\er, believed the Marxist creed 
to be injurious to the part>', made up his mind to risk frontal attack. ‘Dia¬ 
lectics/ historical materialism, class striu;gle, labor thcors’, increasing misery, 
concentration, breakdown (including the revolutionary ideology), all came in 
for wholesale condemnation at his hands. We arc not interested in the en¬ 
suing row, or in the tactics of August Rebel, the man in supreme command, 
who, like the good tactician he was, displa>ed at first the requisite amount of 
wrath, then accepted formal submission without going to extremes—though 
minor lights were i>enali/ed in ^aIious wa>s—-and finally acciuieseed in a state 
of things in which rexisionism was allowed in the party on condition of re¬ 
fraining from actixe hostility. Nor are xxe interested in the facts that sexcral 
outstanding party men xxere or became rexisionists, that the xving acquired 
its oxxn periodical {Sozialistifichc Monatshefte) and its oxxn xxritcrs. For though 
some of these writers did creditable xvork, especially on individual practical 
questions—as did, for example, Sehippel on foreign-trade ]>olicy—this xxork 
inexital^ly lost most of its distinctixe ecdor. .Ml xxe are interested in is the 
question what net results the revisionist controxersy produced for Marxist 
analysis. It is safe to say that Bernstein’s attack had a stimulating effect and 
produced here and there better and more careful formulations. Perhaps it 
had also something to do xvith the increasing readiness of Marxists to jettison 
pro])hecies of spectacular miserx and breakdoxvn. On the xxiiolc, hoxxexcr, re- 
suits canncit be rated xery highh so far as the scientific jjosition of the Marx¬ 
ists is concerned, h'or on analx sis, Beinstein’s attack proves to haxe been much 
xxeakcr than one xxould infer from its effects on the party and on the general 
public. Bernstein xxas an admirable man but he xxas no profound thinker and 
es]>ecially no theorist. In some ]>oints, es|K'cially as regards the economic inter¬ 
pretation of history and the conecntiation of eeonomie poxver, his argument 
was distinctly shalloxv. In others, he jnoffered the sort of common sense that 
any bourgeois radical might have produced. Kautsky xxas, if anything, more 
than ecjual to the task of ansxxering him. And if it had not been for the 
political implication of the attention he got, Marxists need not have worried 
greatly about him. 

W’e go on to notice txvo phenomena that belong to later times. Marxist 
analysis di.splayed fexv, if any, sxmptoms of decay before 1Q14. The contrary 
asserti«)n was often made, of course, but onlx bx writers with whom the wish 
was father to the thought. But during the iqzo’s xxe obserxe a phenomenon 
that xxas scientifically much more important than revisionism had been: xvc 
find an increasing nuinbca- of socialist economists—some of them quite radical 
in polities and not all lexisionist or ‘laborist’ in the political sense—who, 
while professing the utmost respect for Marx, nexcrtheless began to realize 

*’F.du:iid Bernstein (iSqo 10^2^ was a tried socialist, besides Ix-ing a scholar and 
a delightful man. and carried weight as one of the old guard. But years of exile did 
not radieali/c him. 'I hey fabiani/ed him. Of his xvritings, only his book of 1899 need 
be mentioned. It is available in Fnglish under the title Evolutiomry Socialism {1909). 
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that his pure economics had become obsolete. Marxism remained their creed, 
and Marxist rciuaincd their allegiance, but in purely ccoiioniic matters they 
began to argue like non-Marxists. To put it differently, thc>' learned the truth 
that economic theory is a technique of reasoning; that such a technique is 
neutral by nature and that it is a mistake to belic\e that something is to be 
gained for socialism by fighting for the Marxist or against the marginal 
utility theory of \aliic; that no technique can be exempt from obsolescence; 
and that the literary defense of the cause of socialism stands to lose efficiency 
by clinging to outworn tools. 'I’hc importance of this for the e\c)liition of a 
genuinely scientific economics cannot be estimated too highh: here was at 
last a recognition, by the group most averse to this recognition, of the ex 
istcnce of a piece of ground on which it was possible to build objectively 
scientific structures. For the iqzo's this tcndcnc>' may be icpicseiited by the 
names of Lederer and Dobb, both of whom also exemplify the fact that po¬ 
litical ardors need not suffer by that recognition in the least: with neither 
of them was it a matter of watering down practical issues; with both of them 
it was a matter of logic. This gain was not quite lost in the turmoil of the 
iq^o’s. It may still be averred that, in spite of the Marxist revisal we obser\e. 
the scientifically trained socialist is no longer a Marxist except in matters of 
economic sociology. Tlic names of O. Lange and A. P. Lerncr may be in¬ 
voked as illustration.'^ 

The other phenomenon we have to notice is precisely that Marxist rc\i\al. 
The sociology of it is too obvious to detain us. But there are three aspects 
of it that deserve attention from our own standpoint. I'irst, though the gain 
for analysis of the tendency just referred to has not been quite lost of late— 
as our illustrative examples show—it has been lost in part: economists of 
high standing have turned Marxists, not in the sense of accepting Marx’s social 
or political message—this would be their affair—nor in the sense that they 
(like Lange) accept much or all of Marx’s economic sociolog\—this would 
be capable of defense—nor finalh in the sense that they pay respect to Marx’s 
historical greatness—few people would quarrel with them about this—but in 
the sense that they actually try to revitalize Marx’s pure economics, thus join¬ 
ing forces with the survi\ing neo-Marxists. ITic outstanding examples are P. M. 

Emil Lederer fiSS2-i939) who, during the last years of his life, w'as a member 
of the Graduate Faculty of Political and Social Science of the New School for S(K:ial 
Research in New York, may be described as the leading academic socialist of Cierniany 
in the 1920's and was an influential teacher in the Universities of Heidelberg and 
Berlin. His little textbook (Grundzri^e dcr okouomischen Tlworie. 192-.: disidays the 
tendency in question very well. Maurice Dobb was never impregnated with Marxism; 
allowance must be made for the English environment. Hut his sympathies, inlellectual 
and other, are obviously w'ith Marx rather than with Marshall or with the I’abians. 
Nevertheless, he cannot be described as a Marxist so far as economic analysis is con 
cerned. See his Capitalist Enterprise and Social Progress (1925). 

” O. Lange made the position in question very clear in his paper on 'Marxian 
Elconornics and Modern Economic 'Pheory^’ Review of Economic Studies, June 1935, 
to which I refer the reader. 
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Swcezy and J. Robinson.'- Second, there are the attempts to Keyncsify Marx 
or to Marxify Keynes, 'llicsc attempts arc very revelatory of i)re\ailing ideolo¬ 
gies but also indicate awareness of a purely analytic task. It is in fact possible 
to enrich the meanings of both these authors by points culled from the other, 
though they are at opposite poles in matters that are of decisive importance 
anabtically. But these attempts have ne\er, so far as I am aware, gone tr) 
the length of trying to revive Marx’s theoretical apparatus.''* "I’hird, though 
the Marx \ogue in England and in the United States is in part simply the 
natural eonsequenee of immigration, it is also something more. On the Eng¬ 
lish or American student of economics, Marx’s doctrine impinges as some¬ 
thing new and fresh, something that differs from the current stuff and widens 
his horizon." 'I'his impact may indeed spend itself in scientifically worthless 
emotions, but it also may prose producti\c. In any case, Marx’s influence 
must be listed among the factors of the scientific situation of today. 

I have strongly rcconniiended Sweezy’s I'heory of Capitalist DcYclopment (1942) 
as an admirable presentation of Marx’s (and most of the neo-Marxists’) economic 
thought. 'I'hc thing that calls for notice now is that Dr. Sweezy believes that the 
economic theory there presented is atfually usable theory cx visu of today and that 
it is not only equal but superior to the technique used, hn example, by I.angc. Still 
more reinaikablc, and something of a i^sydiologicai riddle, is Mrs. Bobiiison’s Essay 
oil \iar\ian Economics (1942'). On this, see Mr. Shove’s article. ‘Mrs. Robin.son on 
Marxian Eccuioinics.' in the Economic Journal, April 1944. 

One of the most interesting of these attempts has been made by S. Alexander 
in his paper, ‘Mr. Kc\nes and Mr. Marx.’ Review of Economic Studies, rebruars' 1940. 

’ ‘ One reason for this is that Marx has not been and is not being currently taught, 
especially not in theory cour.ses. And one reason for this in turn is that he is so 
diflicult to fit in. Because both of his virtues and of his faults (e.g. because of his 
diffuseness and repetitiveness that make ‘assignments’ difhciilt), he either is crowded 
out or else crowds out the rest of the material teachers feel they should convey. 
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1 . Orn POSTS 

(a) The Sociological Framework of General Economics.'' As \\v lia\c seen, 
economic sociology and in particular liistorical and ethnological knowledge of 
social institutions progressed most satisfactorily during the period under survey. 
But the general economics on which I am going to report now was but little 
affected by these developments. Its institutional framework was left practically 
untouched, that is to say, it was left in the shape in which it had been thrown 
by the English ‘classics’ and in particular by J. S. Mill. Nations remained 
amorphous agglomerations of individuals. Social classes were not living and 
fighting entities but were mere labels affixed to economic functions for func¬ 
tional categories). Nor were the individuals themselves living and fighting 
beings; they continued to be mere clothc.slines on wliich to hang propositions 

^I refer again to P. T. Monian, Contemporary Economic Thought 'Plic 

book deals with the thoiiglit of the period we arc discussing rather than with the 
thought that was 'contemporary'’ in 1928. Anf*thcr general reference that should be 
repeated is to G. J. Stiglcr, Production and Distribution Theories (1941). 
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of economic logic. And, with improving rigor of presentation, these clothes¬ 
lines stood out even more visibly than they had in the works of the preceding 
period.- Critics sneered, llicy saw that all this was poor sociology and even 
poorer psychology. Like their predecessors in the first half of the ninctcentli 
century, they failed to see that, for a limited range of problems, this was at 
the same time sound methodology. Owing to the importance of the problems 
of interpretation involved, 1 shall digress for a moment in order to make, 
once more, an attempt at clarification. 

'riie Marxists especially but also others accused the marginal utility 
theorists of psychologism, that is to say, of entirely missing the true 
problem of economics, which is to anahze the objccti\c facts of the 
social process of production, and of substituting the completely secondary 
problems of the i)s\ehologieal reactions or subjective attitudes of in- 
di\iduals to those objective facts (see, e.g., K. Kautsky’s remark on the 
Atistrian school, p. xix of his preface to the first volume of Marx’s 
1 hcohen iiher den Xlchrwvri, kjo^ io). The Austrians and other groups, 
with all their misplaced emphasis upon *psNcliologiear magnitudes, had 
onb tlieinsehes to blame for this mistaken objection, which can be dis¬ 
posed of, so far as the objectors were Marxists, by pointing out that the 
‘new’ theories were liardh more psychological than was that of Marx, 
who ne\er hesitated to appeal to capitalists’ psychology (c.g., in the 
matter of acciimnlation) whenever he felt it convenient to do so. In 
addition, houever, an increasing number of critics objected not indeed 
to i)s\choI()gy per se. but to the hedonistic or otherwise unsound psy- 
ehol(»gy from which economic theorists were supposed to derive their 

- 'Ihis ac tonnts fur the siiivival and even the iiKTcased use of two conceptions 
that ucic jiarticiilarly effective in provoking the critic’s mirth or wrath. I’irst, in 
order to display certain aspects of the pure logic of choice, some theorists employed 
the old coiiccj)! of an isolated individual whom they called Robinson Crusoe. 'I'lic 
less the critic understood what tlic theorist was about, the more he was amused by 
the piiture of economists* attcin])tiiig to solve social problems by ‘drilling Crusoe.* 
Second, in order to display other aspects of the pure logic of economic hcha\ior. sonic 
theorists, Tareto for instance, employed the concept of the economic man. homo oeco- 
uomicus. Nothing that was wrong was implied in the .actual use they made of it. But 
critics did not look at this actual use, but only at the ridiculous caricature it.self. wliich 
they believed was the economist’s idea of liiimaii nature. Inept defense sometimes 
made matters worse, though sonic of the leaders, Mcngcr and Marshall in particular, 
said all that should have been necessary to prevent misunderstanding. The latter’s 
felicitous phrase, that the economist is .studying man in the ordinary pursuits of busi¬ 
ness life, went sonic way in the right direction. 7 ’wo points .should be noted in addi¬ 
tion: first, the fact that the Gcniian word. Wirtschaftssnhjcki, is not sxaionymoiis with 
economic man though it has been often thus translated; second, the case with which 
the use of the latter term can he avoided without altering the meaning of the state¬ 
ments in which it occurs—instead of .saying that economic man will do this or that, 
wc can always say tliat this or that course of action would, e.g., maximize satisfaction 
or profit. 
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propositions. Tlicse objections will be briefly noticed in another place 
(see below, eh. 7). Here, we arc concerned with three other sources of 
criticism or misunderstanding which, for purposes of identification, we 
shall label Political, Sociological, and Methodological Individualism. 

By Political Individualism we mean simply a laissez-faire attitude in 
matters of economic policy, the attitude that was dubbed Smithianism 
or Manchcstcrisni in Germany. Economists who built their theoretical 
structures from assumptions about the behavior of individual households 
and firms were under suspicion of rccommcndiui* the results of the free 
interplay of indi\idual self-interests which thc\ described. In the eyes of 
the critics, this suspicion seemed verified by the facts that main- of those 
theorists actually were economic liberals in that sense and that some, for 
example, Pareto in the first stage of his career, did harness their theory 
into the service of an ultra-liberal policy. But this meant no more than 
that, like everyone else, the laissez-faire men among the tlieorists of the 
period indulged in the bad habit of giving vent to their political ])refer- 
cnccs whene\cr practical applications were under discussion. As has been 
pointed out, howexcr, the majority no longer adhered to unc|ualified 
laissez-faire. It moved with the times. The English and the Austrians 
accepted Sozialpolitik and progressive taxation. Marshall ])i()fesscd to be 
in sympathy w'ith the ultimate aims of socialism, though he exjiresscd 
himself in so patronizing a way as to evoke notliing but irritation. \\ alias 
is best described as a semi-socialist, Wickscll as a bourgeois radical. More 
important, however, is it to realize that the political liberalism, so far as 
actually espoused bv- the theorists of the period, had nothing fo do with 
their marginal utility theories. Marxists no doubt believed that these 
had been excogitated for purposes of social apologetics. But the ‘new' 
theories emerged as a purely analytic affair without reference to prac¬ 
tical questions. And there w'as nothing in them to serve apologetics any 
better than had the older theories. In fact, the contrary would be easier 
to maintain (compare, c.g., the equalitarian implications of the ‘law’ of 
decreasing marginal utility); and it was ‘bourgeois’ economists who de¬ 
veloped, during that period, the rational thcorv of the socialist economy 
(see below, ch. 7, sec. 5); it was Marshall, Edgeworth, and Wickscll who 
reduced the doctrine that free and perfect competition maximizes satis¬ 
faction for all to the level of an innocuous tautology 

By Sociological Individualism we mean the view, widely held in the 
seventeenth and eighteenth centuries, that the self-governing individual 
constitutes the ultimate unit of the .social sciences; and that all social 
phenomena resolve themselves into decisions and actions of individuals 
that need not or cannot be further analyzed in terms of superindividual 
factors. Tliis view is, of course, untenable so far as it implies a theory of 

* How independent of political preference the new thcor>' of value really was is 
nicely shown by the cases of Walras and Pareto: in matters of theory, Pareto, who 
was nothing but a follower of Walras, improved the latter's system in a number of 
technical points; politically there was a wide gulf between them. 
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the social process. From this, however, it docs not follow that, for the 
special purposes of a particular set of investigations, it is never admissible 
to start from the gi\'cn behavior of individuals without going into the 
factors that formed this behavior. A housewife's behavior on the market 
may be analyzed without going into the factors that formed it. An at¬ 
tempt to do so may be suggested by considerations of division of labor 
between different social disciplines and need not impl}' any theory 
about the theme of Society and Individual. In this ease we speak of 
Methodological Individualism. How docs this concept apply to the actual 
procedure of the general economics of that time? 

On the one hand, it is true that the formative influences of environ¬ 
ments, group attitudes, group \aluations, and so on were not taken into 
account in any other way than they had been by J. S. Mill,* and that this 
was one of the reasons why, in conscious contrast, the historical school 
should have emphasized ‘cthicar aspects as much as it did. Marshall, 
who did more in this direction than any other of the leading theorists, 
still remained within established tradition. It is also true that the failure 
of theorists to go further than this made itself felt—as it does now—in 
their treatment of a number of problems that arc ne\CTthcless ‘purely 
economic.’ On the other hand, however, it may be shown that, within 
the range of the problems that primarily interested them, that is within 
the range of the problems that come within the logic of economic mech¬ 
anisms, the procedure of the theorists of that period may be defended as 
methodological individualism, and that their results, so far as they went, 
were not siibstantialh' impaired by the limitations that arc inherent in 
this approach. 

(b) Population. As we know, the theory of population, mainly the Mal¬ 
thusian thcor\, formed an essential part of the general economics of the pre¬ 
ceding period. 'Ihis means more than that economists worried about pressure 
of population and that apprehensions on this .score influenced their vision of 
the social future and their ideas about economic policy. It means that h>- 
pothescs about actual and expected rates of increase in population entered 
into their theorizing just as did the law of decreasing returns, and that in con¬ 
sequence their theoretical analysis would have been incomplete without those 
hypotheses. Senior, therefore, had been quite right when he included a di¬ 
luted Malthusianism among the fundamental postulates of economic theory, 
llic essential point to grasp is that this ceased to be so during the period 
under survey. No theorist writing in, say, 1890 would have thought of doing 
what Senior had done. And this w^as not primarily because, very obviously, 
there was no longer any immediate reason for worrying about pressure of 

^ 'I'lic reader will find an instructive analysis of this range of problems, with par¬ 
ticular reference to Marshall, in two articles by Professor Talcott Parsons in the 
Quarterly Journal of EconomieSy November 1931 and Febraary 1932 ('Wants and 
Activities in Marshall' and 'Kconomics and Sociology: Marshall in Relation to the 
Thought of Ilis Time'). 
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population: it was because the marginal utilih- system no longer depended 
upon a particular hypothesis on birth or death rates and was in a posi¬ 
tion to take account of whatever hypothesis an author might think fit to make. 
Hence the population branch of general economics tended to wilt and in its 
place dexcloped a special field, not necessariU cultivated by economists alone, 
of population studies. This is why. since we cannot survev- this si^ecial field 
properh', we are no longer vitally interested in the subject and why we are 
going to dismiss it vvitli the following three comments. 

I'irst, though no longer essential to general economics, a topic that had 
been essential for so long was not abandoned quickly. It is of some interest to 
note that most of the leaders continued to accept, in one form or another, 
the Malthusian thesis, at least for an indefinite future: Bcihm-Bavverk, Mar¬ 
shall, \\"alras (to some extent), and especially W’ickscll,"' all paid their respects 
to it, even though they no longer based upon it any part of their analytic 
structures. I’or the rest, an inconclusive discussion pro and con the Malthusian 
Law lingered on in textbooks and monographs." 

Second, the fall in the birth rate that began to set in first in the higher in¬ 
come brackets then also in the lower, first in towns then also in the countrv, 
first in some nations then in practically all industrialized ones, has in the sub¬ 
sequent period given rise to a sort of Malthusianism in reverse, that is to say, 
to widespread concern about the economic conseciuences to be expected if 
birth and death rates should keep on behaving as they did in the twenties— 
an extrapolation that, barring details and technique, reproduces Malthusian 

W'icksell was particularly cmjdiatic in considering increase of numbers as the 
main danger to an ever increasing standard of life of the working class—so much so 
that he got himself into trouble with the Swedish government, l.ct us note in passing 
that he revived the concept of optimum i>opuUition. On this, see L. Robbins, ‘ I he 
Optimum Thcorv’ of Population' (in Gregory’ and Dalton cds., London F.ssays in Leo 
nomics in Honour of Edwin Cannan, 1927I. Concerning ‘I*areto on Population,’ see 
Professor J. J. Spenglcr’s instructive articles in the Quarterly Journal of Economics, 
August and November 1944. 

® Perhaps I ought to mention, as standing out from the rest: Professor K. A. I'cttcr's 
youthful essay, \'ersuch einer Bevolkerungslehre (1894); F. Oppenheimer’s Das Bexol- 
kerungsgesetz des T. R. Malthm {Law of Population, 1900); and A. Loria's Malthus 
(1909). For general surveys sec R. Gonnard, Ilistoire des doctrines de la population 
(1923) and F. V'irgilii, ll problema della popolazione (19-4)- A curious flare-up of tlie 
discussion (Economic Journal, December 1923) .should be noticed if only in order 
to illustrate the mental processes of economists. At the threshold of a period of un¬ 
salable masses of foodstuffs and raw' materials, Keynes had contended that from some¬ 
where in the first decade of the century' ‘nature’ had begun to respond less generously 
to human effort than before—an interesting misinterpretation of the rise of agricultural 
prices that had then occurred—and even that pressure of population had been one 
of the causes of the First World War and also of the Russian Revolution (sic!). I'br 
this he was attacked, in the name of common sense, by Sir William H. Beveridge. 
But, nothing daunted, he kept on a.sserting (for a time) that the Malthusian devil was 
stalking the scene once more. It must be added, however, that few, if any, economists 
followed Keynes’s lead in this instance. Most of them felt indeed the urge to worry. 
But they were soon busy worrying in the opposite direction. 
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methodology in the opposite direction.^ In the period under discussion, we 
find only the first beginnings of this. In addition, the falling birth rate itself— 
or rather the motives responsible for its obvious iniinediatc cause, contracep¬ 
tion—presented a problcin in explanation that was attached from various 
standpoints. 1 must be content to mention what seems to me the most im¬ 
portant performance in this field, though it also belongs to the next period, 
Mombert's ‘prosperih’ theory’ of the falling birth rate.® 

Third, the really valuable progress accomplished in this field consists in the 
great improvement of the methods of marshalling and interpreting demo¬ 
graphic material. 1’his achic\ement greatly helped to create the new specialty 
mentioned above and to renune population problems from the mere econo¬ 
mist’s sidicre of competence.'* This is not to sa\', of course, that these problems 
will not re-entei general economics. 'Fhc theory of secular stagnation or ‘ma- 
turih’ contains a Inpothcsis on population in its set of fundamental postu¬ 
lates and thus illustrates the possibility that the tendency noticed in this sub¬ 
section may be rexersed in the future. 


2 . The V'^isioN, Enterprise, and Capital 

I'he ‘rexolution’ in economic theory xvc arc going to appraise also left other 
things untouched in general economics besides its sociological framework. Tliis 
statement must not be understood to mean that there was no adxancc respect¬ 
ing those jxnts of general economics that xxcre not affected. 'Ilicrc xxas sub¬ 
stantial advance—as xxe shall sec all along and especially in our discussion of 
that period’s theory of money and of cycles. Only this advance xxas not es- 
sentiallx connected xvith the ‘nexv’ theory of value and distribution and could 
have come about nearly as well xvithout the latter’s help. In this section, we 

“Sec. eg., Enid Charles. The Twilight of Parenthood (19^4). For the most cf 
feetixe stiitcmcnt of this new xvorix of economists, sec Mr. R. F. Ilarrod’s brilliant 
paper on ‘Modern Population 'Prends/ Manchester School^ 1959. cind Professor John 
jewkes’ critici.sin of it. The Population Scare,’ ibid. October 1959. 

** There were many forerunners within tlie period—L. Brentano, for instance—but 
we cannot afford to siirxcy them. I'oi Paul Moiiibcrt, see his contribution (Bevolkerungs- 
lehre) to M. Weber’s Grundriss and his Bevolkerungsentwicklung iind Wirtschafts 
gestaltung (10^2). 

** If xvc could deal xxith the literature of the period, xvc should, in the purely statisti¬ 
cal line, have to mention such names as Lexis. Knapp, Knibbs, and Pearson. Not to 
leave the reader quite xxithout pointers, 1 shall mention in addition Carr-Saunders’ 
Population Problem (192=); IL Wright’s textbook on Population (192^!: R. R. Kuezyn- 
ski’s Measurement of Population Growth (19^6): and L. !. Dublin’s (ed.b Population 
Problems in the U.S. and Canada (1926). This choice is not meant to imply anything 
beyond a belief that these xvorks open up convenient ajx]noaches to the history' of the 
subject. Others would make other choices. I .suppose. One of the achievements of the 
period that has receixed no mention at all—the xxork of hi.storians on the population 
problems of the past—must finally be recognized at least by mentioning the name of 
what I believe to have been the outstanding performer in the field, Julius Bcloch 
(Die Bevolkerung der Griechisch^Romischen Welt, 1886). 
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shall suney some topics that were left untouched by the ‘^c^’olutiona^ies’— 
and a fortiori by Marshall, who did not feci himself to be a revolutionary— 
within the range of the strictest possible definition of economic thcor)'. 

(a) The Vision. I’hc first item to be mentioned is the economists' Vision 
of the economic process. We are already familiar with this concept and with 
the role that Vision plays in any scientific endeavor (see Part i), and nothing 
more needs to be said about it. Now, it is perfectly ob\ious that all the lead¬ 
ers of that time, such as }e\ons, Walras. Menger, Marshall, W'ickscll, Clark, 
and so on, ^•isualized the economic process much as had J. S. Mill or even 
A. Smith; that is to say, they added nothing to the ideas of the preceding 
period concerning what it is that happens in the economic process and how, 
in a general way, this process works out; or to put the same thing differently, 
they saw the subject matter of economic analysis, the sum total of things that 
are to be explained, much as Smith or Mill had seen them, and all these ef¬ 
forts aimed at explaining them more satisfactorily. No conceptual creation of 
the period points toward a new fact or a new slant. I’liis may be illustrated 
by their treatment of competition. Tlicir economic world, like that of the 
^classics,' was a world of numerous independent firms, lo a .surprising extent 
they continued to look upon the compctitisc case not onh' as the standard 
case that, for certain purposes, the theorist might find it useful to construct, 
but also as the normal case of rcalih*. Even the owner-managed firni survived 
much better in economic theory than it did in actual life. 'I’he great merit 
that must nevertheless be put to their credit is that they complemented this 
vision by an anahsis that was far sui^erior to that of the ‘classics.’ As we shall 
sec, they defined competition and analyzed its modus operandi with cver- 
increasing success; they worked out the thcor> of other cases such as straight 
monopoly, oligopoly, and so on; Marshall, moreo\cr, glanced at the case where 
firms are rushing down descending cost curves, and thus clearly pointed to¬ 
ward the set of phenomena that were to attract theorists' attention in the 
1920's and 1930’s. But in all essentials, the \ ision of the analysts of the period 
remained .Mill's. However much more they worried about ‘trusts’ and cartels, 
they treated them as exceptions or, at any rate, as deviations from the normal 
course of things (see below, ch. 7, sec. 4). 

We also know that the subject that is most closely related to Vision is eco¬ 
nomic evolution or, as practically all non-Marxist authors of that period con¬ 
tinued to call it, ‘progress.' Within the precincts of this conception, there was 
no change at all. Tbc reader may satisfy himself of this by studying the 36th 
le^on of Walras' Elements d'economic politique pure^ (1926). Marshall's 
theory of progress is much richer than arc those of either liis contemporaries 
or predecessors but, stripped to bare bones, it comes to the same: population 
increases, accumulation proceeds; markets widen in consequence; and this in¬ 
duces internal and external economics (cost-reducing improvements in the 

^ The line of argument that interests us now is blurred by the insertion of marginal 
productivity considerations, especially of variable coefficients of production. But the 
rest—the distinction between economic and technological progress notwithstanding— 
could have been written by J. S. Mill. Sec, in particular, the theorem on p. 383. 
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organization and technique of production). To these effects we must add those 
of non-indiiccd or rcvolutionar>' inventions that just hapijcn—all of which 
may, but for the calculable future need not, be interfered with by the action 
of the law of decreasing returns in the production of food and raw materials. 
All this does not go fundamentally beyond }. S. Mill or even A. Smith. In 
particular, this progress is thought of as a continuous and almost automatic 
]^roccss that docs not harbor any phenomena or problems of its own. 

(b) Enterprise. In most minds, the idea of economic evolution w'ill call up 
the associated idea of entcrpri.se. Here again analytic advance, though substan¬ 
tial, proceeded mainly along the old lines. No doubt the entrepreneur w’as be¬ 
ing clistingiiishcd from the cai^italist, and his profit from interest, with ever- 
increasing clearness as time went on. But the majority of contributions 
amounted to little more than elaborations of Mill’s three elements of profits 
or of Mangoldt’s rent of ability idea, and differences in explanation were 
chiefly differences of emphasis or formulation. A brief survey will suffice under 
these circumstances. Jevons and, excepting Bbhm-Bawcrk, the Austrians had 
\ery little to .say about the matter. Bdhm-Bawork’s theory was a friction or 
uncertainh theory, \\hiche\er the reader prefers: the .source of entrepreneurs’ 
profits was the fact that things do not work out as planned, and persistence of 
positive profits in a firm was due to bcttcr-than-normal judgment. Observe that 
the obxiou.s common sense of this explanation may easily cover up its inade¬ 
quacy.^' Walras’ contribution was important though negative. He introduced 
into his .system the figure of the entrepreneur who neither makes nor loses 
(entrepreneur nc faisant ni benefice ni perte). And since this system is essen¬ 
tially a static theor\—despite some dynamic elements that will be noticed in 
tlic next chapter—he thereb\ indicated a belief to the effect that entrepreneurs’ 
profits can arise only in conditions that fail to fulfil the requirements of static 
equilibrium and that, with perfect competition prexailing, firms would break 
e\cn in an eciuilibrium state—the proposition from which starts all clear think¬ 
ing on profits.^ Marshall went further than most, however, in his careful anal- 

3 Let us notice at once tliat Ihihin Hawerk coupled this tlicorx’ of profit (in the sense 
of entrepreneurial gain. Vritcmchmcrgewinn) with a theor>' of interest (Kapitalzins) 
that was still a theory' of profit in the Ricardo-Marx sense. W’e shall discuss this point 
below. 

* With W’alras tin’s means only, of course, that firms (‘entrepreneurs’) would not 
reap sun^luses beyond the current interest on .such capital as they may own, rent at 
the market rate of such natural agents as they may oxxn, and wages for their managers 
at the rate usually paid for such managerial services as they employ (including those 
of the self-employed owner-managers). Moreover, such conditions would be in the na¬ 
ture of a limiting .state: if this limiting state should occur in practice, the entrepreneur 
might still hope for more than that since reality is never stationary. Tlrere was thus 
no justification whatever for Rdfeworth’s objection to the concept of the entrepreneur 
ne faisant ni benefice ni perte on the ground that such an entrepreneur would have 
no motive to go on. Another criticism, however, docs impose itself: Walras postulated 
zero (surplus) profits (in the scn.se indicated), but he did not prove as a theorem that 
profits would converge toward zero. Under his other assumptions, however, there is 
no difficulty in doing so. Thus, this criticism, though logically valid, is purely formal. 
See below, ch. 7, sec. 7. 
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ysis of earnings of management that expanded and deepened Mill’s wages of 
superintendenee so greatly as to make i>ractically something new out of them. 
He also offered other helpful suggestions. One was his reception of Mangoldt’s 
idea of rent of ability, though he did not use it for the special purposes of an 
explanation of profits but more generally in the explanation of all super¬ 
normal returns to personal exertion. Another suggestion was enshrined in his 
eoncept of quasi rent.^ Clark’s contribution was the most significant of all: he 
was the first to strike a no\cl note by connecting eiitieprcneurial profits, con¬ 
sidered as a surplus o\er intere.st (and rent), with the siicecssful introduction 
into the economic process of technological, commercial, or organizational im- 
pro\cmciits. 

Among the rest, many authors developed Mill’s (or A. Smith's) element of 
risk."’ This was done most successfully by Hawle>’ and esj^eeialb' b\ Professor 
Knight. 1 o the latter we owe, in the first place, a \cry useful emphasis upon 
the distinction between insurable risks and non-insurable uncertainty; and, in 
the second place, a profit thcor\’ that linked this non-insurable uiicertaint>' on 
the one hand to rapid economic change—which, barring cxtra-cconoinic dis¬ 
turbances, is the main source of this uncertainh'—and on the other to dif¬ 
ferences in business abilit>’—which arc much more obviously relexant to the 
explanation of profits and losses in conditions of rapid economic change than 
they would be otherwise. He thereby achieved a sxiithesis that is not open to 
the main objection against the ordinarx’ txpc of risk theories. A further step 
in the same direction was taken by Dobb.^’ No attempt can be made to go 
further into the large literature of the subject that embodies and indeed char¬ 
acterizes a considerable part of the analytic developments of the period under 
survey, then produced some of its best performances in the 1920’s, and finally 
petered out so far as its theoretical component is concerned." Factual work, 

^ I do not mean, of course, that quasi rent is identical with or uniquely related to 
entrepreneurial profit. But it comes in handily in an analysis of business gains. A third 
suggestion may i)erhaps also be attributed to him. The Cambridge economists, in the 
1920’s and 1930’s, came to distinguish normal profits from those windfall profits that 
result from the operation of the monetary system. W'e are not ready as yet to consider 
this schema. But we may note that Marshall’s obiter dicta on the cyclical behavior of 
credit and prices contain the germs of a theoiy of windfall profits of this ty'pe, as his 
treatment of the earnings of management contains the substance of the theory of nor¬ 
mal profit. 

'I'he objections to this have been pointed out already. The reference in the text is 
to F. B. Hawley, Enterprise and the Productive Process figoy); and to F. H. Knight, 
Risky Uncertainty and Profit (1921). Though the latter work does not belong chrono¬ 
logically in the period under survey, it is like others mentioned here in order to light 
up an important line of analytic advance that starts from roots within that period. 

^M. Dobb, Capitalist Enterprise and Social Program (1925). already quoted in an¬ 
other context. 

" I shall, however, mention in this footnote a few more contributions that, for one 
reason or another, may be considered as representative. 'Fhe American work on the 
problem may be said to have been started by F. A. Walker (The Wages Question, 
1876; ‘The Source of Business Profits,’ Quarterly Journal of Economics, April 1887). 
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which in this field meets with particular difficulties, did not get beyond be¬ 
ginnings. 'Hie record of successful research practically begins in the 1920*5, 
especially in the United States where scarcity of material was an almost pro¬ 
hibitive obstacle before.^ 

There is one more point, however, that cannot be left untouched. All the 
theories of entrepreneurial activity and of entrepreneurial gains that have been 
mentioned are functional. 'Ihat is to .say, thc\' all started by attributing to 
entrepreneurs an essential function in the productive process, and they all 
went on to cxiilain entrepreneurial gains by success in filling that function. No 
doubt, different authors defined this function in different ways. But Mr. 
Dobb*s later turn of phrase that entrepreneurs (‘undertakers*) are the ]5Coplc 
‘who take the ruling decisions* of economic life fop. cit. p. 54) might well serve 
as a common motto for them all. In describing the period’s work on this 
topic as one of its major contributions to economic analysis, we have placed 
ourselves on the same standpoint.” It is natural, however, in a matter that 
eoiicerns the central figure of the capitalist economy and, moreover, in a mat¬ 
ter on which reliable factual information is, for most economists, so difficult 
to accjuirc, that any functional thcorv must be under suspicion of ideological 
bias and that it must sooner or later be met by equally suspicious opposing 
theories, the burden of which is to establish that the entrepreneur fills no 
‘productive’ function at all but merely preys upon the productive activitv’ of 

A late contribution of note was C. A. Tuttle’s paper on ‘'Die rnnetion of the Entre¬ 
preneur,' American Economic Review. March 1927 (also .see his survey, ‘The F.ntre- 
preneur Eunetion in r.cononhc l..iteraturc,’ Journal of Political Economy, Aimust 1927). 
(H-rnian work simply continued an old tradition, see, c.r., Victor Mataja. Der Vnier- 
nehmer^ewinn (1SS4) and the earlier publication, ). PierstoifF, Die Lchre vom I 7 nfcr- 
nchmcrficwinn (i8"s). It is a question of sonic interest why most of tliis literature 
should have been either -American or Cicriiian. Perhaps hceaiise the figure of the entre- 
l>rcneur was at that time more prominent in the United States and in Germany than 
it was in England or ITance? Or perhajis also beeanse at least the English economists 
took the entrepreneurial function and entrepreneurial ])rorits so much for granted as to 
see little need for more analysis of them than they found in Marshall—just as most 
of them considered the j^roblcm of interest as satisfactorily settled? But I take the op¬ 
portunity to call the reader’s attention to an important contribution which, if it docs 
not exactly deal with the problems of the profits of enterprise, yet bears on them and 
so may be mentioned here: F. Lavington, ‘An Approach to the Theory of Business 
Risks,* Economic Journal, June 1925. 

* One of the reasons for this was that, by and large, American business did not 
adopt adequate methods of depreciation and cost accounting until the crisis of 1907. 
Factual investigation into the facts of profits had, therefore, to work on rough indica¬ 
tions that might easily mislead. 

” It should be emphasi/ed at once, however, tliat, for those tlieories of entrepreneurial 
activity—or some of them—to be valid, it is not ncccssarv' to go beyond the proposi¬ 
tion that tliis activity fills a function that is essential in capitalist society. How, by 
whom, and with what degree of efficiency analogous functions might be filled in any 
other organization of society, e.g.. a .socialist one, is an entirely different question. 
What the writers of that period thought about this does not affect at all the instru¬ 
mental value of their theories as applied to the capitalist process. 
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others. Such theories enjoy wide currency in the popular economics of our 
time. Our first question is: has any such theory been held by any economist 
of repute? 

The reader might think of Marx and the Marxists. If so, he mistakes the 
point that is at issue at the moment, niroughout the period there was a con¬ 
siderable number of economists who did not go along with the tendency to¬ 
ward a divorce of the entrepreneur from the capitalist and of the entrepre¬ 
neurial gain from capital gain. All these economists continued to identify the 
entrepreneur, on principle, with the capitalist in the same sense as had A. 
Smith and Ricardo. For them, hence, the principal thing to explain was the 
return that accrues to capital. Of all the economists who retained this approach, 
the Marxists were, as a group, the most important, 'llius, the Marxist theory 
of exploitation is a theory of the exploitation of labor by capital; and it is 
therefore correct, as is and has been the usual practice, to list this theory 
among theories of interest. Tlie entrepreneur is undoiibtedK- present in the 
Marxist drama. But he is present behind the seencs and liis gain is not a 
Marxist problem. It can be inserted into the Marxist system only by means 
of an un-Marxist reinterpretation. Even in Marx’s description of the process 
of concentration, it is big capitalists that prey upon—‘expropriate’—the smaller 
ones. So soon as we realize this and accordingly exclude the Marxists as well 
as the other authors who adopted a similar view,^*^ we have difEculh’ in finding 
any accredited exponents of what we may call the depredation theory of entre¬ 
preneurial gain. Veblen comes nearest to being an instance: though e\cn in 
his case certain qualifications should be made, we may perhaps consider him 
as the scientific ancestor of the popular theory' alluded to above. But modern 
scientific socialists do not qualif\—as may be seen from the writings of Lange 
and Dobb. 

Under these circumstances, it is hardly worth while to raise the question 
whether functional explanations of the entrepreneur’s role and gain arc ideo¬ 
logically vitiated or dcscr\e to be discounted on the ground that their authors’ 
minds may have harbored apologetic intentions.^* Unfortunately, this docs not 
settle the matter. For in the first place, the functional theories do not cover 
the whole contents of the profit or loss item as known to business practice. 
This is so not only because this item also includes returns to owned factors— 
some of those theories, especially the older ones, following J. S. Mill’s ex¬ 
ample, did include these—but also because the entrepreneur, and even the 
mere manager, especially the owner-manager of a concern, is so placed as to be 
the recipient of (positive or negative) ‘leftovers’: the word residual as applied 
to his profit, has therefore more definite meaning than it has in the case of 
the other claimants to shares in total receipts. Moreover, the entrepreneur or 
owner-manager who stands between the commodity and factor markets has 

10 On the same ground we exclude in particular various bargaining power theories 
that were also used primarily for the purjmsc of explaining capital profit. 

Of course, this does not exclude the pos.sibility that ideological bias is present in 
the Vision of the economic process that causes economists to emphasize the functional 
aspect at the expense of others in an analysis of a historical development. 
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more opportunity for exploiting favorable situationsand is more vulnerable 
to other people's doing the same thing than is anybody else. 'Fotal net profits 
in the sense of the gain item in an entrepreneur's personal income statement 
arc hence an agglomeration of elements of quite different nature, and they arc 
not anything like as closely related to whatever it is that, adopting some par¬ 
ticular theory, we may conceive ‘pure’ profits to be as other people's total re¬ 
ceipts are to their ‘functional' incomes. The difference may be very consider¬ 
able and constitutes a reason, though not the fundamental one, why wc should 
not speak of a tendency of entrepreneurial gains toward equalization. 

"Ihc fundamental reason is that entrepreneurial gains arc not permanent 
returns at all but emerge each time—to adopt the language of the Knight- 
Dobb theory—an entrepreneur's decision in conditions of uncertainty proves 
successful and have no definite relation to the size of the capital employed. 
In other words, entrepreneurial gains, though alwa\s present like technolog¬ 
ical uncmi)lo\ inent, yet arise, also like technological unemployment, from a 
scc|uence of c\ents each of which, being unique, would not of itself cause per¬ 
manent gains or unemployment. 'Ihcre is no mechanism to equalize such ‘in¬ 
dividually temporary' gains except at zero level. But many theorists of that 
epoch, cxplicith or tacitly, did assume the existence of such a tendency simply 
because they had not completely got rid of the association of entrepreneurs’ 
gains with capital gains that can indeed, if allowance be made for risk, be 
.shown to display such a tendency. ’Ibis topic is difficult—though in a sense 
that differs from that in which the non-mathcmatical student of today finds 
modern theory difficult—and cannot be further pursued. But I want to add 
that, partly for this reason, we also .should not speak of ‘supply of business 
abilih.' Knglish authors and others did this because they were prone to as¬ 
similate what they significantly called earnings of management w^ith wages. 
Iliis language is capable of defense but should not induce us to draw' supply 
curves for entrepreneurial services even if wx* believe in supply curves for any 
other kind of w'ork. 

In the second place, it should be obscr\cd that, whatc\cr their nature in 
other respects, entrepreneurs' gains will practically always bear some relation 
to monopolistic pricing. Whatever it is that produces these gains, it must of 
necessity be something that, for the moment at least, competitors cannot paral¬ 
lel for, if they did, no surplus over costs (including entrepreneurial ‘w^ages') 
could emerge. The successful introduction of a new commodity or brand is 
perhaps the best illustration of this. Moreover, there arc means available to 
the successful entrepreneur—patents, ‘strategy,' and so on—for prolonging the 

’2 A special case of this is what Professor Robert A. Gordon called the ‘gains of 
j)Osition' that members of the executive gnnip in a corporation may be able to make. 
Sec his Business Leadership in the Lar^e Corporation (1945). p. 272. In the text above 
I mean, however, a much wider category of gains to which the same term might be ap¬ 
plied. viz., gains that are not made in the fulfilment of ihc entrepreneurial ‘fuuctioii* 
but can be made by those who fill this function. I think it fair to say that the econo 
mists under discussion did recognize this phenomenon. It would indeed have been 
difficult for them not to do so. 



898 iv: FROM 1870 TO 1914 AND LATER 

life of his monopolistic or quasi-monopolistic position and for rendering it 
more difficult for competitors to close up on him. Obviously, this may be 
linked up with the elements of the case that have been glanced at in the 
preceding paragraph in such a way as to >'icld a picture of reality that may, 
for practical purposes, differ but little from that drawn by a straight depreda¬ 
tion theory. Rare birds indeed are the economists who give the ]>ro)x:r weight 
to this set of facts and at the same time do not overstress them. It is here 
rather than in the fundaincntal question of theory iiuohed that ideological 
bias as well as political interest assert themselves. On principle, a sponsor of 
a functional theory is at liberty to give as much \\eight to predatory activities 
as he pleases.'-'’ But most economists who wrote before 1914 may have under¬ 
utilized this freedom as much as many of their successors ha\e abused it. It 
must not be forgotten, howcNcr, that the widespread Iiostilih to big business 
and to ‘trusts/ so far as there was any anahiic meaning to it, does imply 
equally widespread recognition of the facts referred to. 

(c) Capital, Once more wc have to report advance, but advance almost 
w^holly unconnected with the ‘revolution’ in \aluc and distribution.” ’riiroiigli 
out the period, economists of all countries displayed a propensity to adhere 
to the deplorable ‘method’ of trying to sohe problems In means of hunting 
for the meaning of words. There was a contro\ersy about the concejJt of 
capital, or rather there were several of them, in particular one in which the 
chief figure was Bdlim Bawcrk and another in which the chief figure was 
Irving Fisher.'*' All this must not blind us to the fact that serious and not 
fruitless analytic work was actually done, partly e\en through the instrunicn- 
talih^ of that unprepossessing ‘method.’ Wc briefl>- note the main points. 

First, as wc know, Fisher defined capital as the stock of wealth that exists 
at any moment. Anahsis stands to gain from this in two wa\s: it always gains 
w'hcn added emphasis is placed on the fundamental distinction between funds 
and flows; and in this particular instance, as k’isher’s argument shows, it gained 
a stepping stone between the economist’s capital concept and the accountant’s 
capital account. Most economists continued, indeed, to define capital as a 

This is his advantage over sponsors of depredation theories who must hold, if 
their theory is to be distinctive, that entrepreneurs had nothing at all to do with the 
emergence of the modern industrial apparatus except to j^lundcr it and to sabotage 
its w'orking: this is of course easy to refute bfrth by theoretical and historical analysis. 

The period's analysis of capital formation (saving and investment) will be discussed 
in sec. 5 below' and in the next chapter. 

IS Bbhm-Baw'erk’s contribution to this actisits' is contained in the 2nd vol. of 
Kapital und Kapitalzins, and Fisher's in Nature of Capital and Income, and in all the 
authors cited in both. Parallel to this capital controversy went the controversy on in 
come (w'hicli experienced a curious revival in our own day). German contributions w'ere 
particularly numerous but I shall cite only R. Meyer, Wesen dcs flinkorntnens (18S7) 
and for the rest refer the reader to Fisher. Since income did not as yet play the role it 
came to play in the Income Analysis of today, v-c shall not bother about this con¬ 
cept further. Let me, however, recall Fetter's concept of Psychic Income {Principle$^ 
ch. 6) and Fisher's development of the same conc*ept (op. cit. ch. 10). 
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stock of goods but as a particular category of goods rather than as the total 
stock.^® 

Second, tlioiigh ‘physical’ concepts still enjoyed greater popularity, non¬ 
physical ones began to intrude. Capital tended to become a fund or a sum 
of assets consisting of money or c\'aluatcd in money. Tliis tendency shows well 
in the work of Menger, who at first, in his Grundsdtze, defined capital as 
‘goods of liigher order,’ but later on (in his contribution to the theory of 
capital, ‘Zur Thcorie dcs Kapitals,’ which he published in Jahrbiicher fiir Na- 
tioiialokonomiey July 1888) as ‘productive property . . . [considered] as a sum 
of money productively used.’ This foreshadows later tendencies, but we shall 
not go on to show how this point of view cropped up here and there because 
not iniich came of it at the time except in uninfluential instances.^' The con¬ 
ception of capital as the discounted value of streams of expected returns put 
in appearance, in the wake of the works of Bdhm-Bawcrk and Fisher, in the 
guise of value of capital rather than of capital sans phrase. But it should be 
clear that this makes less difference than some later authors were inclined to 
think. 

'I'liird, the majorih' of writers kept to the triad of factors—of which ‘capital’ 
was one—and to the parallelism between the items of this triad and the items 
of a corresponding triad of incomes (entrepreneurial income standing apart), 
'riiis also applies to Marshall despite his formal introduction of a fourth factor, 
organization. 

Now. all the anahsts who kept to that triad and to that parallelism had in 
fact a strong anah tic interest—it is ridiculous to speak of a political one—to 
define capital in a way that would qualify it to stand, in production and dis¬ 
tribution, on a par with the labor factor and the land factor. ’^Flicy also had 
an analytic interest that was indeed weaker but still strong to deal with capital 
as a homogeneous quantity, the incrca.se and decrease of w'hich would ha\e an 
unambiguous meaning. Some achieved this, quite illogically, by putting a capi¬ 
tal factor expressed in dollars alongside of a labor factor expressed in labor 
hours and of a land factor expressed in acres—a practice for which instances 

A number also worried themselves—unnecessarily as I think—about the distinc- 
tioii between social and private capital. 

*" We may, however, note in passing that tnonetar>’ concepts of capital carry the 
no doubt minor advantage that thc>' bear a relation to Capitalism which physical con- 
ccjits per sc do not. Out.sidc of the circle of Marxists and of economists more or le,ss 
influenced by Marxist doctrine, the term Capitalism w^as hardly ever used. Marx, as we 
know, defined as capitalist an economy in w'hich physical capital is owned by people 
other than the workmen. One might think that this should have induced non-Marxist 
economists to find characteristics of their own for the capitalist economy. But this was 
not the case unless we are content with such labels as private-enterprise economy or 
private proijertj' economy, which do not differ much from the Marxist one. 

It is perhaps owing to Bdhm Bawerk’s not w'holly felicitous w^ay of expressing him- 
.sclf that his critics often failed to notice that this idea—that capital value is the re¬ 
sult of a discounting process (‘capitalization’ in a special sense) is one of the main 
points in liis capital theory. 



900 iv: FROM 1870 TO 1914 AND LATER 

can be found even in the 1950*8.^** In any case, ho\\c\er, it should be clear 
that, on principle, any such quantification of capital is quite inadmissible so 
long as capital means an assemblage of physical goods—factories, machines, 
lubricants, raw materials, and the like. Such an assemblage of goods can never 
be considered as a qiiantih' in the ordinar\' sense of the term but only in the 
sense in which a matrix may be referred to as a ‘complex quantity.’ Nor is 
this all: the same applies to the land and the labor factors that arc not homO' 
gcncous quantities either. And still this is not all. 'Jhc elements of these 
three ‘complex quantities’ or matrices arc not clcarlx' separated from one an¬ 
other but shade off into one another: a railroad track, though made by man. 
behaves like a natural agent; the skill of a lawyer is—or may be looked upon 
as—the result of ‘investments,’ and so on. In our own day all this has been 
brought home to us, with unsurpassable energy, by Professor Knight, who ac¬ 
cordingly described ‘the entire notion “of factor of production” ’ as ‘an incubus 
on economic analysis’ that ‘should be eliminated from cconomie discussion as 
summarily as possible.’ Our agreement with him must, however, be qualified 
in two directions. In the first place, in asserting his perfect!) correct view of 
the matter. Professor Knight was being seriously unjust to past performance 
and unnecessarily so. As has been explained above, the triad of factors is one 
of those things whose introduction constitutes one step in advance though, at 
a later stage of analysis, its elimination may constitute another.*- In the see- 
ond place, it would hardly be easy to eliminate the factor idea entirely. l'’or 
the condemnation Professor Knight passes upon it may be expressed by sa> ing 
that he admits an indefinite \ariet\’ of factors within \\hich there is no eco¬ 
nomically significant difference. But, disregarding the difficulties of presenta¬ 
tion that would arise from the adoption of this \ icw, there arc significant dif¬ 
ferences within the world of requisites of production that are not less real and 
important because no sharp dividing lines exist between them. Even an at¬ 
tempt to take account of these differences by reasoning on an ideally pure (and 
homogeneous) labor, an ideally pure (and homogeneous) natural agent, and 

J. B. Clark\s more sophisticated attempt to quantify capital will be mentioned 
presently; it is not considered in this place in order not to divert the reader’s attention. 

20 In order to understand this, the non mathematical reader need only look up the 
first page of eh. 2 and the first page of eh. 6 of B6cher’s Introduction to J/ig//cr 
Algebra, without troubling about what follows in cither case. The term complex as used 
in this connection must not be confused with its meaning in the phrase ‘complex 
number.’ 

21 The quotation is from Econometrica, January 1938, p. 81. 

22 Professor Knight should be the first to recognize this, because the foremost early 
sponsor of the triad, J. B. Say, used it precisely for asserting the plurality of factors and 
the very view of distribution that Profcs.sor Knight himself adopts, namely, the view 
that ‘distribution' is simply the pricing of productive services. The triad may have been 
a crude tool to use for these pun^oses but it ctrrtainly was an effective one. The other 
instances of serious injustice, to be mentioned presently, occur in Knight’s criticism of 
Bohm-Bawerk’s doctrine that has been closely followed. 

28 In strict logic, the number of these factors would have to be infinite, for con¬ 
ceptually they form a continuum. 
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an ideally pure (and homogeneous) t>pc of capital good—say slio\els, one ex- 
aetly like the other—would hardly have to be listed among the most heinous 
of the offenses theorists have ever committed against realism. I'he reader should 
carefully observe, however, that this argument is not intended to carry us back 
to the standpoint of the economists alluded to at the beginning of this para¬ 
graph. All I wished to convey is that segregation of physical capital goods 
from labor and land is not inherently objectionable and that it ma\ serve use¬ 
ful purposes in the analysis of structural relations within the economy. I did 
not wish to defend the particular purpose that was foremost in the minds of 
those ccoiioniists, namely, the juirposc of constructing an entity called (phys¬ 
ical) capital, the price of whose services would constitute interest just as the 
price of the scrsiccs of labor constitutes wages and the price of the serv¬ 
ices of natural agents constitutes rent. \\’^e are not concerned with interest 
just now.-^ But in order to avoid misunderstandings I want to say at once that 
I consider that theory of interest completely untenable and the triad ar¬ 
rangement, so far as it serves the purposes of that theory, wholly unfortunate. 

However, though a majority of economists adhered to the triad schema, 
the tendency was away from it even among sponsors of ‘physical* capital con¬ 
cepts. Menger’s concc])t of goods of ‘higher (jrder* (consinners* goods being 
goods of the lowest order) has often been mentioned in this connection. But 
the strongest attack upon tlie triad came from Bohm-Bawerk. He not only de¬ 
stroyed, b\ one of the most brilliant of his man\' efforts in criticism, the theory 
of interest alluded to abo\e, but he also fought the idea that plnsical’ capital 
is a distinct factor of j)roduction, capable of being treated on the same plane 
with the ‘original' factors, labor and natural agents."'* Both the analytic motive 
and the wisdom of this reduction of the triad to a dyad arc open to doubt but, 
so far as it exerted any influence at all. it certainly served to discredit the 
triad. This d>'ad must, of course, be distinguished from a different one that is 
more in line with Professor Knight’s views and became more and more popular 

As has been pointed out by Professor von llayck (The Pure Theory of Capital, p. 5I, 
capital analysis lias been cripidcd all along by too exclusive emphasis on the problem of 
interest that tended to crowd rnit all other problems of physical capital. In the work 
cited, the reader finds plenty of examples of these other problems. 

Of course, in the economic system every^thing is related to everything, 'riicrcfore 
the statement above does not amount to .saying that the structure of the set called 
phy.sical capital is irrelevant to interest. 

It is therefore regrettable to find that a theorist of Mr. Kaldor's rank should have 
expressed the exactly opposite view of Br>hm Bawerk’s theory of capital in sentences 
that clearly violate both the letter and the spirit of Bohm-Bawerk’s analysis (Ecoito- 
metricaf April 1938, p. 163). And it is surprising that he should have supported this 
view by the question: ‘if this [namely, to show that capital is a distinct factor of pro 
duction and that capital and interest can be brought into the framework of produc¬ 
tion and distribution theory on the same plane as labor and land] is not what the 
theory was aiming at, what was its purpose?' A colleague of Professor von Hayek 
should not have found it difficult to answer this question. For the rest, I beg to remind 
Mr. Kaldor of the fact that Bohm-Bawerk was the author of a theory of interest that 
is most appropriately called a premium (A^'o) theory. 
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as that period wore on: an increasing number of economists decided to as¬ 
similate natural agents with capital goods on the ground that the former's 
peculiarities, if aii>, did not warrant separate treatment.-' 

finally, we must notice the boldest of all attempts that has ever been made 
to quantify physical capital, J. B. Clark's. He also included land in his concept 
of capital goods. But alongside this concept he set up another. Pine Capital, 
that was to denote a fund of abstract productive power. Had he defined this 
pure capital in monetary (or any value) terms, the construction would be 
readily understandable. But he thought of it as a physical thing, the meaning 
of which he tried to convey by analogies. A waterfall consists, in any given 
fraction of a second, of individual drops of water, but these individual drops 
pass on and arc replaced b\ others and yet the \\aterfall as sucli remains the 
same waterfall. Similarly, pure capital consists at any moment of individual 
capital goods; those individual goods (or most of them) arc indeed destroyed 
and reyilaced by others, yet pure capital as such leinains (or may reinain in 
a steady state) the same pure capital. Of course, it is possible to express in this 
way any set of elements, such as population, that renews itself so long as 
one does not delude oneself into helie\ing that such a construction will .solve 
any problems. Clark, however, allowed himself to be so deluded and confi' 
dentlv believed that he had established the existence of a jKTinancnt factor of 
production, capable of yielding a net income. 

Fourth, the event in this field that attracted most attention intemationally, 
and has ever since proved a fertile source both of controversy and of positive 
work, was the publication of Bbhm Bawerk’s theory of capital. Since fevons 
had anticipated the main ideas, it will be convenient to start from his chapter 
on the theory of capital (Theory of Political Economy, eh. 7). lliere, jevons 
declared that he was going to follow the ‘classic’ (Ricardian) tradition witli 
which he professed himself in fundamental agreement.-"' Noticing, however— 
as had Marx—that Ricardo’s capital concept embraced such disparate things 
as wage goods on the one hand and plant. ci|uipment, and raw materials on 
the other, lie suggested that the term capital should be confined to the wage 
goods only, apparently for the same reason that induced Mar.x to separate 

Such an arrangement, according to purpose, may or may not be convenient. .\nd 
this is all that should be said about it. .\ctually there was a ])ro1onged diseu.ssion on 
whether inclusion of land in capital was ‘right’ or 'wrong,* exactly as if a real issue had 
been involved. I’he interest that economists displayed—in this instance as in so niany 
others—in a wholly imaginary ‘problem’ is, however, the only thing worth noticing 
about this discussion, and we need not stay in order to examine arguments or counter¬ 
arguments. 

F. Divisia called such sets ensembles renouvelcs. 

Considering the essentially essayistic or 'sketchy’ character of the whole book, I 
venture to suggest the hypothesis that, when starting to w'ritc on the subject of capital, 
Jevons realized that it had nothing to do with the department of theory that he be¬ 
lieved himself to have revolutionized. lie therefore actually intended to deal with c:api 
tal on ‘cla.ssic* lines. As his ideas developed, he cannot have failed to notice that he 
was chalking out novel ones. But careless as he was, he allowed the introduction to 
stand as it had been written before he fully knew what he was going to .say. 
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these wjige goods as variable capital from the rest, the constant capital. Asking 
himself the question how best to define the distinctive function of this wage- 
good capital, he \cry naturally hit upon the answer, which was indeed any¬ 
thing but new, that it serxed to support labor —had he wished he might just 
as well lia\e said to exploit labor—during the time it takes to finish the job 
on which workers arc being actually cmjjloyed. But at this point another cur¬ 
rent of ideas sets in that was not cxplicith' present in the argument of the 
Ricardiaii.s/“ Capital, so Je\ons tells us, ‘allows us to expend labour in advance' 
y\nd command over wage-good capital is therefore a prerequisite for intro¬ 
ducing 'whatever improvements in the supply of commodities lengthen the 
average interval between the moment when labour is exerted and its ultimate 
result or purpose accomplished' (p. 248; Jevons’ italics), for example, for build¬ 
ing a railroad. 'I'hc time we can ‘finance'—which in the Jevonian argument 
is the same thing as the time for which wc have enough wage goods to sup¬ 
port the labor that, directly and indirectly, is cmplo\cd in l>uilding the road— 
is therefore one of the circumstances that restrict our choice between methods 
of i^roduction, hence a determinant of the resulting product. Tliis time, which 
now enters both the produetion ]irocess and the concept of capital, must, 
howe\er, be thought of to include not only the time of construction and pro¬ 
duction but, in case the product consists of durable goods or of a stream of 
goods, also the time of ‘uninvestment.' Wc arc thus led to distinguish be¬ 
tween ‘amount of capital invested* and ‘amount of investment of capital,* the 
latter being determined ‘by multiplying each portion of capital invested at any 
moment by the length of time for which it remains invested* (p. 249). Ihe 
well-known explanatory diagrams follow, as well as explanatory examples. This 
is, or suggests, a novel conception of the timc-structiirc of the productive ap¬ 
paratus. 'Ihc reader himself would do well to look up Jevons. In addition, I 
venture to ask him two things: to disregard details and to concentrate on the 
fiindamenlal idea; and to admit that so far this idea is not ob\ious and com¬ 
plete nonsense.'’^ 

Reasons have been offered for believing that Bdhm-Bawerk*s theory of capi¬ 
tal was subjccti\'ely original. But it will be conxenient to treat this theor)' as if 
it were nothing but an elaboration of the Jevonian idcas.^=* 

'1*0 begin with we ha\c to discard the difficulty that arises from the fact 
that Bdhin-Bawerk. though his subsistence fund plays exactly the same role as 

Only labor—it was a strange lapse for tlie great foe of the labor theory of value 
to overlook, in this arguint*nt, all other requisites of production. 

It may, however, have been induced by other writers, such as Hearn, whose 
Plutolagy (1865! Jevons quoted in thi.s chapter u.s he did in others. 

3 - This re(|uest may sound strange but is nniply motivated by some arguments prof¬ 
fered in the di.scussion of the jq^o's. 1 might even add another request, viz. to admit 
that ‘duration,' in the sense that is obvious from our text, is not just a technical detail 
without economic relevance. 

•‘3 Its afRnities with Ricardian and Marxian ideas are, 'however, obvious (see above, 
ch. 5, sec. 4). 
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Je^•ons' wage-good capital,defined liis capital as iiiternicdiate products. Wc 
accept Jevons' concept but cannot dismiss this point without emphasizing 
B6hm-Baw'crk*s conception of intermediate products (such as tools and raw 
materials) as consumers’ goods in the process of maturing (Taussig’s ‘inchoate 
wealth’). There is depth in this conception that is not found in Je\ons.**‘ 
Next, recalling the emphasis placed by Jevons on the relation between the 
stretch of time that his wage-good capital allows us to ‘finance’ and the use 
of superior methods of production, wc find the same idea embodied with 
added emphasis in Bi’dim-Bawerk’s concept of the ‘roundabout process of 
production’ (Produktionsuinwege)^ that is, production of consumers’ goods via 
the production of intermediate goods. 'Ihe extra productirih (Melirergiehi^- 
keit) of superior technology is linked so closcb’ with the insertion of additional 
stages of production and this, in turn, with the extension of the time during 
w'hich a giren investment remains locked up that we arc set wondering whether, 
leaving aside relatively unimportant exceptions (which he went out of his 
w'ay to recognize), Bdhm-Bawerk was in a position to admit the occurrence of 
improvements that shorten that time instead of extending it.‘^‘‘* He postulated, 

Bfilini Bawerk's subsistence fund even suffers from the same defect—that was later 
on removed by W'icksell—namely, that it is merely a fund for supporting labor (con¬ 
ceived as homogeneous exactly like Ricardo's) and not also for the payment of the 
senices of natural agents (possibly also of capital itself). But tlie reason for this was 
merely a desire to simplify a problem that taxed liis technical aptitude as it was. 

3 ''Also, something is to be said for the other side of Bbhm Bawerk's medal, liis in¬ 
termediate products arc inchoate consumers* goods. But, looked at from the otlier 
side, they arc accumulated productive services (as tliey liad been for the ‘classics'— 
hoarded labor). This raises indeed the question of the ‘resolution’ of capital into tlie 
‘services of the two original factors.* of which Bbhm-Bawerk made so much and of 
which his critics ha\e made still more. Owing to the fact that no intermediate jnoduct 
can, since gorilla days, ever have been produced by labor and .senices of natural agents 
alone, such a resolution may not be admissible. But neither is it necessaiy. as will be 
shown near the end of this section. 

In view of tlie unending stream of criticisms that have been leveled at Bbhm- 
Baw'erk on this score, two points slionld be borne in mind, h'irst, as wc shall see pres 
cntly, Bbhm-Bawcrk characterized his roundabout process by a figure that does not 
represent pure time. His ‘period of production* may increase when the clock time 
taken by the productive process docs not increase—this is the case of ‘broadening* vs. 
‘lengthening* the capital structure—or even when it decreases. Second, Biihm-Bawerk 
should ha\’e made it clear that his reasoning applies only to ‘improvements’ that have 
been from the first within the producers’ technological horizon. Inventions that w'iden 
this horizon should be excluded as they alw'ays are in the ordinary theory of produc¬ 
tion for which the technological horizon (‘state of the arts’) is a datum. But it is the 
intrusion of inventions—of methods of production that are new, not in the sense that 
they had not been operated before but in the sense that they had not been known 
before—which w'ill be seen, on examination, to provide the cases where the adoption 
of 'superior* technique is attended by a shortening of the ‘period of production* even 
in Bohm-Bawerk's sense. So long as we move w'ithin a given and constant tcchnolog- 
ic-al horizon, Bbhtn-Bawerk*s postulate is far from absurd. In order to show this, let 
us start from a state in which the economy is in perfect (competitive) equilibrium; and 
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then, that the product of a given quantity of 'labor' increases with every in¬ 
crease in jevons' 'amount of investment of capital/ But he also postulated 
that this increase proceeds at a decreasing rate.®" This amounts to setting up 
a law of decreasing (physical) returns tliat is formally analogous to the law of 
decreasing marginal productivih* of any other factor: in the aTithmctical tables 
by which Bbhm-Bawcrk illustrated his ideas (see, e.g., Kapital und Kapital' 
zinSy II, p. 463 et seq. of the ^rd cd.), he 'applied,' as it were, succcssi\e units 
of time to a given amount of resources (actually: a month's labor). 'Fhe re¬ 
striction in\()lvcd is stronger than necessary but made the going much easier 
for Bbhm-Bawcrk than it would have been without it. In appraising the stand¬ 
ing of this postulate we must, however, never forget tliis lesson from the prac¬ 
tice of the pliNsicist: a postulate may be justified not only by establishing ob- 
servationally the facts it asserts but also by its results. 

Finally, Jc\ons' ‘amount of investment of capital'—whicli has a time di¬ 
mension—divided b\ his ‘amount of capital imested'—which has no time di¬ 
mension—gives Bbhin-Bawork's famous Period of Production. This quantity' 
is to characterize, by a single figure, tlie structure of production, if possible of 
total national production, and to serve as tlic fundamental \ariablc of capital 
theory, hbrinally, it represents a gravitational center, 'fliiiik of n particles of 
the masses 7/1,, **• that lie on a straight line. Choosing this line for 

axis and denoting the co-ordinates of the particles on this axis by Xj, x^, • * * x„, 
we find that the co-ordinate X of their center of gravity is 

X - ~ ^ 

mi + mg -1- TTln 

let us. but only in order to simplify the argument, further assume that productive re¬ 
sources arc gi\en, coiistunt. and (this is really a pleonasm) oi)timiilly allocated. The only 
reason why in these conditions there could be methods of production that are known 
to be ‘superior' to those in use, and yet arc not being used instead, evidently is that 
these superior methods cannot be ‘financed' in the Jcvons ihihm sense. But, since under 
the conditions assumed, the wage good capital is being fully and optimally used, the 
only reason, in turn, for that impossibility- is that the superior methods would ‘lock up’ 
too much caj^ital for too long a time. Now let the wage good capital increase, all other 
requisites being kept constant. I'’.vcryone would agree that this will tell primarily in 
favor of new investment in productions involving a longer ‘period.’ This is all that is 
necessary. 'I'hat part of the increase will be absorbed by wages, hence go toward financ¬ 
ing production for immediate consumption, is so far from being an objection as to be 
even an essential part of Bbhm Bawerk's theory' of wages. In extenuation of the sins 
of the critics it should be admitted, first, that with the printer’s devil W'aiting at his 
door, in 1SSS, for new batches of manuscript, he put his argument unsatisfactorily from 
the start, and, second, that when criticisms poured in upon him, he frequently misman¬ 
aged his defense (particularly in the matter of inventions). 

•‘T Denoting physical product by p, means of production by a, h, c. • • • and time by 
#, we have then p - f( a, b, c - t), that is to say, the idea really reduces to the intro 
duction of some kind of time factor into the production function (see below', eh. 7, 

sec. 8). Bdhm-Bawerk's postulates w'cre (1) that 4 r> (2) o* 

or 
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Now let the 77i^s represent, instead of n masses of particles, n quantities of 
physical resources that arc being successively applied, at 71 points of time, 
fi “ ■ to the production of a consumers’ good that, after another spell of 
time of storage,"** is sold and consumed. I’his seMij) inc\ itably imposes upon 
us either the necessity of identifying these physical resources with a single 
homogeneous agent—Bdhm-Bawerk chose, like Je\ons, homogeneous units of 
labor —or else the assumption that these resources consist of doses of iinariant 
composition. For axis we now choose time instead of distance, and for zero 
point on this axis the point of time at which the consumers’ good is sold. I’h i- 
dcntly the fs arc all to the left of this zero point, hence negative, and decrcdsc 
numerically as we proceed from the first act of investment in to the right 
toward the zero point. The expression 

_ __ 771 H- rriyfi. H- 

77li -f 711.2 "i- 

which has only a time dimension (since the resource dimension cancels out), 
is Bbhm-Bawcrk’s period of production. 'I’lic phrase is most infelicitous—it is 
difficult to think of a more infelicitous one—and to a considerable extent re^ 
sponsible for the flood of adverse criticisms. But the meaning of the thing it 
self is clear: it is the average of the time distances from the sale of the prod¬ 
ucts of all the units of ‘invested labor.’ 

The need for comments on tliis theory of capital (in addition to those that 
ha\e been made already) is inueli reduced by the fact that Professor Knight, 
by far the most eminent of its critics, has admitted that, under all tlie assump' 
tions made by Bdhm-Bawcrk, it is ^alid.^“ First of all, it must be emphasized 

Ihis is a slight deviation from Bohm Bawerk’s set up. 

Strictly, it should be ‘subsistence’ considered as a honiogeiieous quantity. Obvi 
ously, however, he did not like to go as far as this. 

ITie expression is made positive by prefixing a minus sign, since the t’s enter nega¬ 
tively. The reader will see that it is quite reasonable to consider ‘investnieiit’ as an es 
sentially negative quantity from the standpoint of the ‘investor’: it is .something he 
gives away. T itself .should be positive, however. 

In his Rate of Interest, Irving I'isher asked the question why that weighted aver¬ 
age should be considered as the 'correct’ method of measuring the period of production. 
I’his question evidently cinbarras.sed Bohm Bawerk greatly (see Fxkurs iii in the 3rd 
and 4th eds. of Kapital und Kapitalzim, ri) but it should have been easy to answer. 
In fact it should never have been asked; for the formula simply defines something that 
Bdhm-Bawerk cho.se to call the period of production. 

4 '-This .short cut has, of course, its dangers; in addition it deprives the reader of the 
benefits of exercise in the art of theorizing that he conceivably might reap from a 
fuller discussion. In order to make up for this, I refer the reader to Mr. Kaldor’s 
survey article, ‘'Ilic Recent Controversy on the 'riieorv' of C’apital,' llconometrica, 
July 1937, the first three footnotes to which present a bibliography for the 1930’s, 
including of course the papers of the protagonist. Professor Knight, to which 
I have only to add (except Kniglit’s ‘Reply,’ ibid. January 1938, and Kaldor’s ‘Re- 
joinder,’ ibid. April 1938) F. Burchardt, ‘Die Schemata dcs stationiiren Kreislaufs 
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again that here we arc not coneerned with Bohm-Bawerk's theory of interest 
or with the bearings upon it of any of the elements of his capital theor\\ This 
makes n lot of difference. As an example, consider the argument that in a syn¬ 
chronized i)roeess in which jiroduction and consumption run along contin¬ 
uously, with all its elements perfectly co-ordinated, the idea of periods of pro¬ 
duction ceases to have any imi)ortancc or even meaning and production may 
safely be treated as timeless. Now, it may be true that in such a process the 
period of production ceases to have any importance in the explanation of in- 
terest.*^* But that is not the same as saying that the concept has no use or even 
meaning in such a jjrocess. Even in Clark's waterfall, assuming it to be per- 
feetb' stead>-, we nia\’, for examine, try to define the time which a drop of 
water takes on the average to get from top to bottom, which would be a 
method, though a \'cry imperfect one, of describing some of its properties. 
Similarly, Bdlmi'Baw'cik’s period of production would, if his assumptions be 
accepted, express one of the most meaningful characteristics of an economic 
process, howe\er *c\eleless’ it may be. 'I'his has been sliown, in one of the 
none too numerous constructive contributions to Bcihin-Bawerk's capital theory, 
by Professor Marschak.^‘ 

In the second jdace, wo must bear in mind Bohm-Baw-erk’s technical dis¬ 
abilities, which resulted in his idea’s being much more open to formally suc¬ 
cessful attack than it would ha\e been if presented in a stronger armor. This 
armor has been strengthened, however, by several w'riters, especially by 
Gifford *■' and Marschak. In the third place, and independent of technical 
blemishes, it must not be forgotten that the coneept of period of production, 
as framed by Bdhin Bawerk, was only a device to express an a.spect of the eco¬ 
nomic process and that it neglected all others, which is what Wicksell meant 
when he said that Bdhin-Bawcrk’s capital theory was so ‘abstract’ as hardly to 

bci B()liiii Bawerk iind Marx’ (\Velt\\'irtschaftlichcs Archiw October 1931 and Jan 
lum’ 1932); W. I'aicken, Kapitalthcoretische Untersuchungen (1934^ and J. M. 
riionipson, ‘Matboinatical Tbcor>’ of Production Stages in Economics.* Econometrica^ 
January 1936. Y*\ A. von Hayck’s Pure Theory of Capital (1941) not only presents Pro¬ 
fessor llayck’s latest views but also .sheds interesting light (in Part i) on the capital 
controversy. Of earlier criticisms I .shall mention only Kisher’s in his Rate of Interest 
and von Bortkicwicz’ ‘Der Kardinalfeliler der Bbhm-Bawerkschen Zin.sthcorie’ {Schmol- 
lers fahrbiwh, 1906). 'Phe interesting thing about the latter is its spirit of uncompro¬ 
mising hostility that differs so strikingly from the .spirit he displayed in his famous criti¬ 
cal pieces on Marx. Bbhm-Bawerk’s not wholly felicitous reply to both is in the 3rd 
and 4tli editions of Kapital und Kapitalzins. 

43 'rhough I raised this point myself 40 years ago, I do not consider now' that it 
is W'cll taken. 

44 Jacob Marschak, ‘A Note on the Peiiod of Production,* Economic Journal, March 
1934. Ihs reasoning seems to run in value terms, but in the ratio of total value of 
existing stocks of commodities to the value of the flow of finished consumers* goods 
the value dimcn.sion cancels out. 

43 C. II. P. Gifford, ‘The Concept of the Length of the Period of Production/ 
Economic Journal, l.)cccmbcr 1933- Marschak, op. cit. 
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constitute c\cn a first approximation to reality . For both reasons the whole 
construction no doubt looks gaunt not to say freakish. 

Some of the features that account for this impression can be removed with¬ 
out great difficult)'. Je\ons knew better than to let labor be added to a grow¬ 
ing intermediate product until a finished consumers’ good emerges that is eon- 
sumed at once: as stated ahead)’, he included the process of ‘uninvestincnt’ 
so that his period was not simply a period of production. Bbhm-Baweik him¬ 
self, inspired by Rac, added the gradual using up of durable consumers* goods. 
Wicksell showed how scrxices of natural agents might come in along with 
labor. His pupil, Professor Akennan, also inspired by Rae, dealt in one of the 
most important works in this field, with the problems of fixed capital, which is 
so curiously absent from Bolim-Bawerk’s schema.'** One of those features of 
Bohm-Bawerk*s schema that seemed most ridieulons to critics—that his period 
of production seems to start from a state in which all production proceeds 
without any tools or materials at all and people catch fish with their bare 
hands—can be rcinened so soon as we reali/.c that all economic theory' is a 
theory of planning and inevitably has to accept the results of the past—plant, 
equipment, and stocks all inchidcd —as dal a. W’c shall then cease to try to 
construct an economic process ah ova and, looking forward only, consider in¬ 
stead of the ‘amount of investment of capital,* the ‘amount of investment to 
be done.' Incidentally, this would also remoxe one of the motives for ‘re¬ 
solving* all capital goods into ‘labor and land’ or labor alone. Similarly, we 
can get rid of the ‘linearity* of Bohm-Bawerk’s schcnxa of production—of the 
idea that all products emerge as the result of processes during xvhich, in each 
intermediate stage, nothing is added to the result of the previous stage but 
labor. Nor does it seem impossible to me to derive from the ‘jK-riods’ of indi¬ 
vidual firms the social period of production that is needed in Bdhm Baxxcrk’s 
theory. But no satisfactory answer tliat I can see exists to another objection. 

Giistaf Akennan, Realkapital und Kapitalzim (1923 4:. See mi this W ickscH's 
comments, rcpubl. in the 2nd appendix to his Lectures, and Akerman’s oxxn partial 
reforiniilation in: O/n den industriclla rationaliserini^en . . . (1931). Erik Lindahl's 
contribution (available in English under the title, ‘The Place of Capital in the Theory 
of Price,* as Part in of his Studies in the Theory of Money and Capital, 1939) com¬ 
plements this from a different standpoint, located nearer to Walras. 

It is a question of some interest why Bdhm Bawerk did not do this. I think that 
the answer is to be found in a curious attitude that was common to all the Austrians. 
They were never content with explaining a state of a process by the preceding states of 
the same process. 'Ihey suspected circular reasoning in any argument tliat did this— 
or at least a begging of the fundamental question. Any truly ‘causal* explanation had 
to be ‘genetic.* It had to uncover the (logical) origins of things. Hence the capital con¬ 
cept had to be developed from conditions in which there was no capital. As it was, 
Bdhm Baw'erk relied, for the purpose of getting a reasonably short period, on an ad 
hoc postulate, namely that, as we go back into the history of a given industrial proc¬ 
ess, the quantities of resources that have been applied in the past but are still present 
in it (iron mined in Roman times that may be still present in a modern pocket knife) 
decrease with tinw much more rapidly than the time increases with which they have 
to be multiplied. 
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In order to make Bohm-Bawerk’s conception of the structure of capital serve 
his analytic intention, this structure must be a physical fact; and the different 
quantities of product that different time-structures turn out must be com¬ 
parable pln sieally. In order to secure the first requisite, we need indeed a physi¬ 
cally homogeneous resource, the elements of which differ in nothing but the 
time dimension; in order to secure the second requisite, the products that 
enter Bdhin-Bawerk’s tables must all be the same in kind and quality, differ¬ 
ing in nothing but physical quaiitih'. Neither rccjuirement can be fulfilled ex¬ 
cept in special cases. And it is this which reduces the analytic value of Bdhm- 
Bawerk’s capital thcor\-, so far, to such value as may still attach to the non- 
opcrational illustration of an aspect of reality.’^ But, so the reader might well 
ask, if we recognize all this and if we introduce all those corrections, what is 
left of Bdhm-Bawerk’s capital theory and in particular of his period of pro¬ 
duction? Well, nothing is left of them except the essential idea. And this 
keeps on proving its vitality by every piece of criticism and every piece of con¬ 
structive work it evokes.^'*^ 

3. The Revolution in the Theory of Value ^ and Distribution 

In this section, we shall try to formulate, in an entirely elementary manner, 
what this so-called revolution consisted in and what difference it made to 
economic analysis. For this purpose, we shall adopt the language of the mar¬ 
ginal utility theory in its original and most uncritical form. And we shall use 
, primarily the Austrian edition of it, because the Austrians (Mcngcr, Wieser, 
Bohm-Bawerk), in spite of their defective tcchniciuc, succeeded in bringing out 
certain fundamental aspects more clearly than did either jevons or Walras. 
Marshairs teaching will come in. as an instructive contrast, both in this sec¬ 
tion and ill the next chapter, where we shall move on the higher level of 
Walras.^ 


Situations like this are more frequently met with in economics than one might 
think. Marx’s system offers several examples. Another is Professor Pigon’s Pound of 
Rc.soiirces, which he first introduced (i.st cd. of W eti/f/z and W't7/dre) and then 
dropped. Still another is Marshall’s baskets of goods that he used in his theory of inter¬ 
national trade, l^erhaps the problem is not insoluble. {See. c.g., W. Lcontief's article, 
‘Composite Commodities and the Problem of Index Numbers,’ Economctrica, Janium* 
19^6.) In any case, the examples adduced .show that arguments that labor under the 
difficulty alluded to arc not necessarily valueless. 

A recent constructive rcinterj^rctation of Bbhm-Bawcrk that has not been men¬ 
tioned yet is presented in J. R. Hicks. Value and Capital ch. 17. It is not in 

Bbhm Bawerk’s spirit. But it proves that BeVhm-Bawerk’s ideas worried Profe.ssor Micks. 
Professor Douglas unintentionally erected a monument to Bbhm Bawerk’s memory in 
Chart 9 of his Theory^ of Wa^es (i9?4)» P- 128. 

^ Instead of using this traditional phrase, I might also have used ‘exchange ratios’ or 
'relative prices.* I’or most of the purposes of that period’s theory, these three terms 
all mean the same thing. 

2 Only a few essentials will be discussed and no .s>\stematic attempt will be made to 
reproduce and criticize the phrasing of individual authors. For more complete analysis 
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llic histon- of the marginal thcor)* itself and of its successors will be 

treated in Chapter 7. But we need a few elements of it right now. Menger 
started from what he supposed were the obxious facts of human wants, which 
he formali/xd in this way: first, there arc different c:iteg(jrics of wants or 
tastes or desires (Bedurfuiskategorien)^ such as the desire for food, for shelter, 
for clothing, and so on, which define the concept of Goods and can be ar¬ 
ranged in a definite order of (subjects e) importance; second, within each of 
these categories of wants, there exists, given as a psycliic reality, a definite se¬ 
quence of desires for additional increments of each good (BcdUrfimrcginigeu), 
which we experience as we go on consuming successi\e increnients. Menger 
illustrated this by a numerical table that has been rci)roduced 1)\' Professor 
Stiglcr (op. cit. p. 144), and dealt carefully with the large number of questions 
that arise in connection with the schema—such as how far wants ina\ be 
treated as data in sj^itc of their expansibilih and malleability. Neglecting these 
questions, we proceed at once to state the postulate—or ‘law*—that was funda¬ 
mental to the 'new' or *ps}chologicar theory of value: as we go on acquiring 
successi\e increments of each good, the intensih of our desire for one addi¬ 
tional ‘unit' declines monotonically until it reaches—and then concei\ably 
falls below—zero. Or, rcidacing Mcngcr's discrete figures b\ a continuous 
curve or function, and the phrase ‘desire for one more unit’ ‘ by Marginal 
Utility; 'TTic marginal utilih of a thing to anyone diminishes with every in¬ 
crease in the ainoiint of it he already has* (Marshall, Principles, p. i(»S). W'aiv- 
ing various objections, we may define from this (as a sum or integral) the con- 
cci)t of Total Utility and then also say that the total utility of a thing to any¬ 
one increases, up to the point of satiety, with e\ery increase in the amount of 
it, but at a decreasing rate. 

In cither form this is what Marshall called the Law of Satiable Wants and 
w’hat the Austrians called Gesetz der Bedurfnissdttiguug. In honor of the most 
important ‘forerunner* it is also called Gossen's First Law.* We add immedi¬ 
ately the proposition which is—or should be—called Gossen's Second Law. 
Unlike the first it is not a postulate but a theorem: in order to secure a maxi- 
mum of satisfaction from any good that is capable of satisf\ ing different wants 
(including labor or money 1, an individual (or household) must allocate it to 
these different uses in such a way as to equalize its marginal utilities in all of 

the reader is referred to Professor Stigler's hook. Production and Distribution Theories 

(1941)- 

3 Instead of unit, Menger said Teilquantitdt, by vvliich, as Professor Stiglcr points 
out, he meant a small but finite increment. If. for the sake of analytic convenience, 
we use continuous and analytic functions, we mean infinitesimal increments. 'I'lic word 
‘unit’ is never strictly correct. Tlie phrase Marginal Utility is Wieser's {Grenznutzen), 
Jevons said Final Degree of Utility, W'alras rarete. 1 he latter term, which w'c will 
surely translate by .scarcity, suggests that there is little to the case of objectors wlio, 
like Casscl, wished to di.scard utility but iieverthelc.ss to retain scarcity. 'I’lie turn of 
phrase ‘desire for one more unit’ is I'islier’s, who also spoke of ‘wantability.’ Pareto 
introduced the tern* ophelimite dletnentaire; Clark, the term Specific Utility. 

See below. Appendix to eh. 7, ‘Note on Utility.’ 
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them." At first sight both statements are nothing but somewhat technical ren¬ 
derings of sad tri\'ialitics. But we must not forget that the proudest intellectual 
structures rest on trivialities that are entirely uninteresting in themselves. What 
could be more trivial than that a body at rest will remain at rest unless some¬ 
thing (a 'force') acts to set it in motion (Newton's First Law)? Let us, then, 
look at the structure that was erected on those trivialities. 

(a) The Theory of Exchange Value, llie first problem that Jevons, Menger, 
and Walras—Gossen too—tackled by means of the marginal utility apparatus 
was the problem of barter. Like their ‘classie' predecessors, they realized the 
central position of exchange value although, also like these predecessors, they 
did not make it sufficiently clear to their readers and perhaps did not suffi¬ 
ciently realize thcmschcs that exchange value is but a special form of a uni- 
\ersal coefficient of transformation on the derivation of which pivots the whole 
logic of economic phenomena.^ "llieir barter theories or, to use Whately’s 
term once more, their catallactics, differed greatly as regards technical perfec¬ 
tion and correctness: the peak achiexement of the period is contained in le^vns 
5'!!; of Walras' Elements.^ But they all—also Gossen's—aimed at the same 
goal, which was to prove that the principle of marginal utility suffices to de¬ 
duce the exchange ratios between commodities that will establish themselves 
in competitive markets and also the conditions under which ranges of possible 
exchange ratios must be substituted for uniquely determined ones. In other 
words, they established what A. Smith, Ricardo, and Marx had believed to be 
impossible, namely, that exchange value can be explained in terms of use 

Menger spoke of the different wants that a good is capable of satisfying as being 
‘satisfied to an equal level of urgency/ I his is all right so far as it goes. But it is inter¬ 
esting to note how hesitant many writers were about this Second Law. 

” In consequence, history’minded or sociolog>’-niiiided critics understood still less 
wliat these economic theorists were about. Taking at face value the simplified schemata 
by wliich the latter introduced their subject, and finding, e.g., that these schemata 
dealt with the bartering of consumers’ goods that were present in given quantities, 
these critics wondered what could be the relevance of such analysis, not only to the 
great problems of swial life but also to tlie rcalh interesting purely economic problems 
of production and distribution. Veblen’s e.ssay. ‘The Limitations of Marginal Utility' 
(rcpubl. in Place of Science in Modern Civilization, 1919) exemplifies this attitude to 
perfection. 

^ Walras was the only one of the three to deal with the case of three and more com¬ 
modities—involving indirect exchange—^and to state anything approaching satisfactors^ 
equilibrium conditions in terms of excess demand. Jevons' chapter on the 'Theory of 
Fxchange’ is far inferior. Menger’s treatment of the problem is all right so far as it 
went. But it did not go very far. When Bdhm Ba\verk tried to elaborate his theorj', de¬ 
fective technique told immediately, and his famous horse market duly came in for easy 
criticism from F.dgcworth: the latter’s most important contributions are in the Mathe- 
matical Psychics and, incidentally, in many of his papers. I mention specially the one 
in the Giomale degli Economisti, March i8gi. w'here the reader also finds an interest¬ 
ing paper by Arthur Berry in the June 1891 number. Marshall’s Principles contain all 
that the reader needs to know about the barter theory as it had shaped before the 
century was out (see mainly pp. 414-16, and Appendix, Notes i, 11, and xii). 
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\alue.® Jevons, Mengcr, and Walras would all of them have approved of this 
statement It is this which they meant when they claimed to have discovered 
the ‘cause* of (exchange) \aluc. However, c\cn if granted, this would not in 
itself have amounted to a great deal, especially since the ‘paradox of value’ 
had been, as we know, resolved a dozen times before.^' It is more important 
that the ‘new* theory of exchange was more general than had been the old 
ones and that it proved more fertile in results—many of them due to Edge- 
worth—e\en in the cases covered by the old ones. But this is not the essential 
point either. The essential point is that, in the ‘new’ theory of exchange, 
marginal utility analysis created an analytic tool of general applicability to 
economic problems.^^ This will become clearer as we go on. 

(b) Cost, Production, Distribution. The concepts of marginal and total 
utilih' refer to consumers’ wants. IIciicc they carry direct meaning only with 
reference to goods or services the use of which yields satisfaction of consumers’ 
Wyants. But Mengcr went on to say that means of production—or, as he called 
them, ‘goods of higher order*—come within the concept of economic goods 

^ In Marxist terms, this niciins that fundamentally the ‘exchange economy^ (Tausch- 
wertwirtschaft) is also a ‘use economy’ {Gcbraucliswcrtwirtschaft}, which Marxist ortho 
doxy denied on principle. Nothing, of course, is gained or lost for socialism whichever 
view we adopt. But both parties, or at all events the Marxists. thf)ught that there was 
practical significance to this issue. It may not be superfluous to point out that tliis 
issue has logically nothing to do with the issue of modern popular economics, produc¬ 
tion for use vs. production for profit. 

** See, e.g., above. Part ii, ch. 6, sec. 3. But all the same thcic is point in einpha 
sizing, against one particular form of unfair criticism, that it is not true that A. Smith 
or Ricardo or J. S. Mill scorned this approach to the economic phenomenon because 
of its obviousness. I’he truth is that they did not sec how ‘value in use’ could po.ssibly 
be made to expkin ‘value in exchange.’ ITiey saw no further than that the former was 
a condition of the latter. 

This can best be realized by comparison with the labor cpiantity theory of ex¬ 
change value. The latter, so we ha\e seen, is not 'wrong’ as the revolutionaries, espc 
cially the Austrians, were in the habit of saying. It is much more enlightening to say 
that it covers only a special case. Even where correct, the theorem that ‘prices’ of com¬ 
modities tend to be proportional to the labor quantities embodied in them docs no 
more than state a property of equilibrium prices. It does not give a description of the 
process that establishes these prices and therefore cannot be called a theoiy of prices at 
all, any more than the statement that in certain conditions the price level will be 
proportional to the quantity of money, even where correct, can be called a theory of 
money; or the statement that in certain conditions real wages will equal niiniinum of- 
existence requirements, even where correct, can be called a theory of wages. So far as 
this goes, the revolutionaries did not revolutionize an existing theoretical structure, but 
they erected one where none had stood before. 

’Ibis was felt but not properly brought out by the revolutionaries themselves. In 
part this was due to the fact that the tool of general application—the theory of maxi¬ 
mizing behavior—appears in the theory of exchange in the guise of a special case. It 
had never been made to stand out, stripped of all non-essentials (including marginal 
utility itself), and reduced to its logical fundamentals before the publication of P. A. 
Samuelson’s Foundations of Economic Analysis (1947; chs. 1, 2, and 3). 
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by virtue of the fact that they also yield consumers' satisfaction, though only 
indirectly, through helping to produce things that do satisfy consumers’ wants 
directly. Let us pause for a moment to consider the meaning of this analytic 
device that looks so simple or even trite and was nevertheless a genuine stroke 
of gcniiis.*^ It enables us to treat such things as iron or cement or fertilizers— 
and also all services of natural agents and labor that are not directly consumed 
—as incom])lcte consumable goods, and thereby extends the range of the prin¬ 
ciple of marginal utility over the whole area of production and ‘distribution.’ 
The requisites or factors or agents of production are assigned use values: they 
acquire their indices of economic significance and hence their exchange values 
from the same marginal utilih principle that provides the indices of economic 
significance and hence explains the exchange values of consumable goods. But 
those exchange values or relative prices of the factors constitute the costs of 
production for the producing firms. This means, on the one hand, that the 
marginal utiliW principle now covers the cost phenomenon and in consequence 
also the logic of the allocation of resources (structure of production), hence 
the ‘supply side’ of the economic problem so far as all this is determined by 
economic considerations. And it means, on the other hand, that, in as much 
as costs to firms arc incomes to households, the same marginal principle, with 
the same proviso, automatically covers the phenomena of income formation or 
of ‘distribution,’ which really ceases to be a distinct topic^ though it may, of 
course, still be treated separately for the sake of conxcnicncc of exposition. 
The whole of the organon of pure economics thus finds itself unified in the 
light of a single principle—in a sense in which it never had been before. 

Most of the problems that arise from this set-up can be discussed only on a 
level on which W’alras rules supreme. But, though 1 believe that jevons should 
be credited with a vision of the facts above and if so holds priority, the credit 
for having worked out that theory' systematically, on the plane on which we 
are moving now', should go to the Austrians and particularly to Mengcr, w^hose 
Grundstitze contain all the essentials. Professor Stigler, indeed, pointed out 
many a ‘hiatus’ in Monger’s treatment and rightly attributed them to his pre¬ 
occupation with the threshold problems of the valuation of directly consum¬ 
able goods. This accounts in fact for the impression that he was neglecting 
cost aspects. But on Stiglcr’s own showing, Menger had all the essential re¬ 
sults. Nor must we forget that the Grundsdtze was, in a sense quite different 
from that applicable to Marshall’s Principles, intended to be but an introduc¬ 
tion. Actually, it was left for Wieser to w'ork out the Austrian theory of cost 
and distribution explicitly. But he was the worst technician of the three great 
Austrians. And objections to methods that were peculiar to him crowded 
upon his readers—and especially Wickscll^—so as to impair the effect of what 
w'as really a great performance. Bohm-Bawerk expounded, developed, and de¬ 
fended the Mcngcrian theory of value. But in this field he neither had nor 
asserted claims to originality. The best formulation of the Austrian doctrine 
was presented later on by Wickscll. 

In an einbr>'onic form this device had already been used by Cossen. 
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If the explanation of the exchange value of means of production is based 
upon their indirect utilih' or use value to the consumers of their final prod¬ 
ucts, that is to say, if their economic significance is to be derived from the 
contribution which they sex erally make to consumers’ satisfactions, the problem 
naturalh’ arises how the contribution of each of them is to be isolated, seeing 
that all ‘factors’ arc equally 'requisite* for the final product and that complete 
withdrawal of an}- one of them will in most cases result in a zero product. 
The very fact that some German critics continued to urge that this problem 
was insoluble and that, because it was, the marginal utility theory w-as inap¬ 
plicable to the evaluation of any goods other than consumers’ goods incscnt in 
given quantities, hence inapplicable to production, should suffice to show that 
here was in fact a real and non trivial difficult}, renio\al of which was the 
prerequisite for the fundamental idea’s becoming analyticall}- operative. Monger 
removed it b}' applying the analogue of the method that he had used to re¬ 
solve the value paradox. He accepted the iinpossibilit}- of separating the con¬ 
tributions of ‘factors’ to the product that results from their co-operation. But 
he observed that in order to remove the difficulty it w^as sufficient to deter¬ 
mine their marginal contributions (W'iescr’s Grenzbeitrag).^^ And these can 
be very simply found b>- withdrawing siiccessi\cly small quantities of each 
requisite of production, keeping the others constant each time, and ascertain¬ 
ing the loss of satisfaction this will cause to the consumers of the product or 
products. 

Some technical points about this procedure will be discussed in the next 

IS This should, however, have convinced both the ninrginalists and their c ritics that 
the marginal utility thcorv- of income formation was constitutionally incapable of ‘de¬ 
fending' the capitalist method of distribution. For it is obvious that the merits—moral 
or other—of, e.g., the labor factor arc not affected if. relatively to the available quanti 
ties of other factors, laborers arc so numerous that their marginal contribution is small. 

It is interesting to note some of the troiibles that arose both for the Austrians 
them.selvcs and for their critics from their lack of experience in handling the relevant 
concepts. Thus, there was a discussion within the .Austrian circle whether or not 
Menger had been correct in taking as guide the loss of consumers' satisfaction incident 
to the loss of a small quantity of some factor; some held that we should observe in 
stead the gain that a small increase in any factor might cause. A problem of secondary 
importance arises indeed in the case of discrjntinnities. But so long as wc are concerned 
w'ith a first formulation of the fundamental principle, w'C are within our rights in not 
bothering about these, and then all qualins on that score are simply due to failure to 
understand the logic of infinitesimals—of which examples could be cited even from 
the 1920's. Again, the objection turned up fairly early that, if you withdraw a small 
quantity of some factor from a technically adjusted going concern, you will cause a 
disturbance that will not be smaller than any that would be caused by further with¬ 
drawals but, on the contrary, so upset the plan of production as to render the rest of 
that factor next to useless and the schedule of decreasing productivities of the ‘suc¬ 
cessive units' of a factor imaginary. And a curious situation arose in w'hich this and 
similar objections remained unanswered because some of the marginal utility theorists 
did not know how to reply and because others who knew did not think it worth while 
to do so. 
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chapter. But we must notice at once that this was the way in which the Aus¬ 
trians rediscovered marginal productivity, llicirs was, however, a marginal pro¬ 
ductivity with a difference. In order to clarify this point, let us recall the usual 
distinction bctw'ccn marginal i^hysical productixity and marginal value pro- 
ductivih'. Marginal physical productivity of a ‘factor’ is the incrernent of prod¬ 
uct that results from an infinitesimal increment in the Cjuantity of that factor. 
Marginal value productivity of a ‘factor’ to a firm is this physical increment 
miiltijjlied by the corresponding increment in this firm’s total rexenue or 
gross receipts. Both these concepts do enter into the Austrian theory. But 
thex' do not enter on its ground floor, and they had been developed independ¬ 
ently of it.'^‘ h’undamentally, the Austrian marginal productixity xx^as indeed a 
value productivity but one that did not presuppose the price of the product: 
it \xas not phxsical marginal productivity multiplied by any price but physical 
marginal productivity multiplied by some consumers’ marginal utilitx'. It xvas 
on this basis that they xxorked out their theory that xx'as at the same time a 
theory of production and of distribution: the tools of tlicir barter theory, forged 
beforehand, then came in to implement it and to show hoxv this works out 
in a ])rix ate-i)roperty economy. 

Now, this concei^tiori of marginal xaluc or utility productivity makes ob¬ 
vious common sense only in the ease of a Crusoe ecoiioinx*. Crusoe may in¬ 
deed be reasonably supposed to xalue his xarious scarce means of production 
according to the satisfactions he knoxvs to be, on the margin, dependent upon 
their possession. 'I'o use Wicscr’s term, he may indeed be supposed to impute 
these satisfactions to those means (his oxvn ability to xvork being just one of 
them) and so, for his own practical purposes, to perform a subconscious proc¬ 
ess of imputation. But if xvc arc to maintain that a similar process of imputa¬ 
tion constitutes the innermost meaning of the mechanisms of ‘acquisitive so¬ 
ciety’ (Tawnex’s term), it is necc.s.sary to construe this imputation as vicari¬ 
ously performed by firms that do not psychologically experience those con¬ 
sumers’ satisfactions and in any ease want to maxirni/.e pecuniarx- gains instead. 
To i)rove this is the real problem. So far as it can be proved at all, it can be 
proxed onlx' by* shoxving that the barter or price mechanisms of free markets 
will operate in such a way as to insure the results that xvouZd follow if fac- 

Botli physical and value productivitx* are in the first instance defined xvith refer 
cnee to individual firms. But the Austrians, especially W'icser, as xxell as J. B. Clark, 
being interested in the .social process ns a xvholc, attempted to proceed directly to .social 
productivities, social values, social marginal utilities. Tliis created another class of dif¬ 
ficulties that arc tyincal of an early stage of analysis, difficulties that Marshall and 
M'icksell xxere much better equipped to avoid. Not much came from the discussion on 
Social Value, hoxvcver, and we shall not go into it beyond noting that this desire to 
reason in social terms accounts for the curiously semi socialist constructions of Wicser 
and Clark in xvhich society itself plays the role of directing agent. 

*^®'rhis is xxhy in this ease xvc find a different set of forerunners: xvhilc in matters 
of marginal utility xxe have Dupuit, Gossen. and so on. we haxe here mainly Longfield 
and 'I'hiinen. This is also the rca.son why Monger, if indeed he was familiar with 
Tliuiien’s work, failed to discover in it anytliing bearing directly upon his oxvn. 
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tors were first evaluated as Crusoe evaluates them and if these utilih' values 
were then turned into exchange values or prices in the same manner in which 
the utility- values of consumers' goods arc turned into exchange values in a 
simple consumers* goods market.^^ Even to posit this problem, which is ob¬ 
viously neither trivial nor without interest, would have spelled considerable 
achievement. But Mcngcr and Wieser, barring technical defects, went almost 
the whole w'ay toward actually solving it, and thereby also solved the funda¬ 
mental problems of allocation of resources (production) and of the pricing of 
these resources (distribution). 

However, the construction involved in applying the method of imputation 
w'as not only far rcmo\cd from any actual mental processes that may be cred¬ 
ited to any deciding agents—this docs not greatly matter considering the ‘as 
if that enters this as it docs so many other scientific constructions—but also 
unnecessary. In order to determine the prices of factors and their distributive 
shares we do not need to know their utilih* values first. All we need to know 
is consumers* tastes, the technological conditions of production, and the initial 
distribution of ownership of ‘factors*; then the principle of maximum net rev¬ 
enue, iinphing a principle of minimum cost, will do the rest. But the Aus¬ 
trians insisted on asserting their fundamental idea at every step and, in order 
to accomplish this, thought it necessary to divide up between the factors the 
use value of the product just as the receipts from the sale of the product arc 
actually divided up between factors, the idea being that the former process (a 
methodological fiction) would yield the explanation of the latter process (a 
reality). Therefore, their problem of Imputation (Zurechnuno) took the follow¬ 
ing form: to find the utilih* functions of producers* goods from gi\en utility 
functions of consumers* goods. It was greatly complicated for them by their 
technical deficiencies and gave rise to a considerable literature—positive and 
critical—which, starting from the original contributions of Monger, W'iescr, 
and Bdhm-Bawerk, explored various blind allc>s ami produced more heat than 
light. It is, however, not necessary for us to go into this.^** But whatever we 

Some critics bluntly asserted that the Austrian thcor>’ of value, being a theory of 
the evaluation of consumers* goods, was inapplicable to the behavior of people who 
produce not for the satisfaction of their own wants but for markets. This, of course, 
indicates complete inability to understand Menger's rcasr)uing. Others found circular 
reasoning in the proposition above because producers who produce for the market value 
their products for the sake of the mone\* they hope to get, which presupposes the idea 
of expected prices, the very thing that is to be explained. The error involved in this 
argument should be clear. I use this opportunity to mention at once the two other 
vicious circles that have been charged to the Austrian theorists (often by members of 
their own group), though both will have to be mentioned again. The .second is: we 
know only from a man’s behavior (actual choicc.s) w'hich one of several quantities of 
goods he prefers; it is therefore circular to explain his choice by his preference. The 
third is: we value money for the .sake of the goods that it w'ill buy; hcncc, in the 
case of a purchase by means of money it is circular to hold that price is determined 
by the utility values of the two things to be exchanged. 

Professor Stigler is emphatic in expressing the same opinion. He gives, however, a 
small sample of this literature (op. cit. p. sn.). His judgment to the effect that some of 



GENERAL ECONOMICS; CHARACTER AND CONTENTS 917 

may think of the technical merits of the theory of imputation, it expresses a 
profound truth wliich the simple statement that production and distribution 
are matters of evaluating productive services does not convey in itself. And it 
yields a satisfactory theory of costs. 

Discussion of the marginal utilities of means of production in the spirit of 
the thcor\' of im]3iitatioii easily leads to the recognition of the relevance to 
these marginal utilities of the elements of complementarity and substitutabil¬ 
ity of factors and of their alternative uses. By this route the Austrian arrived 
at what has been called the alternative-use or opportunity theory of cost — 
the philosophy of the cost phenomenon that may be expressed by the adage: 
What a thing really costs us is the sacrifice of the utility of those other things 
which we could have had from the resources that went into the one we did 
produce. 

Sporadically, this theory of cost had turned up in the past, especially in 
J. S. Mill’s PriiicipleSy but only to explain special cases which failed to fit into 
the older schemata. As a general theory and as an explanation of the funda¬ 
mental social meaning of cost—both in capitalist and in socialist society— 
it was new. T here should be no doubt also that it makes a much better theory 
of distribution. But I want to advert particularly to the fact that it empha¬ 
sizes a phenomenon that got all but lost in Marshall’s analysis. Consider the 
allocation of a rccjuisite of production, .say, labor, of a given h'pe in a two- 
commodity economy. As we go on allocating more and more labor to the pro¬ 
duction of commodity A and less and less of it to the production of com¬ 
modity’ B, marginal utilities of the commodity A will fall and marginal utilities 
of commodih* B will rise. We may express this by say ing that the utility’ re¬ 
turns from the A-production are decreasing and that costs in the A-production 
arc increasing; we ha\'C dcri\ed, from the marginal-utility principle, a new 
Taw' of decreasing returns/ XA’hich is independent of any physical law of de¬ 
crease, and which will assert itself even in face of a physical law of increasing 
returns. 

the monographs on the subject have been grossly incompetent is. I am afraid, only 
too justified. 

idea of substitutability was, of course, familiar to Thiinen. But Menger was 
the first to formulate it explicitly: ‘it is . . . certain that not only can fixed quantities 
of goods of higher order be combined in production in the way in which we observe 
this in chemical products. . . [But] general experience teaches us that a given quan¬ 
tity of any good of lower order can result from very' different combinations of goods 
of higher order.* {GrundsatzCy p. 139 [trans. by J. A. S.]). To say the least, this fore¬ 
shadowed the ‘law of variable proportions* and even tlic concept of ‘equal product 
curves.* Moreover this formulation is superior to Marshall's later ‘principle of substi¬ 
tution.' 

T’he latter—very felicitous—term is due to D. I. Green, ‘Pain Cost and Oppor¬ 
tunity Cost,' Quarterly Journal of Economics, January 1894. and has gained wide cur¬ 
rency in the United States owing to the vigorous sponsorship of Professor Knight. The 
most exhaustive treatment of this whole set of problems is to be found in H. J. Daven¬ 
port’s Value and Distribution (1908), who preferred the equivalent term Displacement 
Cost. 
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(c) Interdependence and Equilibrium, If wc behold tlic bustling crowds that 
work and trade in order to make a living, wc shall indeed have little difficulty 
in linking up their beha\ ior with appetites for gain and appetites for goods. 
But it will be b\' no means ob\ious to us that the process that generates real 
income can be satisfactoril>' described, so far as its formal logic is concerned, 
by any simple principle or that there is any inherent logic to it at all. I’he 
history of analytic effort in this field is the history of a growing awareness, 
partial at first, CNcr more general later on, of the presence of a logically co¬ 
herent economic process, an a\\’arencss that first attained conscious formula¬ 
tion in the works of such men as Cantillon, Quesnay, A. Smith, Say, and 
Ricardo. But it was onl\’ in the period under discussion that the conception 
of an economic cosmos that consists of a system of interdei)endcnt quantities 
was fully worked out with all its problems, if not quite satisfactorily solved, at 
least clearly arrayed and with the idea of a general equilibrium between these 
quantities clearly established in the center of pure theory. 

'J'his was the achievement of W'alras. So soon as wc realize that it is the 
general-equilibrium sxstem which is the rcalh' important thing, we discover 
that, in itself, the principle of marginal utilih- is not so important after all as 
Je^ons, the Austrians, and Walras himself belie\ed. But analysis of W'alras’ 
schema at the same time discloses the fact that marginal utilih* was the lad¬ 
der by which Walras climbed to the level of his general-equilibrium system. 
If the marginal utilih principle ceased to be all-important after this le\el had 
been reached, it was nc\crthcless all-important heuristically. 'This obserxation 
sheds new light on the achievement of Jevons and the Austrians. T hey, too, 
found the ladder. Defective technique only prevented them from climbing to 
the top of it. But they did climb as high as their technique permitted. In 
other words: wc must see in the Jevons-Mcngcr utility thcor\ an embryonic 
theory of general equilibrium or, at all events, a particular form of the uni¬ 
fying principle that is at the bottom of any general-equilibrium system. 'I’hough 
they did not make it fulh* articulate, mainly because they did not understand 
the meaning of a set of simultaneous equations, and though they saw in mar¬ 
ginal utilih' the essence of their innovation instead of seeing in it a heuristi¬ 
cally useful methodological dc\ice, they arc nonetheless, just like Walras, 
among the founding fathers of modern theory. This also holds for J. B. Clark. 
Later critics were so delighted with their own technical improvements and so 
anxious to renounce communion with |c\ons and the Austrians that they en¬ 
tirely failed to perceive this. 

In what sense was a revolution effected? And did this revolution produce a 
new theory' of the economic process? 

Tlie answer to the first question will depend upon what wc mean by that 
much misused word. If wc mean change that is both thoroughgoing and dis¬ 
continuous, then the claim of these pioneers of modern theory—the claim to 
having revolutionized the ‘pure' part of economics—should be admitted, h’or 
though J. S. Mill’s shaky structure invited reconstruction on the lines actually 
adopted by Jevons, Mcngcr, and Walras, and though Marshall may be said 

21 ITiis aspect is particularly in evidence in Wicscr*s Natural Value. 
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to have done much the same tiling by reform rather than by revolution, the 
controversies of that age testify strongly to the break that had occurred. We 
are apt to smile at Gossen's boast of having accomplished a Copcrnican feat. 
But this boast was less unreasonable than it may seem at first sight. The re- 
plaeeiiieiit of the geoeentric by the heliocentric s)stem and the replacement 
of the ‘classic’ by the marginal utility system were performances of the same 
kind: they were both essentially simplifying and unifying reconstructions. 'Ihc 
comparison strikes us as ridiculous only because of the different intellectual 
standings of astronomy and economics. Similarly, we smile when we learn that 
the Negro soldier-statesman I'oussaint L’Ouverhire (1745-1803) described him¬ 
self as the Buonaparte of Santo Domingo. But this is because France’s impor¬ 
tance in the world is so much greater than is Santo Domingo’s rather than be¬ 
cause there is any obviously ludicrous dispro])ortion between the two men, 
each taken with reference to his environment.-- 

I’his bears upon the habit, which has developed esyjccially in the United 
States, of describing the ‘marginalist’ theory as neo-classic. Considering how 
inueh of the old framework and the old attitudes was taken over b\ the ‘niar- 
ginalists.’ wc might feel inclined to approve of it. Marshall’s efforts to preserve 
continuity—and still more a semblance of it—lent additional support to the 
implied, and somewhat derogatory, appraisal of the revolutionaries’ perform¬ 
ance. But so far as pure theory is concerned, there is no more sense in calling 
the JcNoiis-Menger-Walras theory neo-classic than there would be in calling the 
Einstein theory neo-Newtonian: as wc know already the term Eclectics, as ap¬ 
plied to Marshall and his followers, is still more misleading. For this, however, 
he had onh- himself to blame. 

'Fhe second question, as it stands, must of course be answered in the nega- 
ti\c. No theory in the scn.se of pure theory can ever be a theory in the sense 
of complete analysis of the phenomena to which it refers. Factual assumptions 
arc as important as is the anah tic apparatus that distills results from thcni.==* 

-- I believe, in fact, that it is impossible, after analysis of the two careers which dis¬ 
play certain striking similarities from their splendid beginnings to their melancholy ends, 
to say with confidence that less personal energy and genius went into 'lonssaint 
Ii’Ouvcrtnre’s achievements than into Napoleon's. Hut economics is to astronomy, as 
Santo Domingo is to h’rancc. 

-'■* The marginal utility theorists were (like most theorists to this day) only imper¬ 
fectly aware of the formal character of their analysis. Preoccupied as they were with 
what they believed to be psychic facts, they thought that they were teaching much 
more about economic reality than was actually the ca.se. I take this opportunity to 
comment once more on a meaningless croiitroversy that nevertheless seemed important 
to many an able man, viz. the controversy about subjectivi.sm and objectivism in pure 
theory' in general and in the theory of price in particular. Actually, the ‘subjective’ 
theory must always appeal to ‘objective’ facts (data) if it is to produce concrete results: 
and any ‘objective’ theory* must always state or imply postulates or propositions about 
‘subjective’ factors of behavior. In other \s‘ords, any complete subjective theory must 
be also objective and vice versa, and differences on this score can only be due to dif¬ 
ferences of emphasis on different parts of the analyst's task. Yet the ‘issue’ was ac¬ 
cepted as real and gravely discussed by all scientific parties alike. 
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Moreo\er, economic life is a unique historical process and our authors had no 
explanatory schema of economic change other than the one they had inher¬ 
ited from A. Smith; even if they had had one of their own, their marginal 
utility theory would have been completely neutral to it. Finally, they had no 
more explicit dynamic schemata than had their ‘classic’ predecessors and they 
struggled through the inadequacies thereby created very much in the same 
manner. It might seem that, if our question were reformulated in the light of 
these three qualifications, the ansv^'er should be Yes: the marginal utility theor¬ 
ists certainly seem to have succeeded in creating a use-value .schema of eco¬ 
nomic statics that was complete in itself. Unfortunately, we must qualify still 
further. Not all of the problems of pure theor\' were capable of unique solu¬ 
tion within the marginal utility theory. W’e have had examples already, namely 
the theories of enterprise and of capital: as regards these, marginal utility 
theory completely failed—^and \cry naturally—to restrict the range of possible 
difference of opinion. Another case of failure of the unit ing power of the 
marginal utility principle is the theory of interest. 'I his is the main reason why 
we shall have to enter into a separate discussion of the distributiNc shares after 
all. although the occasion will be used to touch also upon a few other matters 
(below sec. 5). Before we do this it will be useful to discuss MaLshall’s attitude 
to the Jevons-Mengcr analysis. 

4. Marshall's Attitude and Rkai. Cost 

The reader is requested to refresh his mcTnor\ of what has been said in the 
preceding chapter on the subject of Marshall’s attitude to contemporaneous 
and earlier work closely similar, in fundamentals, to his own. In view of the 
thoroughly un-Marshallian interpretation of the work of the Austrians and, 
to a lesser extent, of Je\’ons, which has been presented in the preceding sec¬ 
tion,^ it is necessary to consider Marshall’s different appraisal of this work and 
some of the arguments by which he supported it.== 

I submit that the impression the reader of Marshall’s Principles is bound 
to receive, in spite of qualifications that Marshall inserted occasionally, is this. 
Marshall maintained (1) that English ‘classic’ analysis stood in need of cor¬ 
rective reinterpretation here and there but that there was nothing fundamen¬ 
tally wrong with it; (2) that jevonian and Austrian criticisms had been largely 
due to failure to understand and to interpret it properly; ® (3) that the posi- 

1 A point of particular importance should be emphasized once more. W'c have seen 
in ch. 5, sec. 2, that the contents of ‘note xxi’ in the Appendix to the Priticiplcs eon 
stitutes the core of Marshall’s theoretical analysis. 'I’liis note blocks out a system of gen 
eral equilibrium. In the preceding section it has been niuintained that the theoretical 
analysis of the Austrians also amounts to an embryonic—jmd highly defective—equi¬ 
librium system. 

* For the sake of brevity, Marshallian criticisms of Jevons will be treated as if they 
also had been directed against the Austrians and vice versa. I’hc reader will have no 
difficulty in satisfying himself that this is permissible in the instances discussed. 

B Nothing illustrates this better than does Edgeworth's famous phrase, the echo of 
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live contribution of Jcvons and the Austrians consisted in elucidating the de¬ 
mand side of market phenomena, though Ricardo had, of course, not been ig¬ 
norant of these rather obvious things; and (4) that in overstressing demand 
aspects Jexoiis and the Austrians had erred at least as much as Ricardo and 
Mill had erred in the opposite direction. Ihesc positions must be considered 
from three different angles. First, as regards Jevonian and Austrian criticisms 
of Ricardo. Maishall’s irritation, tliough unjustified in part,^ was not un¬ 
natural. Wv ma>' readily grant that Nicolaus Cusanus and Copernicus did not 
pro\e the geocentric theory to be ‘wrong’ but that they simply applied some 
corrections to it. Second, as regards the performance of Jcvons and the Aus¬ 
trians, Marshall, by nature and acquirement, could not help being severe to¬ 
ward their deplorable technique. M'c arc no longer concerned with this. Third, 
however, as regards the fundamental meaning of that performance, Marshall’s 
interpretation amounts to serious though of course unintentional misstate¬ 
ment. It is on this point that our argument in the preceding sections needs 
countereritical supplement. 

Marshall illustrated his criticism of what he concei\'ed to be overemphasis 
on demand aspects by a famous simile. ‘Tlie “cost of production principle’' 
and the “final utility” principle are undoubtedly component parts of the one 
all-ruling law of supply and demand; ® each may be compared to one blade of 
a pair of scissors. When one blade is held still, and the cutting is effected hy 
m()\ ing the other, wc may .say with careless brevih' that the cutting is done by 
the second; hut the statement is not to be made formally and defended delib- 
erateh*.’ Even when wc narrow down the Austrian anah sis to this particular 

Marshall's voice, viz. that Marshall had dispersed the mists of ‘ephemeral criticism’ 
that for a time had clouded the ‘eternal heights.’ 

^ This should be evident from our di.sciissions in Part iii. But we also know that 
Marshall’s irritation was less unjustified with respect to criticisms of Mill than it was 
with respect to criticisms of Ricardo. And though Marshall did not admit this in so 
many words, he may be called as a witness for our view: he never espoused the sj^e- 
cifically Ricardian elements in the ‘classic’ structure, such as, c.g., the labor quantity 
theory of value, w'hich he quietly modified so that it is no longer what Ricardo had in¬ 
tended it to be. 

^ The reader should obser\’e that this statement, though it may be held to conform 
to Mill’s teaching, is thoroughly un-Ricardian. It is Malthusian. 

^Principles, p. jfiq. llic jxissage is an almost verbatim repetition of another passage 
on p. 428 that leads up to the statement ‘that, as a general rule, the shorter the period 
which we arc con.sidcring, the greater must be the share of our attention wdiich is 
given to the influence of demand [utility] on value; and the longer the period, the 
more important w'ill be the influence of cost of production on value* (p. 429]. Strictly 
interpreted, this statement is of course as true as it is trite. In its general import, how¬ 
ever, it gives a wrong lead. This can best be explained by an analogy: it is wrong to 
say that foreign exchanges are determined by supply and demand in the case of paper 
currencies, and by the gold mechanism in the case of gold currencies; what should be 
said is that the factors behind supply and demand determine foreign-exchange rates 
in any case, but that in the case of gold currencies the gold mechanism will in general 
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point—doing which implies neglect of all its wider aspects—we have still to 
recognize that its essential aehie\ eniciit wds precisely the new theory of supply 
and cost that it yielded. It is in this sense only that Jevons* saying should be 
understood: 'Value depends entirely upon utility' (Theory, p. j). Hence it is 
incaningless to accuse cither Jevons or the Austrians of wishing to minimize 
the importance of the \ct\ theorem which they were the first to deduce ra¬ 
tionally and which Wieser called the iaw of cost.' 'Ihcy stood in no need of 
being told about the two lilades of Marshall's pair of scissors. What they aimed 
at showing was that both blades consist of the same material—that both de¬ 
mand and supply (no matter whether the case is one of exchanging existing 
commodities or one of producing them) may be explained in terms of ‘utility.' 

In appearance at least, there is more to another form that Marshall gave 
to what was substantiall\ the same indictment. Both Jevons and the Austrians 
were in the habit of expressing themselves in terms of causal chains, which 
ran from the value of consumable goods to the value of resources as if the 
utilit}- of a quantih of a consumers’ good were first determined independ¬ 
ently and then, in turn, determined causally the value of the producers’ goods 
that went into its production. It was child’s pla\ for a superior technician to 
point out that this was inadmissible since the utilih of the consumers* good 
depends upon its quantity and the latter upon its cost. Jevons and the Aus¬ 
trians were held up to ridicule as people who, like school children, had to be 
taught that ‘when three balls, A, B, and C, rest against one another in a bowl 
. . . the position of the three mutually determines one another under the ac¬ 
tion of gravity,' because they were contending instead ‘that A determines B, 
and B determines C’ (Principles, p. 567). But Marshall of all men should 
have realized that this criticism takes advantage of deficiencies in technique, 
in particular of a glaring inability to understand tlic logic of interdependence, 
and entirely fails to do justice to the substance of the position criticized. To 
keep again to Marshall’s simile, what Jevons and the Austrians really did was 
not the nonsense imputed to them in that passage but something vcr\' dif¬ 
ferent; they discovered precisely that the position of the balls is to be ac¬ 
counted for by a single principle, gravitation in the case of mechanics, utility 
in the case of economics. Half the gcncrosih' lavished upon Ricardo might 
have revealed the great achievement behind the poor technique and reduced 
criticism to the one point that could have been justifiably made though Mar- 

prevent departure from gold parities beyond the gold ])oints. Similarly the marginal 
utility principle applies to the demand and the supply sides of the value problem in 
any case, both in the long and in the short run. Cost of production is not an inde¬ 
pendent principle taking charge in the long run. But the marginal utility principle, 
acting upon the data of the situation, will in the long run (granting a number of as¬ 
sumptions) so operate as to equate exchange value to costs. Accomplished Marshallinns 
will think this note superfluous. But I have heard the misinterpretation in cpiestion so 
often—^and so often with reference to Marshall, even from competent economists such 
as Bortkicwicz—that I cannot myself think it so. 
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shall never made it: that Jevons knew not enough mathematics and the Aus¬ 
trians none at all.^ 

The only other point that must be attended to in this connection is Mar¬ 
shall's Real Cost. If the Austrians had used this term, they would have meant 
by it the consumers' goods (as distinguished from the satisfactions afforded by 
their consumption) that we 'sacrifice' when we decide to produce others. 
Marshall meant ‘'I'he exertions of all the different kinds of labour that arc 
directly or indirectly involved in making it ja commodity]; together with the 
abstinences or rather the waitings required for saving the capital used in mak¬ 
ing it' (Principles^ p. 41S). This point turns up here because, at the time, it 
was discussed within the general controversy on the nature, cause, or 'ultimate 
standard' of value or cost. The cjuarrcl was exclusively a Mengerian one. F’or 
most of the other sponsors of the 'new'' theory of value, such as Gossen, Je\ ons, 
Auspitz, Lichen, and Clark—not W'alras though—experienced no qualms 
about admitting both disutility of labor (Jevons’ term) and abstinence into their 
analytic structures. Since all these authors were in no mind to rehabilitate the 
‘classics/ h> pegging the independent role of costs or in any other way, this 
should suffice to show that recognition of disutilit\ and abstinence docs not 
impair the marginal utility position or constitute the adoption of another one. 
But the Austrians were of a different opinion. Bohin-Baw'crk fought hard in¬ 
deed in order to minimize the importance of both, evidently believing that 
allegiance to marginal utility theory compelled him to do so. Let us take the 
measure of the problems invohed. 

Abstinence is, of course, \ery iniiiortant for c\er> economist who holds an 
abstinence theory of interest. But, though holding an abstinence thcor>- of in¬ 
terest of course imolves introducing abstinence into the general theory of 
\alue, the ciuestion has alwa\s been dealt with primarily in connection with 
the theory of interest and we shall do the same (sec. 5). As regards disutility 
of labor, we have our ehoice: either we can take (with a given population) 
the quantity of labor hours available as a datum, for example, as institutionally 
fixed; or we can make it a variable to be determined, in which case our sys¬ 
tem contains one more ‘unknown' and one more independent equation (which 
says that, for every w'orkman, the marginal disutilitv- of labor must in equi¬ 
librium equal the marginal utilit>- of his wage income). Which we choose will 
depend on considerations of realism and considerations of analytic conven¬ 
ience.** But the point is that our ehoice does not make any great difference to 
our theoretical pattern. For the clement of disutility acts upon the value of 

‘ Marsliairs sc\crity was the more uncalled for because he occasionally fell into the 
same kind of error himself. On p. 440 of the Principles we read: 'In a stationary state 
then the plain rule would be that cost of production governs value.' 

** As the reader presumably knows, the disutility equation was throwm out by Lord 
Keynes on grounds of realism. Bbhm-Rawcrk also threw' it out on a ground of realism 
though a different one, viz. that the individual worker must accept the regulation 
working day and cannot vary the quantity of labor he is willing to offer. But whereas 
Bbhm-Bawerk could have inserted the disutility equation if he had wanted to do so. 
Lord Keynes's analytic set up made it imperative to throw it out. 
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products only through its (possible) influence upon the quantity of labor of¬ 
fered, and leaves the principle of opportunity costs untouched for purposes of 
allocation of the quantity that is being offered. It is alwa>s the latter that 
matters in the first place, whereas disutility matters, if at all, at one remove. 
Moreover, if we attach enough importance to ha\iug our \aluc theory based 
upon ulilit>- onl>’, all we ha^e to do is to replace disutility of labor by the 
utility of leisure.** Hence, Bbhm-Bawerk did not gain much by the limited 
success of his attempt to minimize the importance of disutility. But neither 
did Marshall gain much by introducing Real Cost: alwa>s excepting the special 
service that abstinence rcndcTcd in his thcor\' of interest, it can be left out 
without being missed—not to speak of the difficulties iiilicrent in the concept 
of a sum of all disutilities and abstinences ‘dirceth’ or indirectly involved* in 
producing a commodih. Thus, we return from this excursion with the same 
result that we always get when inquiring into the nature and importance of 
Marshall’s deviations, in what puTport to he fundamentah, from the Jevons- 
Menger-Walras analysis: they are negligible.^^ 

5. Interest, Rent, W^’aces 

Any pure thcor>' needs facts in order to produce concrete results, 'riiis plati¬ 
tude must be repeated because economists are in the habit of including cer¬ 
tain particular facts in what nevertheless they call a juire theory. 'I’hus they 
speak of a minimum-of-cxistcncc ‘theory’ of wages although the niiuinuun-of- 
existence theorem may be deduced from any general thcor\ of wages, i)rovided 
we introduce the appropriate factual assumption about the behavior of work¬ 
men. But the marginal utility theory not only needs to be complemented by 
a supply of particular facts if it is to apply to concrete cases; it also needs to 
be complemented by additional material in order to produce general theoretical 
propositions. As has been stated at the end of Section it does not, of itself, 
yield any general theory of interest though it docs supply, of itself, adequate 
explanations of rents and wages. Since it is interest that causes the trouble, 
we shall begin by discussion of the interest theories of the period under survey. 

(a) Interest. We know already that the economists of that period sharpened 
the distinction between entrepreneurial gains and interest. But most of them 
still took the view that we ha\'e traced to Nicholas Barbon (Part ii, eh. 6, see. 
7b), namely, that interest constitutes the bulk of business gains—the part of 
business gains that results from the application of physical capital and is a 
return to physical capital in the same sense in uhich rent is a return to land 
and wages arc a return to labor. In this respect, it is highly significant that 

** This is to be recommended in any ease. Ihc particular problem in which disutility 
plays a role, e.g. the problem of explaining why increase in wage rales sometimes re 
suits in a decrease in the amount of work done, becomes even easier to solve when we 
use the concept of leisure (and put leisure on one of the axes of an indiflcrcncc dia¬ 
gram, the other axis representing wages, monetary or real). 

In addition, it is difficult to understand how Marshall can have believed (if he 
did) that introducing real cost of this type would help Ricardo*s position in any way. 
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Bohm-Bawcrk, in his critical histor>' of interest theories, dealt with Ricardo’s 
and Marx’s theories of ‘profit’ without raising the question whether the returns 
thus denoted were really the same thing as ‘interest.’ He would have answered 
this question much as A. Smith nr J. S. Mill had answered it. Monetary inter¬ 
est remained for him simply the shadow of the interest that is earned by sup¬ 
plying physical goods—which really were what, though perhaps ‘in the form of 
money,’ the capitalist owned. 'Ibis is all the more remarkable because Bohm- 
Bawerk's own work was principally instrumental in dissolving this schema. 

To begin with, it is not recognized sufficiently that Bbhm-Bawerk’s criticisms 
of existing explanations of interest awoke a new awareness of the problem in¬ 
volved in that view of the matter. It is true, more or less, that all the theories 
of interest sur\i\'ed that had been inherited from the preceding period. Even 
a theorist of Pareto's rank felt no compunetion in declaring that the fact that 
(plnsical) capital bears interest was not more of a problem than is the fact 
that the chcrr> tree bears cherries.^ But the standing of some of the simple 
theories that used to satisfy a majority of economists rapidly declined. Few 
writers cared to go on holding that because one can produce more wheat 
with the help of a harrow than without it, a net return must result from using 
it: Bdhin-Baweik’s admonition that the physical productivity of capital is not 
enough to pro\e its value productivity took the wind out of the sails of the 
producti\’it\- theory of interest even though it was not immediately destroyed.- 
Similarly, Bdhm-Bawcrk showed .successfully that, in themsches, ‘use theories’ 
of interest (Knies. Menger, Walras) were no good: there is no doubt that the 
services of durable goods, such as houses or machines, arc priced and that their 
prices times their quantities constitute returns to the owners of these goods; 
but since these goods have to be insured and amortized, it does not follow, 
without appeal to some other element in the ease, that these returns are net. 
I.^isrcgarding a number of other theories that received their coups de grdee 
at the hands of Bohm-Baw'crk, w'e may say broadly that the only survivors that 

' AnotlitT ojiinioii of Pardo’s deserves coinnient. lie thought that to search for 
the 'cause' of interest was in itself a mistake. The interest rate, being one of the many 
elements of the general system of equilibrium, was, of course, simultaneously determined 
with all f)f them so that there was no point at all in looking for any particular ele¬ 
ment that ‘caused’ interest. In order to show the error involved in this view of the 
matter it is sufficient—as it was in the case of Marshall’s objection that is embodied 
in his simile of the three balls resting against each other in a bowl—to remember that 
the ]^roposition, ‘interest is determined by all the conditions of the system of general 
equilibrium/ fails to ]>rove the existence of a positive rate of interest. Why the system 
so w'orks as to produce a positive rate remains a distinct question that calls for a dis¬ 
tinct answer. It calls for an explanatoiy principle just as does the position of the balls 
in Marshall’s bow‘ 1 . And no such principle is supplied by the mere fact of the general 
interdependence that subsists between all economic magnitudes. Therefore, something 
might be .said for Bdhm Bawerk’s distinction between the problem of the existence 
of interest and the problem of the factors that determine its rate, however ridiculous 
this distinction might seem to be at first sight. 

“ ff. A. S. intended to write here a long note mentioning the names of W'ieser, 
Clark, and Knight.] 
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had any strength left were the Marxist exploitation theory, the abstinence 
theory, and, on a distinctly lower level, several forms of bargaining-power theo¬ 
ries. Of newcomers we shall only notice the theories of Bohin-Bawerk and 
Irving l^’ishcr. 

Substantial!}, Bbhm-Bawerk’s criticism of Marx's thcor}' was successful. 
Nevertheless the latter surviNcd in the circle of Marxist orthodoxy until it was 
silently discarded by later socialist theorists, who were not Marxists any longer. 
Ha\ ing commented upon it already (ch. s;, sec. S) vve proceed at once to the 
abstinence thcor\’. Here Bbhm Bawerk's attack was not successful, not only in 
the sense that it failed to convince but also in the sense that it was uncominc- 
iiig.^ Marshall had no difficult}' in formulating an explanation of interest that 
took account of abstinence ^ without being open to logical objection. In fact, 
he succeeded in re\i\ing the productivit}' theor\' as well by linking it to the 
clement of abstinence. If physical capital is to }ield not only returns but also 
net returns, something must prc\ent it from being produced up to the point 
at which its earnings would no more than repay its cost. Abstinence qualifies— 
logically—for the role of this something. nia\. with Senior, call it a cost 
so that employment of capital yields a return over the oilier cost elements. 
Or we may say that that abstinence acts as a brake to the ])roduction of capi¬ 
tal goods so as to prc\ent it from reaching that point—w^hich renders Carver’s 
version.-’ Bohm-Bawerk attacked both versions, as it seems to me, without 
success.® Most writers whose \ icws on interest display more or less affinity to 

8 Bohm-Bawerk tried to show that any appeal to abstinence involves ‘double count¬ 
ing.’ He might have hdd indeed that he who s:ives makes a choice between present 
and future enjoyments and that, if the latter be properly discounted for time distance, 
there is no room for an additional compensation for any abstention involved. But it 
should not be denied that there is room for it if the future returns upon the sum 
saved are not discounted. In fact, it may be held that emphasis upon the ‘sacrifice’ of 
saving was precisely the nietliod by which abstinence theorists introduced the element 
of time preference, although Btihin Bawerk rcfiLsed to admit this. Actually, however, 
he found double counting in the practice of abstinence theorists of counting abstinence 
as cost along with the labor' involved in producing a cairital good. This argument I 
have nc*\'er been able to understand. T’hcse considerations do not salvage the abstinence 
theory nor is it intended that they should. But they absolve it from the charge of 
logical error and again bear witness to what w'C have called the logical strength of the 
abstinence theory. But a theor}' may be wrong for reasons other than logical error. 

* As we know', he preferred, without good reason as I think, the term ‘waiting' that 
was suggested by S. M. MeVane (‘Analysis of Cost of Production,’ Quarterly Journal of 
Economics, July 1887). 

8 See Carver’s Distribution of Wealth (1904), and his earlier paper on ‘I’he Place 
of Abstinence in the Tlieoiy’ of Interest,' Quarterly Journal of Economics, October 
1893. 

® Again, this was because he tried to prove them wrong in logic. But this should not 
induce us to join those critics of Bbhm-Bawcrk who spoke of mi.splaced ingenuity, hair¬ 
splitting, metaphysics, irrelevant psychology, and what not. Surely if economic theory is 
to be taken .seriously at . all, every effort at clarification of this issue should be wel¬ 
comed. We do not solve problems by tiring of them. 
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Bolim-Bawcrk’s—such as Jevons before him and Fetter after him—^made no 
difficiilh' at all about abstinence, with the exception of Fisher. 

I ha\’c said that the bargaining-power theories moved on a lower level of 
theoretical analysis. In fact, no first-class theorist ever held one. There is a 
\'ery good reason for this. Either the bargaining po^^'cr that is to explain the 
surplus called interest consists in the possession of some requisite of produc¬ 
tion. In this case appeal to the bargaining power of the owners of this requisite 
is otiose, because the real explanation of the resulting net return has still to 
be sought in the role of this requisite in the economic process, 'llius, neither 
Marx nor Bdhin-Bawerk appealed to the bargaining power of the capitalist, 
though this element might easily be recogni/ed in both their theories. Instead, 
both tried elaborateh* to show how the mechanisms of capitalist markets pro¬ 
duced the surplus or premium, which the mere term ‘bargaining power’ does 
nothing to explain. Or else, the bargaining power is held to consist of some¬ 
thing distinct from the possession of a requisite. It could consist, for example, 
in the power to le\>- taxes for the benefit of capitalists. But in this ease, the 
existence of such a power and its adecpiacy to explain the phenomenon of in¬ 
terest would ha\c to be pro\cd. a task no theorist who kiiow\s his business 
would undertake." We confine ourselves to a single example of a theory of this 
tyi)e, tlie mark-up theory of Lexis. Interest exists because businessmen arc in a 
position to charge prices for wliatcver they sell that arc higher than their costs. 
If b\' costs we mean cxpcn.ses, this is of course so but does not prove the exist¬ 
ence of a surplus oxer cxiunses plus compcn.sations for the scrxiccs of owmed 
factors evaluated at equilibrium prices. In order to establish the existence of 
such a surplus, general enough to account for interest, it is no doubt possible 
to fall back ui>on imperfections of comiDctition; but this would imply the 
thesis that there is no interest in perfect equilibrium and perfect competition 
which in turn would require adequate proof.*^ 

'Ibe outstanding jx-rformance of the period that dominated discu.ssion and 
exerted formatixe influence even on many of its fiercest critics was Bohm- 
Baw'crk’s. It has been emphasized already (see above, .sec. 2c) that this per¬ 
formance centered in a highly simplified picture of the manner in w'hich, given 
a certain supply of labor and of subsistence, interest and xvage rates are simul¬ 
taneously determined and in turn determine the organic composition of capi¬ 
tal.** It has also been emphasized that this central schema is in part independ- 

" 'riuis. tlic political power of the fanning interest in the United States certainly 
explains, among other things, the processing tax introduced for its benefit in the early 
days of the lloosevelt administration. This tax may be held to have increased the 
farmers’ ‘profits’ or ‘rents.’ But it evidently cannot be invoked as a fundamental ex¬ 
planation of either. 'I’lic same applies to protective duties. 

** It is perhai)s unnecessary to re enter upon a di.scussion of theories of net returns 
(whether of interest or rent) that rest on nothing but a mi.suse of the concept of 
monopoly and see monopoly gain in every case of a scarce factor on the ground that 
such a factor is, in capitalist society, not equally accessible to all. 

“This Marxist concept is quite appropriate here. The xvord Capital, also, is used 
here in the Marxist sense. I think that this convex'S Bdhm-Bawerk’s idea better and 
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ent of, and in part but imperfectly co-ordinated with, Bohm-Bawerl's causal 
explanation of interest, a fact that we have ascribed to the unfinished state of 
his work. Now we are concerned with this causiil explanation. It runs in terms 
of goods: Bohin-Bawerk strongh' believed that money docs not pla\ any other 
role in this matter than that of a technieal dcNicc that occasionalh* gets out 
of order.'** llie fundamental proposition is that interest arises from an e.xchange 
of present against future consumers’ goods and is essentially a premiiun (Agio), 
attaching to the former. Iluis defined, the problem consists in indicating the 
reasons why the market \^'htTC present consumers’ goods are exchanged for 
(claims to) future consumers’ goods so works as to produce normally such a 
premium or. in other uords, why people arc normalh- prepared to promise, for 
the deli\ery of present goods, dcli\ery of greater quantities of goods of the 
.same kind and qiialit> at some future time.^' As the reader prcsuina])ly knows, 
Bohm-Bawerk adduced three such reasons, h’irst, a man ma>' be prepared to 
return to a lender more than he recei\ed, because he expects to be better off 
in the future.'- Second, a man may be prepared to promise to repa\ nuire than 
he receives because most people do not experience future enjoyments with the 

more briefly than would his own terminology*. In addition, il defines both tlic extent 
to which there is similarity between the two schemata and the extent to which Bohm- 
Bawerk surpassed the Marxist schema by treating a problem not explicitly treated by 
Marx. It should be obser\cd however, first, that a system of relations much more 
complicated than Bdhm Bawerk’s would be ncces.sary in order to do justice to this 
problem; and, second, that if we introduce durable plant and equipiucut explicitly, 
we realize immediately that Bdhm Bawerk’s schema is essentially a long-run one for, 
in the short run, plant and equipment are simply given, as are natural agents, and can 
be assigned a marginal inoductivity, not in the Jevons-Biihm Bawerk sense but in the 
ordinary sense. 

More preci.sely, he held a cnide quantity theory-: the whole of the money (taking 
account of velocity.' buys the whole of tlie goods. 7here is a striking parallelism be- 
tw'cen this proposition and another: the whole of the siibsi.stence fund buys the whole 
of the labor supply. Both propositions arc reminiscent of ’classic’ theories (quantity 
theory' and w-age-fund theory), not at their best. But the necessary corrections can be 
inserted without great difficulty. 

To repeat, whatever else may be objected to in this way of positing the interest 
problem, there is no point in objecting to it because it involves psychology. If w'c 
throw out Bdhm-Baw-erk’s argument on this ground, we mu.st consistently also throw- 
out Lord Keynes’s and even Marx’s (see, e.g., Marx’s argument on the motives of 
accumulation). 

12 There is much more to this reason than critics arc in the habit of conceding. It 
applies not only to the case of the student w'ho has a well-disposed aunt in delicate 
health: in a progressive society a majority of people may be correctly expecting larger 
income streams in the future; whereas, for a retrograde society, Bdhni Bawcrk is sub¬ 
stantially right in assuming that the correct anticipations of dwindling income streams 
will not make that premium negative for any normally conditioned person so that 
the positive premia, which some may still be prepared to pay, will take effect even 
in this case. 
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same pungent sense of reality as they experienee present ones.^” Individuals, 
classes, and nations differ greatly in this respect, and the differences in the 
intensity with which they realize the future is one of the most important of 
the factors that determine their fate, a truth that cannot be too strongly im¬ 
pressed upon modern economists. But Bbhni-Bawcrk, like Bentham and Jevons 
before him, held that some undervaluation of the future in this sense is a gen¬ 
eral characteristic of normal man. Observation of actual behavior, especially in 
tlic public sector, goes far tow'ard supporting tliis contention.^^ Third, a man 
ma>' be prepared to pay a premium for present goods because command of 
present goods may enable him to embark upon physically more productive 
processes of production that require a longer’ period of production in Bohm- 
Bawerk’s sense (technological siiperiorih- of present consumers’ goods; see 
above, sec. 2c), so that a present stock of consumers’ goods may mean more 
consumers’ goods in the future. A generation that has witnessed the Russian 
Five '^'ear Plans should have little he.sitation in placing at least limited confi¬ 
dence in this argument. Of course, it is necessary to emphasize the phrase ‘to 
embark’ much more than it has been emphasized by Bohm-Bawerk, who in 
dealing with this ‘third reason’ committed several errors.^'' For unless we do so 

In the first case—the case of favorable expectations—borrowers undervalue future 
as compared with i^resent goods, because they expect 111 the future to be further 
down on tlic same ctme of marginal utility of income. In the second case—the case 
of systematic undcr\ahiation of future ciijoynieiits that are expected to give pleasure 
of the same intensity when they shall have become present enjoyments—^borrowers 
ha\e a different curve of marginal utility of income for the present and for each of 
the subsequent income periods. 

^ ‘ This could be established only by an extensive discussion of historical evidence, 
which space does not i'»ermit ns to enter upon. I*’or it is quite true that our common 
impression to the effect that general undervaluation of the future does exist in mod¬ 
ern .society may be in iwrt a simple consequence of the existence of interest and that, 
hence, the task of establi.shing that there is also independent undervaluation, capable 
of ‘causing’ intere.q, is not so ca.sy, especially since apparently contradictory evidence 
is not lacking. Such a di.scussion would also have to take issue with the many objec¬ 
tions that have been raised. A particularly interesting one must, however, be men¬ 
tioned. Some writers seem to Ix'lieve that, if there existed systematic undervaluation 
of the future, society would have to idan for economic doom or general liquidation. 
But this is precisely M'hat society actually does, and it is one of the most profound 
problems of economic analysis to show why capital equipment nevertheless expands 
instead of dwindling. 'I’his problem is obscured by the practice of postulating that the 
economic engine is being maintained, or is maintaining itself, as a matter of course. 

If’ Most of them have been straightened out by Wicksell and his disciples (sec es- 
])ecial]y W’ickscir.s contribution, 'Zur Zinsthcoric (Bdhm Bawerks dritter Grund)’ to 
Wirtschaftstheorie der Gegenwart, vol. in, 1927). In general, however, these errors 
have been allowed to play an unduly great role: unlike the .sympathetic critics of Marx 
or Ricardo or Keynes, the critics of Bdhm Bawerk never took the trouble to distinguish 
his essential ideas from their ill tailored garb. I take the opportunity to advert to two 
difficulties that I experience in trying to present his teaching fairly. The first is lack 
of .space. 7'he second is that I have the stronge.st reason a theorist can possibly have 
for disagreeing with Bdhm-Bawerk, viz. the reason that I have a different theory of 
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we are likely to be caught in the gears of the synchronization argument; Bohm- 
Bawerk’s third reason \^'0uld, in itself, not account for any persistent surplus 
from the continued repetition of a process of given ‘length,’ once it has been 
introduced and the whole economy is adapted to it; it is only the successive 
‘extensions’ of the period which would keep interest ali\'c, c\en if there were 
no other reason for its suni\al.“‘ 

As it stood, this explanation of interest was not accepted by any economist 
of note. E^en Wicksell added so many qualifications and de\elopmcnts to it 
that he cannot be listed as a follower in any strict sense. Nevertheless Bohiii- 
Bawerk’s theory of interest exerted not onh* the kind of influence that is im¬ 
plied in stirring up discussion and stimulating thought but also a mucli more 
direct one. 'Fhis was due to the fact that it admits of a simplification that one 
may accept without committing oneself to the details of Bbhm-Bawerk’s ana¬ 
lytic structure. Tliis simplified version reads like this: interest arises from the 
interaction of (‘psychologicar) time preference with the physical productivity 
of investment. And in this diluted form, Hohm-Bawerk’s theor\’ became not 
only one of the interest theories of the period but the most widely accepted 
one of all, though each author added special features of his own that did not 
as a nile meet with the approval of any considerable number of other authors. 

interest of my own. But I wish neither to force my own vieus upon the reader nor 
to criticize Bdhin-Bawerk from iny own .standpoint. I therefore accept hi.s ‘version’ of 
the problem; and speak of ‘error’ only in cases where a statement or analytic arrange 
ment of his can be proved to be wrong or inadequate from his standpoint. [J. .\. S. 
carried on a famous controversy with Bedim Bawerk on a dynamic theory of interest 
in the Zeitschrift fiir Volkswirtschaft, Sozialpolitik ujicl Verwaltung, 1913.] 

** An analogous consideration also defends the abstinence theory against objection 
based on synchronization. However, there are also in both cases more delicate ques¬ 
tions to consider into which we cannot enter. But 1 shall briefly notice one of them 
which bothered Bdhm-Bawerk himself as well as his adherents and critics. 'I hey all 
w'cre not quite sure about the relations of the ‘three reasons' to one another. At 
first sight they’ are all cumulative in the sense that they arc all reasons for under¬ 
valuing a future loaf of bread as compared with a present one. Rut tliis is not all of 
it. If wc formulate the third reason by saying that it leads to undervaluation of the 
future because command over present consiinicTs' goods enables a man to be better 
off in the future, we may assimilate this third reason with the first one, taking account 
however of the circumstance that possession of present goods is a condition for lx:ing 
better off in the future in the case of the third reason but not in the case of the 
first. But in both cases w'e have furthermore to take account of the fact that, if the 
second reason be operative, the greater future wealth will be ‘psychologically discounted.’ 
And to the extent to which this happens, the first and third motives for paying a 
premium are weakened by the second. Aj^in, on the face of it, each of the three 
reasons, provided of course we believe in tlicm, .should be capable of producing a 
premium even if operating in the absence of the two others. Bdhm Bawerk himself 
tried to show (a) that the two first reasons will not nece.s.sanly produce a premium 
without the third (see his polemic against Fisher, Exkurs XU in the 3rd cd.) but 
(b) that the third reason is capable of producing a premium by itself. 
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Many examples could be cited.But by far the most forceful and brilliant per¬ 
formance of this kind was Irving Fisher's Impatience Theory of Interest.^® The 
phrase is sclf-cxi>lanatory. But it points too exclusively toward Bohm-Bawerk's 
‘second reason.* The third reason is not absent in Fisher: it appears in the 
garb of Iinestincnt Opportunity which, though stripped of certain specifically 
Bohin-Bawcrkian features, expresses, but much more elegantly, essentially the 
same facts.^‘* Also, Fisher brought out more clearly than had Bohm-Bawerk 
himself an aspect of the latter's interest analysis that is perhaps the most im¬ 
portant of all. 

Wc have seen that a majority of the non-Marxist writers of that period con¬ 
tinued to look upon interest as an income that stands on the same plane with 
rent and wages as the payment for the services of a physical requisite of pro¬ 
duction (plant, equipment, and so on, or else abstinence) that in turn stand, 
within the sphere of production, on the same plane with the services of natural 
agents and labor. The ‘agio' or premium theory of interest involves an entirely 
different conception. Being a general time discount that applies to the returns 
from producti\e ser\ices of all kinds, interest as it were preys upon them all, 

I’or instance. Marshall's cautions reference {Principles, p. 142) to the ‘productive 
ness and prospectixencss' of capital may be interpreted in this sense. Lord Keynes was 
therefore c)nite right when he treated what I have called the simplified version of Bohni- 
Hawerk’s lheor\ as the one that was being commonly accepted even in 1936 (see 
General Theory, j). Still more interesting is the fact that he accepted it himself, 

lie (lid indeed declare it inadequate but only in the sense that it needed to be sup¬ 
plemented by the clement of li(|nidity preference (ibid. p. 166). But, w'ith Keynes 
liimself. though not with all of his followers, this did not amount to renouncing it 
but only to amending it. 

Fisher elaborated this theory' (without as yet substituting the term impatience 
for the terms ‘agio’ or time preference) first in the Rate of Interest (1907) and then 
presented another version in The Theory of Interest (1930). Not without justification, 
he wrote in the preface to the latter work that his theory was ‘in some degree every 
one's theory.’ Still more justified is the dedication to John Rac and Eugen von Bohm- 
Bawerk, ‘who laid the foundations upon which I have endeavored to build.' 

*'•' It is, therefore, difficult to understand how, in the same preface, Fisher could 
have written: ‘So far as I know, no other writer on interest has made use of income 
streams and their diflerences, or rates of return over cost per annum.' If Bdhm- 
Bawerk’s numerical tables arc not a clumsy method of representing points in income 
^product) streams and their difFercnce.s, I for one fail to see what they do represent. 

I take this opportunity to touch upon a minor point. Roth some critics and some 
adherents (including \\hckscll and Pierson) strove hard to interpret Bohm-Bawerk's 
theory of interest as a jjroductivity' theory, and Bcihm Baw'erk himself, wearied by 
their insistence, protested in the end but weakly (Geschichte und Kritik, 3rd ed., 
p. 70311.). But his theory is a productivity theory only in the sense in which all 
interest theories arc, including those of Marx and Keynes. For interest is an element 
of every price; every price can be represented as the result of a demand and a supply; 
and however we define capital, productive purijoses must always figure among the 
factors that motivate the demand for it. In any non trivial sense, however, his theory 
is not like the productivity theories properly so-called but the very opposite of them 
as will be shown presently. 
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Upon the returns from the services of physical capital goods not less than upon 
any others. It is, therefore, something that differs in nature from all produetiv- 
ity returns properly so-ealled,‘® not only from rents of natural agents and wages 
of labor but also from the productivity returns of capital goods. Bohm-Bawerk 
did not bring this out well, though his theory of ‘capitalization’ (of the man¬ 
ner in which the values of land and capibil goods are determined) suffices to 
prove that this was in fact his \icw. But Fisher’s terminology did. In order to 
underline the novclh* of this view, let us again notice its affinih , in this re¬ 
spect, with the exploitation theor>' of Marx; gi\cn the appropriate ideology— 
and phraseology—it might have been presented as a novel exploitation theory. 

A minor consequence of this was that returns from physical capital goods 
could no longer be diagnosed as interest in the fasliion set by Baibon and sanc¬ 
tioned by A. Smith. Several circumstances combined to suggest their assimila¬ 
tion with the rent of natural agents (see below, subsec. b). A much more im¬ 
portant consequence was that interest now entered the theories of rent and 
wages in an entirely new manner. In fact, this is the most important reason 
why we ha\e once more to take up these subjects instead of resting content 
with a simple reference to the theory of imputation or of marginal piodiictivit> 
sans phrase.'— 

(b) Rent. Disregarding minor issues and various blind allc\s, wc shall siir\ey 
developments in this field in three steps. First, we shall consider the theor\ of 
rent that was to explain the incomes derived from the ownership of natural 
agents, no matter whether they are supposed to be ‘indestructible’ or not. Sec- 

I say ‘productivity returns properly so called’ because there is an ambiguity in 
the term ‘productivity* as there is in the term ‘requisite’ that tends to obscure the 
point I am tr\’ing to make. In a sense, time is a requisite of i)roduction, hence pro¬ 
ductive. So, in capitalist society, is money*. And for some pvirposes the concept of 
marginal productivity may be applied to both. But neither i.s a recpiisite and pro 
ductive in the Siunc sense as is labor or land or a shovel. B()hm Bawerk averred that 
his subsistence fund was productive in the first sense but not in the second, exactly 
as Marx would have done. But both he himself and his followers and critics confused 
the two meanings. 

21 This theory' was developed by Wickscll as well as by Fisher, but it constitutes 
one of Bohm-Bawcik’s most characteristic contributions. Before him the treatment of 
this problem was dominated by the cost aspect. Of course, business practice had l>ccn 
familiar with the discounting process as applied to a house or machine long before. 
But it w'as Bohm Bawerk who introduced this practice into economic theory- and gave 
it its theoretical interpretation just as Marshall introduced the concepts of prime and 
supplementary costs that had been familiar to every businessman and yet constituted 
novelties in economic analysis. 

22 In other words, "Hie Relations between Rent and Interest’ now became a prob 
lem that had not existed for J. S. Mill. See, especially. Professor I*’. A. hetter’s paper 
bearing this title in Publications of the American Ecom)mic Association^ 3rd scries, 
vol. V, February 1904. A. Marshall, by a different route, was led to coining the con* 
cept of quasi-rent which takes care of part of that problem. In addition, he recog¬ 
nized that the concept of interest is applicable to new (prospective?) investment only; 
and that capital already invested in plant and equipment yields quasi rent and not 
interest {Principles, pp. 605-6). 
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ond, we shall consider certain generalizations of the concept of rent which 
that theory suggested. Tliird, we shall notice a tendency to harness the con- 
cept of rent into the service of entirely different purposes. Under each of these 
three headings we shall observe a struggle between old and new ideas that 
was an important cause, if not the only one, of waverings, hazinesses, and spuri¬ 
ous issues."® 

r’irst, then, as regards the rent of natural agents, it is obvious that the Jevons- 
Mengcr-Walras analysis provided a perfectly good explanation of this rent 
phenomenon and, if adequately complemented by the facts of every concrete 
case envisaged, also all the ‘laws’ or propositions about it we need. All that 
had to be done was to take a clue from Say or Cantillon, that is, to recognize 
that rent is simply a matter of pricing the services of these requisites of pro¬ 
duction and to apply the marginal principle to the formation of these prices. 
Account being taken of Bohm-Bawerkian time preference, the result would 
read: the rent of natural agents tends to equal the discounted values of their 
marginal products. This theory allows automatically for differences in qualih' 
of natural agents of the same kind. And, as thus explained, rent does and 
docs not enter into the prices of products exactly as do wages. In fact, rent in 
this sense and wages arc parallel phenomena. ITie main purely economic dif¬ 
ference between them is that the total supply of any natural agent may, in 
many cases, be taken as fixed and hence docs not react to variations in its 
price, whereas the total supply of labor is in general less irresponsive. But this 
difference does not affect the explanatory principle iinohcd, which remains 
the same for both cases. Moreover, it is irrelevant for the question of alloca¬ 
tion of the siipph available for any particular use of a natural agent that is 
ca])able of serving more than one: how much land, at what rent per unit, is 
a\ailable for the production of cane .sugar when the same land could also be 
used for the production of cotton is merely a matter of opportunity' cost."^ 

'I’his theory, sponsored by the Austrians and by Walras, was however not 
as readily or generally accepted as we might expect, considering its simplicity' 
and usefulness. There were two reasons for this and for the consequent siir- 
vi\al of the ‘Ricardian’ thcor>- of rent."'' On the one hand, many economists 

.\s far as Marshall’s teaching is concerned, waverings and hazinesses have been 
trenchantly analyzed by F. A. Fetter, ‘The Passing of the Old Rent Concept,' Quartedy 
Journal of Economics, May iQoi. Professor Fetter's argument may be generalized so 
as to include a large number of economists. 

2^ It is perhaps unnecessary to explain the treatment of the case of natural agents 
that admit of only one use and of the cases (such as the case of the vineyard that 
might also l>e used as pasture for goats) that raise similar difficulties. 

Marx’s and Rodbertus' theories of rent benefited but little by the dislike that 
many economists displayed for the marginal productivity theory', though the former 
sur\'ived of course in the circle of Marxist orthodoxy. L. von Bortkiewicz' destructive 
criticism of both w'as hardly necessary in order to convince economists of their weak¬ 
nesses: see his papers on ‘Die Rodbertus'sche Grundrententheorie und die Marx'sche 
Lehre von der absoluten Grundrente,' Archiv fur die Geschichte des Sozidlismus und 
der Arbeiterbewegung, 1910-11. But the two papers are worth mentioning, neverthe- 
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experienced an emotional resistance to a theory that seemed to treat the land¬ 
lord's ‘unearned incomes’ on the same plane with the workman’s compensa¬ 
tion for the sweat of his brow. These sentiments were completely irrational 
because there is nothing in that theory to pre\cnt an economist from differen¬ 
tiating as much as he pleases between the two on moral or political grounds.^** 
But they were effective nevertheless and they told for the ‘Ricardian’ theory, 
because the latter seemed—though it really is not—much better qualified to 
support an ad\erse value judgment on the rent of land. On the other hand, 
as we ha\e seen, ‘classic’ doctrines kept, throughout the period under survey, 
a strong hold on the thought of many economists. Of these doctrines none 
had percolated more widely, or enjo>cd a more established fame, than had 
the ‘Ricardian’ theory of rent. Moreo\cr, it was easier to defend than were 
other parts of ‘classic’ analysis because, formulated with proper carCy it did 
not assert anything that was positively wrong. Menger’s criticism of it (Grund- 
sdtze, pp. 144-s) was justified but only amounted to sa\ing that the iiece.ssity 
of having to construct, for .so important a class of phenomena, a seiwrate 
theoretical apparatus was in itself proof of the defects of the ‘classic’ aiiahsis.-' 
Defenders were, therefore, in a relatively faxorable position. By far the most 
eminent of these was A. Marshall, who made the most of this opportunity for 
fighting a rear-guard action in defense of Ricardo.'"* 

In any case, the ‘Ricardian’ theor)- remained in the center of discussion and 
continued to hold the attention even of its opponents. Not all of these came 
from the marginal productivitv' camp. The monopoh theory of rent was bound 
to lose ground in a time when general price analysis was so greatly improved, 

less, because they are excellent examples of a type of tlieoretical work that .seems to 
have gone out of fashion completely. 

Thus Walras was a strong land reformer in spite of the fact that he sponsored 
the productivity theory of rent. 

In other words, the criticism simply averred that for the Jevons-Menger-Walras 
analysis Ricardo’s theorv- was superfluous. And .so it is (see above, I’art in, ch. 6. .sec. 6, 
on the role that the theory of rent played in the Ricardian system). To j^iit it still 
more bluntly, the ‘revolutionaries’ were in a position to scrap the whole of Ricardo’s 
second chapter excepting the first sentence of the second paragraph. 

S'* Marshallians will perhaps condone the slight irritation that some readers of Mar 
shall may possibly feel at the length to which he went in this respect in spite of 
the fact that (disregarding everything else) his great summary of his theory of distribu¬ 
tion proves beyond rea.sonable doubt that he accc]>tcd the marginal productivity theory 
of rent. But he refused to recognize the break with Ricardo’s general theory w'hicli 
this involved and, c.g., attacked jevons (who actually was exceptionally gentle on the 
‘Ricardian’ theory of rent) for holding that Tent docs enter into price’ {PrincipleSy 
p. 483n.), as if, as meant by Jevons, this proposition were definitely false. I’he reader 
can easily .satisfy himself—this w'ould in fact lie a good exercise—that this is not so. 
Marshall’s corrective formulation (presented in quotes) a.sscrts nothing that is wrong 
but also nothing that invalidates the jevonian proposition attacked. Besides, the jevonian 
proposition had been anticipated—-only without awareness of its importance—^by J. S. 
Mill. 



GF.NERAL ECONOMICS: CHARACTER AND CONTENTS 935 

but it did not die out entirely.-** Other approaehes were also tried but none 
of them met with any great success.^® 

Second, extensions of the concept of rent just discussed suggest themselves 
readily in view of the difficulty of drawing a logically tenable line between 
what objects are, and what arc not, natural agents or, which is only another 
wa>' of expressing the same thing, of agreeing on the defining characteristics 
of natural agents. Thus, violating his original definition of rent (income de¬ 
rived from the ownership of land and other free gifts of nature, Principles^ p. 
150) Marshall denied that mining royalties arc rents.®* Other writers were 
more impressed with the analogy. But he made no difficulty' about the exten¬ 
sion—if indeed it can be called an extension at all—of the concept of rent 
from rural to urban land.®^ Much more important, however, was one of his 
most felicitous creations, the concept of quasi-rent or ‘income from an appli¬ 
ance for production already made by man,’ that embodies the recognition of 
two facts that were jxirticularly important in connection with the new theories 
of interest: the fact that any price paid for the services of capital goods is 
closely analogous to the price for the .services of natural agents; and the fact 
that this analogy holds particularh- for the short run and decreases with the 
increase in the length of the time to which a proposition is intended to apply.®® 
Another class of extensions sprouted directly from Ricardian roots. A man 
who still persisted in seeing point in Ricardo’s emphasis upon ‘differential rent’ 
was Iikel\ to disco\er, as Bailey had done before, that such differentials were 
not confined to land. We ha\c had occasion to notice Mill's, Mangoldt’s, 
and W alker’s interi)rctations of entrepreneurial gains as rents of differential 
ability. Marshall presented the general case for the latter concept though, in my 

1 ^. ()]iptiiliciiiKT’s hook on David Ricardos Grundrententheoric (1909; 2nd ed., 
192-) niav he cited as an exam])le. 

Sec, e g., .Aehillc Loria’s work, Rendita fondiaria . . . (1880). 

Moreo\cr he did so on the untenable ground that royalties do enter into the 
price of the ininerul mined in a sense other than that in which docs the rent of 
agricultural land. 

Also sec liidgeworth’s work on the subject (republished in vol. i of his Papers) 
and Wiescr’s Thcoric der stddtischen Grundrente (1909). 7 ’he latter reads like an 
ap])lication of Ricardo’s theory of rural ground rent, Ricardo’s marginal land being 
replaced by the ‘peripbericaV urban land that yields no higher rent when used for 
building than it would in its optimal agrarian use. 

®® There is, of course, no sharp dividing line between quasi-rent and rent proper. 
If wc assnnic that the greater part of a landlord’s income is also quasi-rent, then we 
may say that, at any given moment, the bulk of capitalist income (in the Marxist 
sense) is quasi rent. Also there is no sharp dividing line between quasi-rent and wages. 

A physician’s income is in part quasi rent though usually classed with w'agcs. The 
‘rent* or ‘(jiiasi rent’ yielded by a pieex! of land that has been reclaimed by the owner’s 
labor is, in part, at least, in the nature of wages. A little reflection will show that 
this is more than an otiose play with concepts. 

[On Bailey, sec above. Part iii, ch. 4, sec. 5c; on the interpretation of entrepre¬ 
neurial gains as rents of differential ability, see above, sec. 2b.] 
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opinion, this only scn'cd to expose its emptiness.®'* Similarly, a man who has 
acquired Ricardo’s habit of deducing rent from the physical ‘law of decreasing 
returns from land’ may easily discover the ubiquity of this phenomenon wher¬ 
ever factors are being applied to a fixed quantity of one of them: this 
amounts to generalizing Ricardo’s rent concept b>- generalizing Ricardian de¬ 
creasing returns. If the fixed factor is plant and equipment—which may in fact 
be taken as fixed in the short run—we shall, after a certain point, observe 
decreasing ph\sical returns to succcssixe 'doses’ of those factors that can be 
varied in the short run, and the Marshallian quasi-rent then appears as the 
exact analogue of the ‘Ricardian’ rent of land.®* 

Third,®® the aspect of the ‘Ricardian’ theory of rent that appealed most to 
policy-minded economists was the aspect suggested by the words Surplus or 
Residual. Strictly speaking these words, as applied to the rent of natural agents, 
had lost their meaning in the fevons-Menger-W’alras analysis, which was no 
longer under the necessity of explaining rent as a ‘leftover’ sui generis but was 

Principles vi, ch. 5, jj 7 and ch. vS. Jj S. llic statement in the text requires pro¬ 
tection against two inisnndcrstandings. First, it must not be understood to refer to 
the entire contents of the two paragraphs just cited, which contain many a profound 
remark. Second, it must not be understood to imply denial of the importance—which 
on the contraiy I think paramount both for economic and for sociological anaUsis— 
of the wide range of variation of the ‘natiirar abilities of men. All I mean is that 
the theor>- of rent contributes nothing to our understanding of the role of supernormal 
abilities and that nothing is gained by calling tlicir earnings rents except that by so 
doing VC are enabled to show—which was indeed Bailey's purpose—that differential 
fertility of different plots of land is entirely superfluous also in the theory of the in¬ 
come from ownership of natural agents. 

Let us repeat that it was in this manner that J. B. Clark found his way toward 
a marginal productivity thcor\' of distribution. At least this seems to be the natural 
inference from his ‘Distribution as Determined by a Law' of Rent,' Quarterly Journal 
of Economics, April 1S91. But in order to be able to travel this way, he had to re 
nounce community with Ricardo, for wliosc teaching it was c.ssential to hold that 
the rent phenomenon is specific to the land factor. 

More precisely, it appears as the exact analogue of the so-callcd second case of 
Ricardian rent, which refers not to the application of capital and labor to dccreasingly 
fertile or more distant plots of land but to tlic application of successive ‘doses’ of 
capital and labor to the same plots of land. It should be observed, however, that the 
true importance of the qua.si-rent concept is quite independent of this analogy'. 

I am not going to include here the ‘psychological rents’ that result from the 
‘laws’ of decreasing marginal utility or increasing marginal disutility. One of them, 
consumers’ rent, will be considered later (.see below, ch. 7, sec. 6 and .Appendix). In 
addition, we may speak of a savers' rent that may be derived, if we wish, from the 
fact that .savers’ behavior can be described in terms of a marginal ecpiality bctw'cen 
the advantages of saving or consuming an additional dollar’s worth of resource.s, and 
that there is hence a surplus of advantage on the intramarginal dollars; and of a 
laborer’s rent (Marshall’s producers’ rent) that may be similarly derived from the 
balance, at the margin, of the advantages of another hour’s lei.sure or work w'hich 
implies that there is a surplus of advantage on the intra-marginal hours of work, lire 
validity of these concepts is one question; their value is quite another. In any case, 
these ‘rents’ must not 1^ confused with those associated with ‘laws’ of physical returns. 
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able to explain it directly and on the same fundamental principle with other 
tv'pes of income. But economists soon found that they might retain the surplus 
aspect all the same. Rent might be capable of being interpreted as the pay- 
ment for the services of a requisite of production, but this payment was not 
necessary in order to call forth the corresponding service, whereas it was in 
the eases of the services of capital goods and of labor—a fact that seemed 
important for questions of welfare economics and of taxation. Marshall, shift¬ 
ing emphasis to this surplus aspect of rent, gave a lead toward expressing it 
by saying that the services of natural agents were ‘costless' in the sense that in 
order to ha\'c them, socich' need not incur ‘real cost* (disutilities of labor and 
sa\ing).’'^* But if vve elaborate this unearned-surplus aspect of rent, we discover 
two things. 

In the first place, we discover, as we discovered before from another stand¬ 
point, that rent defined as a ‘surplus’ is no more confined to natural agents 
than is rent defined as a productivih- income. Similar surpluses, that is, dif¬ 
ferentials o\er and abo\e the payments that would be necessary to call forth 
the corresponding supplies of goods and services, arc scattered all over the 
economic organism. Slany workers, and not only movie stars, receive much 
more than the amount necessary to induce them to do what they arc actually 
doing, and in many eases they would offer more service if they were paid less 
per service unit. F.\en if we carry the hypothesis of perfect competition as far 
as it is possible without getting ludicrously out of contact with facts, there 
are plenty of situations of advantage, some short-lived, others more durable, 
in \\hich such surpluses arc earned. Under conditions of monopolistic compe¬ 
tition, let alone straight monopoly,^'’ such situations must be still more fre¬ 
quent. Finally we may include gains from situations of advantage that are 
created by ‘collusion* (contrived scarcities) or by specific “ institutional pat- 

•“'TIic reader will observe that this is something different from saying that the 
payment for such services does not ‘enter into the price of products.’ 

.Again, the reader will perceive the essential difference between subsuming monop¬ 
oly gains under surpluses of this kind and explaining the rent of land as a monopoly 
gain: the two have nothing to do with one another. But any difficulty the reader 
may have in reali/.ing this bears witness against the advisability of calling these sur¬ 
pluses rent. It constitutes in fact a t>pical instance of unnecessary confusion being 
created for no better reason than a preference for terms that, like rent, have acquired 
derogatory- associations. If it w-erc not for this, it would be readily recognized that 
‘sunffus’ docs all that is needed and that the term ‘rent,’ in this connection, is re¬ 
dundant. 

By emphasizing the w'ord ‘specific’ I mean to convey that mere reference to the 
general institutions of capitalist society, such as private property, covers an economist’s 
failure to exjffain a return more often than it affords explanation. This is w>hy. much 
to the displcasiiie of critics of a certain type, competent economists of all times have 
alw’ays looked askance at w'ork that uncritically used the phrase Institutional Rent. 
'Hie case is different, of course, where the existence and the modi operandi of specific 
institutional factors can be fully establislied. E.xamples are afforded by protective duties 
(including measures of some of our states that in effect amount to protective duties), 
certain features of recent labor legislation, and so on. 
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terns. A tendency has asserted itself in our own time to combine all such sur¬ 
pluses under the heading of rent. Tliough the incomes from ownership of 
natural agents arc included, they only form a special case of rent in this sense, 
the theor>' of which has but little in common with the thcor\- of rent siir\eycd 
in the first part of this subsection. 

In the second place, however, we also discover that part of the surplus gains 
under discussion divide up into two classes between which there is an ana¬ 
lytically significant difference. Consider a natural agent, perfectly homogene¬ 
ous in quality', perfectly divisible, and perfectly transferable between the dif¬ 
ferent uses (industries) that it is capable of serx ing, and let us assume perfect 
competition all round. Each of these uses will then be goxerned by what we 
have called opportunity cost. The users of the factor may therefore have to 
pay all that its services arc worth to them, in which case no surplus attaches 
to its use."*- And the owners may receive, from each group of users, no more 
than they could rcceixc from any other. They derixe no surplus oxer oppor¬ 
tunity cost, though the whole of their receipts may be, in another sense, a 
surplus over Marshallian real cost.'** In another class of eases this is not so. 
It is unncccssarx’, I hope, to adduce examples in xvhieh owners of requisites 
of production, whether or not they be natural agents, earn surplus gains oxer 
opportunity costs: technological difficulties of ‘transforming saxings' into cer¬ 
tain types of capital goods suffice to create, for the owners of the latter, gains 
over opportunih' costs that arc also gains oxer real costs which, at least in the 
short run, even otherwise quite unimpeded coinj^etition may be inadequate 
to remove.*'* 7 Tie distinction between surplus gains oxer real costs that are 
also surplus gains over opportunih- costs, and surplus gains oxer real costs that 
are not, is sufficiently important to be recommended to the reader's attention, 
especially because the former do not, and the latter do, plax an essential role 
in the process of allocation of resources. 

does not hold for marginal quantities if the intraniarginal 'siiridus' is ah 
sorbed by payments to other factors. [J. A. S. questioned this note and the sentence 
to which it applies.] 

•** Tliis proviso should suffice to negative any idea of using opportunity cost for 
apologetic purposes. 

The xx'ording of the sentence above is inspired by a passage in Pareto's Cours 
(2nd vol., J 745 et seq.). Pareto’s share in this generalization of an aspect of the old 
rent concept, which w'as to gain popularity in the Anglo American literature of our 
own epoch, deserxes to be mentioned in sjjite of doubts as regards the analytic prog 
ress thereby accomplished. N<»t that the facts envisaged by the Paretian thcf)r>' of rent 
are unimportant. But I can .see no point in grafting them upon the <iuite heterogeneous 
facts that are satisfactorily described by the marginal prfKliiclivity theory. See, however, 
the work of one of Pareto’s disciples, Professor G. Sensiiii, La teoria della *rendita* 
(1912). 

Sec especially Joan Robinson, The Economics oj Imperfect Competition (1033), 
ch. 8. Mrs. Robinson may be considered to Ik- tlie cliief authority on the ‘nexv’ theory 
of rent at w'hich we have glanced. Four references on the subject of this sii]>sec:tion 
are added to enable interested readers to fill the many lacunae of our sketch: A. S. 
Johnson, "Rent in Modern Economic 'Fheory/ Publications of the American Economic 
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(c) Wages. Longficld’s and lliiincn’s old marginal productivity theory of 
wages was the new thing in the 188o\s and 1890’s and, at least among leading 
theorists, the accepted thing for the rest of the period and beyond it. Bohm- 
Bawerk’s amendment, namely, that the real wage rate, in perfect equilibrium 
and perfect eompetition, should be equated to the Discounted Marginal Prod¬ 
uct of Lalwr rather than to the Marginal Product of Labor gained some votes 
after 1910, in the United States mainly because Taussig threw the weight of 
liis authority into the scale.”' We need not stay long to discuss the Kpes of 
wage tlieories that preceded the vogue of the marginal producti\ity analysis, 
])artly because most of them did not amount to much and partly because we 
Inne learned the necessary minimum about them already.^^ Suffice it then to 

Asssneiutiem, ^rd scries, in, Novenihcr 1902; B. Sumsonoff, Esquisse d une theorie 
iicuaulc dc la rente (1912); the contributions on the rent of land, especially that of 
I'. X. Weiss, ‘Die t'.nindrente iiii System der Nut/wertlehrc,’ in Wirtschaftstheorie 
dcr (le^cnw'art (in, ed. Hans Mayer, 192832); and Gerhard Otte, Das Differential- 
cinkommen im Lichte dcr neueren Forschung (1930). a work that clarifies many ha/y 
]n>int.s and iiu identally establishes the emptiness of the concept of differential rents 
all the more effectively because the author does not mean to do so. 

Jh)hin Ihiweik’s amendment, just like the analogous amendment in the case of 
rent, is merely a consec|uencc of his theory of interest. How far it is invalidated by 
the argument from synehroni/ation is therefore not a separate question: it is answered 
as soon as we lia\c answered it for interest. But another question arises here: how 
far should Biihin Bawerk’s (and l’aussig*.s) theor\' of wages be iiiteriiretcd as a re 
habilitation of the wage fund theory? W’e may indeed arrange our terminology in such 
a way as to bring out a strong similarity (which Taussig was inclined to do). And 
we may interpret so much into Ricardo. McCulloch, and J. S. Mill as to make them 
‘forerunners.’ Gn the whole, however, I am inclined to think that this blurs the 
essential lines of doctrinal development instead of bringing them out. In Bohin- 
Bawerk’s stnietnie, ‘enjiital’ plays so different a role in relation to wages and joins 
foKvs with so many elements which the wage fund theorists did not see that it seems 
more confusing than enlightening to stress the tenuous affinity that no doubt exists. 
In any case, if we arc not content with Je\'ons and Rac as predecessors, it is the 
affinity with Senior and Marx that should be cinphasized rather than the one with 
tlic wage fund theorists properly so called. 

Ibe wage fund controversy has been followed into the period under sun-ey in 
our dcscTi]>ti()n of the issue in Part in (sec ch. 6. sec. 6f). For the Marxist theory of 
wages, see Part iii, ch. 6. secs. 2 and 6. 'llic use of the bargaining power element in 
the explanation of wages coincides of course with its use in the explanation of ‘profit.* 
riiongh the wage theorists other than the marginal productivity theorists added points 
of xaliic here and there (for example they inquired with care into the relation between 
wages and hours on the one hand and workmen’s performance on the other; see L. 
Brentano's influential contribution under that title, English trans.. Hours and Wages 
in Relation to Production, 1894). for the most part they' went on discussing the 
'classic* problems. 1 ’wo .American works, how'cs'cr. twk a higher flight. One was F. A. 
Walker’s Wages Question (18761, which expounded the ‘rcsidual clainiant* theory'. 
'Hie idea was really not quite new; in substance Senior had already had it {Outline^ 
p. 185 ct seq.). But Walker worked it out and propagated it in his popular textbooks. 
It may be best conveyed by contrast with Ricardo. Ricardo, as wc know, first elim¬ 
inated rent from the price problem so as to be left with ‘profits’ plus wages. Then 
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recall that most of these wage theorists went on killing the wage-fund theory— 
some of them in the mistaken belief that they were thereby gaining a point 
for labor—and that, with practical imanimitv. the>' held that wages were not 
paid out of capital but out of consumers* income (George, Walker, Sidgwick, 
Brentano, and many others), "lliough this argument, as we also know, rests 
upon a misunderstaiuling of the wage-fund theory, it should be noticed that 
it did, in fact even though not in intent, pave the way for the marginal pro- 
diictivit)' theory. 

Let us cast at least a perfunctory glance on the victorious onward march of 
this analysis as applied to wages, neglecting all minor points. Jc\ons* statement 
in the brilliantly original Chapter ^ of his iVieon* must be mentioned first. 
Monger’s prc.sentation is. however, fully equal to it in spite of being still more 
incomplete. W’alras’ earlier formulation is somewhat impaired by the fact that 
his constant production coefficients, like M’icsci’s, exclude the possibility of 
taking account of relations of substitution between labor and other requisites 
of production within each firm. Marshall established the marginal j)ioductivit> 
analysis of wages in England, succeeding more completely than he seems to 
Inne wished. But Edgeworth's \aiious contributions should not be forgotten 
(see especially his paper on the ‘Theory of Distribution,' 1904, rei)ublished in 
Papers Relating to Political Economy, vol. 1). Among other things, he ex¬ 
ploited the new catallactics for the purpose of treating special cases of wage 
determination. \ particularh felicitous idea of his was to invoke the theory of 
international values in order to elucidate the relation between ernplo\tTs and 
employees—treating them by analogy with different nations that trade with 
one another—or between non-competing groups of workmen. Wickstecd and 
especially W'ickscll then greatly improved the Austrian theory. 

The development in the United States was largeh' independent of the con- 

hc went on to determine wages independently .by equating them to the minimum of 
existence?, and profits remained as a residual (unless indeed wc credit him with an 
abstinence thcors', which we now do not do). Similarly, \\ alker detennined the other 
shares in distribution independently so as to be left witli wages as a residual. Opponents 
(Taussig, e.g.) pointed out that this clashes with the facts of the modern wage con¬ 
tract. But the decisive theoretical objection is in the methodology that such a thcor> 
involves, to wit in the ver\' attempt to determine indejKiidently any elements of a 
system of interdependent elements. 

The other work was F. \\'. Taussig's Wages and Capital (1S96, London School 
Reprint, 1952). It must be mentioned here and not among .Xinerican contributions 
to the marginal productivity theor>', because in 1896 its author had not yet accepted 
the latter. In fact, so far as the book is concerned, he had not even noticed it: there 
is not even mention of the name of Thiincn. Its claim to historic importance rests 
upon his, in great part original, attempt to graft Bdlun Bawcikian doctrine upon the 
‘classic* sy-stcin. But it is recommended to the attention of the reader also for another 
reason: it is a masterly performance in a style of theoretical reasoning that has com¬ 
pletely gone out of fashion. By perusing it, the reader, besides learning a lot, will be 
able to acquire an idea what this style was like at its best. 

It is interesting to note, however, that it docs not introduce any time discount 
on the marginal product of labor. 
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tcmporancous development in Europe. The marginal productivity theory, in a 
very advanced version that took full account of the relations of substitution 
among productive factors and came ‘close to the modern concept of a mar¬ 
ginal rate of substitution/ sprang ready-made from the brain of Stuart Wood, 
whose two papers on the subject should assure liis position in the history of 
analytic economics: ‘A New View of the Theory of Wages' (Quarterly Jour- 
nal of Economics, October 1888 and July 18S9) and ‘The Theory of Wages' 
(Publications of the American Economic Association, iv, 1889). Simultane¬ 
ously with the latter <i.e. in the same volume of the Publications) J. B. Clark 
published his marginal productivity theory of wages, ‘'Ilie Possibility of a 
Scientific Law of Wages/ In 1S92 appeared M. M. lliompson's Theory of 
Wages. 'I’aiissig, thereby joining the ‘inarginalists,* introduced Bdhm-Bawerk’s 
amendment into American wage theory (‘Outlines of a Theory of Wages/ 
Proceedings of the American Economic Association, April 1910). 

I'or the rest, I shall confine myself to mentioning three standard works of 
our own epoch which are all based upon the marginal productivity theory of 
that period. I he first is P. H. Douglas’ Theory of Wages (i9?i4)« which will 
have to be mentioned again as one of the boldest ventures in econometrics ever 
undertaken. 'I'he second—whose great merits arc somewhat impaired by not 
qnife adequate handling of the tools of theory—is J. W'. 1 '. Rovvx^’s Wages in 
Practice and 't heory (192S). The third, so far as theory is concerned, by far the 
most significant Marshallian performance in the field, is L R. Hicks’s Theory 
of Wages (1932). I’hcsc stepping stones will carry the reader to the beginning 
of the Keynesian eontroversies. 

Since consideration of some of the more delicate questions about marginal 
prodiictivitv^ must be postponed to the next chapter, this is leallv' all that 
needs to be said for the moment (sec, however, the subsection on Labor Eco¬ 
nomics below). But in view of the fact that misunderstandings persist to this 
day concerning the nature and value of the marginal productivity analysis in 
its specific application to wages, the reader will perhaps condone or welcome, 
as the case may be, the following cxplanatorv* comments in spite of the repeti¬ 
tions some of them involve. 

First, then, let us recall what has been said above about the difference be¬ 
tween I.x7ngficld*s and lliuncn’s marginal productivity and that of Jevons and 
Menger. Longficld’s and Tliiincn’s concept is the one revived by Stuart Wood 
and the one that is commonly used now. The current textbook simply says 
that, in perfect equilibrium and perfect competition, the money wage rate of 
everv' kind of labor equals the physical marginal increment of the product due 
to the ‘last’ increment of labor applied (marginal product of labor) multiplied 
by the equilibrium price of the product. But with Jevons and Menger and 
also with Marshall, this was not the basic concept, llicir basic concept was the 
increment of satisfaction individual consumers experience from that increment 

♦•Justice, but not more than justice, has been done to his performance by Pro¬ 
fessor Stigler (‘Stuart Wood and the Marginal Productivit>» Theory',* Quarterly Journal 
of Economics, August i947)> to whom the statement above in quotes is due. 
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of product.Only a theory that uses this concept is a genuine imputation 
theory of wages and really should he distinguished from simple marginal pro¬ 
ductivity theories that do not use it. But both \ icld the same results, of course, 
and if we do not care for the 'deeper meanings’ that ]e\ons and Menger be 
lieved the imputation theory reveals, wc may deduce the usual formula for the 
competitive wage rate without using that concejJt."*^ In many important cases 
of applied wage thcor> wc do not even need the usual formula but ma\ treat 
the determination of the wage rate simply as a matter of supply and demand. 
And this is why Fleeming Jenkin must now be added to the list of the build¬ 
ers of modern wage theory (Part 111, ch. 6, sec. 6f). Me used nothing but the 
simple supply and demand apparatus—taking c\ cry thing for granted that may 
be behind it—and was nonetheless able to deri\c important results, for c.\- 
ample, about the possibilities of trade-union policy. But an important limita¬ 
tion of his considerable performance should be noticed at once, especially be¬ 
cause it carries o\er to the Marshallian analysis of wages. An anal> sis that uses 
the simple demand-supply apparatus is esseiitialh Partial Anahsis, that is to 
say, it takes as independently given the factors that determine the demand 
and supply schedules. As wc shall see, this is inadinissiblc in the case of so 
important an element of the economic system as is labor as a whole. To illus 
tratc the point, let us for a moment consider the most obviously practical iin 
plication of this. So long as wc operate with given demand and supply 
schedules which do not change when wage rates change, then we shall ordi 
narily have a single equilibrium rate of wages such that any increase of it 
creates (or increases) unemployment. And praeticalh all economists of this 
period would have subscribed to the latter proposition, e\en for a general in¬ 
crease of wage rates.*^ 


•’'’^Denoting by Ui the total satisfaction of consumer i, by Xj (luantity of the coin 
moditv' ; he consumes, and by L the labor that goes into this commcKlity, the concept 

in question is given b^ I his, barring the partials, is Icvoiis’ expression which 

bxj bL 

recurs in Marshall's Principles. It should be reemphasized that the marginal utilities 
as well as the marginal physical products involved arc individual marginal utilities and 
marginal products of individual firms. No question of social evaluation comes in to 
add to our troubles, though W’ieser’s and Clark's expositions seem to suggest this. 
Nor need we meet any such thing as a marginal social product. I his concept has in¬ 
deed been introduced by Professor Pigou as a tool of his welfare economics and dis¬ 
cussed by Professor Edgew'orth (see his paper, ‘Tlie Revised Doctrine of Marginal So 
cial Product,' Economic Journal, March 1925). But this was a special construction 
for a special purpose and has no place in the explanatory tlicory of wages now' under 
discussion. 

This usual formula (marginal physical product times equilibrium price), of course, 
does not apply to any cases other than that of pure or perfect competition in all 
factor and product markets. See below, cli. 7. 

®2Tlie specifically Bohm-Bawerkian version reads like this: if in a state of equilib 
lium an increase of w'agc rates is impo.scd upon the system, then another and longer 
'period' of production becomes the most profitable one; if this is adopted, however, 
tlie existing subsistence fund suffices only for a smaller number of workmen; hence 
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Second, recalling what has been said about the formal character of the mar¬ 
ginal productivity theory, let us ask ourselves how far this theory provides a 
‘causal' explanation of wage rates. On the one hand, it is elear that in order 
to enable it to explain any particular level of wages that wc obserxe in any 
given place at any given time, it is necessary to feed into it the particular facts 
of that place and time; and these facts, such as the available amounts of com¬ 
plementary factors, and not the margins (if productivit>' may then be called 
the true or ultimate causes of that wage rate. On the other hand, it is equally 
clear that wage rates, being cleinents in a s>stein of interdependent magni¬ 
tudes, are simultaneously determined with all its other elements so that e\en 
in pure theory—that is, irrespective of the facts of any particular case—they 
cannot be said to depend upon a margin of prodiicti\ih' as if this were an 
ultimate datum. However, this is all that Marshall can have meant when he 
wrote that wage rates are determined at the margin and not by the margin. 
But this aigiiincnt only jiarallels MarshaH’s argument aiioiit marginal utility— 
about the three halls resting against one another in a bowl—and admits of a 
similar reply.' * In an\ ease, it does not reduce the value of the marginal pro¬ 
ductivity theory as a tool for solving wage problems."* 

'Ihird, he who wants to use the marginal productivity of labor as an ex¬ 
planatory principle and as a tool for solving wage problems must, of course, 
understand it and acquire some experience with it. If he fails to fulfil these 
conditions, difficulties will crowd upon him which, human nature being what 
it is, he will turn into so many objections, cspecialh if, suspecting apologetic 
traps,"-"' he dislikes the theory in the first place. But for the period under dis¬ 
cussion there was an excuse for this. ^Flic theorv' was not only not developed 
in a manner that would have shown its usefulness—as it stands out, for ex¬ 
ample, in Hicks’s Ihcory of W’ugc.s (1952)—^Init in many cases it was also 
faultily formulated. Some economists even had difficulh* in seeing the differ¬ 
ence between the marginal product of labor and the product of marginal 
(least efficient) labor. Others seem to have believed that the marginal produc- 

thc rest become nnemployecl. Observe that this argument far transcends the simple 
siq^ply and demand argument; and also that it is intended to hold only for an im 
posed increase of wages and not for one that results from an increase in the sub¬ 
sistence fund. 

Its formulation is left to the reader as a useful exercise. 

Sec, c.g., the treatment of the wagc-niinimum problem in Pigou's Wealth and 
Welfare (1912). 

It is liopcd that it is unnecessary to go into this again. I should perhaps add, 
however, that the large majority of economists who defend increases in monetary 
wage rates or resist reductions have very little to fear from admitting the conectness 
of the theor\'. l*or their arguments will in general be based upon assertions of fact 
that have nothing to do with it. Few if any will care to espouse arguments that 
really conflict with it so soon as the common-sense complement of it is brought home 
to them in each individual case. Moreover, the fact that the use of the marginal 
productivity theory is a proposition about a rate of wages that would prevail in per¬ 
fect equilibrium and perfect competition in itself suffices to show the vast expanse of 
territory the theory leaves uncovered. 



944 FROM 1870 TO 1914 AND LATER 

theor\' of wages breaks down if increased wage incomes or reduced hours 
increase the efficiency of labor.®** 

Fourth, in consequence of this \vc find that many labor problems continued 
lo be treated b> means of the tools that had served the ‘classics.’ 'Hiis holds in 
particular for the machinery problem. It received plenty of attention but anal¬ 
ysis rarely rose above the old arguments pro and con the ‘compensation theory.' 
Such as it was, this discussion on technological uncinploy incnt provides, how- 
e\cr, one of the answers to the Keynesian indictment that tlie theorists of that 
period knew of no unemployment other than ‘frictional’: for technological 
unemployment, even if essentially temporary so far as the effects of any indi¬ 
vidual act of mechanization is concerned, may c\idcntly become a permanent 
phenomenon through being incessantly re-created.*' 'Ihc purely theoretical 
question of full employment in perfect ciiuilibrium and perfect competition 
will be considered in the ne.xt chapter, and nothing need be added to w*hat 
has been said before on the supply of labor. 


6. Tin: Contribution ok the Applied Fields * 

We ha\e repeatedly noticed that the economists of the period, or most of 
them, approached questions of economic policy, or many of them, in a new 
spirit. In this section we shall not dwell on this fact again, but rather hunt 
for the contributions to analysis that resulted from their preoccupation w*ith 
practical questions. In all cases, these preoccupations advanced scientific knowl¬ 
edge mainly by increasing our command over facts. Gains for our analytic ap¬ 
paratus, though of course not absent, were much smaller than they might 
have been. We shall briefly survey the more promising fields (except money 
and cycles, which arc considered in eh. S). 

But w'C shall not consider dcNclopmcnts in the field of business economics 
(business administration, Privdtwirtschaftslehre]y including accounting and 
‘actuarial science.’ It has been emphasized from the first that there is really 
no better reason for separating it from general economics than that a large 

s® 7 'hc theory of substitiitum, Matshairs exposition of it notwithstanding, w'as far 
from being common property even by the end of the ixrriod. I his is the reason why 
Charles J. Bullock's paper f)n ‘T he \’ariation (jf Produc tive I*'orccs‘ (Quarterly Journal 
of Economics^ August 1902) in spite of various shortcomings deserves to be put on 
record as a major contribution. 

We are free, of course, to define the concept of frictional unemployment so 
w'idely as to include technological unemployment and also the other types of un¬ 
employment that were recognized—mainly: unemployment from imperfections of 
competition; unemployment from monetary causes: and unemployment from business 
fluctuations, whatever their cause—but then the indictment loses its force for, thus 
defined, friction is no longer an obviously inadequate explanation of the observed facts 
of unemployment, in particular, the indictment should not have been directed against 
Pigou's Theory of Unemployment (1933}. For the period, see especially W. H. Bev¬ 
eridge, Unemployment (1909). 

[The following section was unfinished and untyped at the time of the death of 
J. A. S.] 
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majority of economists, believing themselves to be concerned with the affairs 
of nations, used to consider the details of the economic lives of households 
and firms to be outside of their sphere and also, perhaps, somewhat below it. 
Actually, this material is basic to the work of the economist so soon as he goes 
beyond the most jejune assumptions about individual behavior, and co-opera¬ 
tion between business and general economics is a primary necessity for both. 
But during the period under survey, there was so little of it that all we could 
do would be to list the results of the explorations of business practice under 
taken by business economists, which failed to inspire general economists as 
completely as the advance of economic theory failed to inspire business econo¬ 
mists.^ Let us note, however, that Marshall, by dealing extensively with the 
behavior of businessmen, ga\e an important lead toward a merger of large 
paits of business and general economics; and that Irving Fisher (in Capital 
and Income) took a first step toward co-ordinating the economist's and the 
accountant's work.- 

(a) International ’hade. [This subsection was planned but not written.] 

(b) Public Finance. From the comments made on this subject in Chapter 2, 
we recall that the period was emiiienth' one of what 1 might term comfortable 
finance—the result of increasing wealth and rclati\cly peaceful conditions, on 
the one hand, and of bourgeois influence upon public expenditure and taxa¬ 
tion, on the other. Pressure on economic activity was accordingly light—so 
light as to justify exclusion from the general analysis of the determining fac¬ 
tors of the economic process, ^\’e ha\c also noticed that toward the end of 
the j>criod a new sjnrit began to assert itself in political practice, and this new' 
spirit did not fail to show in the writings of economists. It is not onh* that 
leading academic authorities, such as Marshall, began to approve of what was 
then considered high direet taxation—including inheritance taxes—^l^ut also 
that they began to espouse what was a mortal sin against the spirit of Glad- 
stonian finance, namely, a polic>' that w'cnt beyond taxing for revenue and 
aimed at taxing in order to change (‘conecF) income distribution. Adolf 
Wagner for Germany and A. C. Pigou for Pmgland may serve as examples. 
Ihc counter argument that points to possible harmful effects of high and 
progressive taxation on effort and capital formation—which on the popular 
level took the shape of the goose that laid the golden eggs—was much in 
evidence, the more so because practically all economists of standing took a 
view' very favorable to sa\ing. 

More anah'tic effort went into two old topics that were bound to benefit 
from the new' theories. The one was 'justice.' Ethical postulates changed with 
the times, of course, and the ‘principle of ability'' to pay and a 'social theory 
of ta.xation'—including, among other things, special taxation of privilege, a 

> Nothing characterizes the situation better than docs the fact that certain ele¬ 
mentary propositions of economic theory (e.g. about increasing and decreasing aver¬ 
age costs) were actually 'discovered* by business economists for themselves. 

2 An important, though later, response should be mentioned at once, Professor J. B. 
Canninifs Economics of Accountancy (19Z9). 
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term whose coverage tended to widen—^began to make converts.® But I do not 
mean these and other canons of justice per se, but genuinely analytic perform¬ 
ances that were induced by their advocacy. It ma\’ or ma>' not be the econo¬ 
mist’s business to posit imperatives; but it certainly is his business to rational¬ 
ize gi\en impcrati\cs b\ analyzing their implications. How much there was to 
be done in this line, we may infer from the fact that many economists were 
completely muddled about the \cry meaning of sueh ideas as equal, propor¬ 
tionate, and minimum sacrifice. Sonic thought (the error was originally Mill’s, 
I believe) that equal sacrifice implies minimum sacrifice; others thought that 
the 'law’ of decreasing marginal utility of income suffices in itself to deduce 
progressive taxation from a postulate of equal sacrifice.^ ’riicsc and other mat¬ 
ters of this t> pe were cleared up by a number of writers, among whom I men¬ 
tion the outstanding contributions of Edgeworth, Barone, and Pigou.® 

nie other topic was Shifting and Incidence. ['I’liis subsection was not com¬ 
pleted.] 

(c) ImBot Economics. In Chapter 2, we surveyed the political conditions of 
that period which were bound to impart a powerful impulse to the study of 
labor problems. In Chapter 4, we registered some of the effects produced 
upon the economic profession by Sozialpolitik and still more b\' the spirit of 
Soziedpolitik. In Section 5c of this chapter, we surveyed the contribution that 
economic theory made to labor economics. It remains to notice briefly the 
latter’s descriptive or ‘practical’ or institutional i)art which, owing to the 
policy-minded economist’s aversion to ‘theory,’ was then no better correlated 
with analytic economics than, in general, it is now.*’ Broadly speaking, we may 

® E. R. A. Sdigman’s Progressive Taxation in Theory and Practice (znd cd., 1908) 
must stand for a large body of literature in all countries. Rut both because of the 
eminence of the author and because of the originality of his idea of making taxiition 
semi-voluntary, I also mention W'icksell’s doctor’s thesis, Finanztheoretiscfw Vnter^ 
suchungen (1896), the suggestions of which have been partly developed by E. Lindahl. 
Gerechtigkeit der Besteuerung (Justice in Taxation], 1919. 

It does so if marginal utility of income decreases at a rate greater than that sug 
gested by Daniel Bernoulli’.s hypothesis (see above. Fart ii, ch. 6. sec. 3b). If it de 
creases at a lower rate, then the postulate of equal sacrifice of ‘utility’ requires that 
higher incomes pay a lower percentage than smaller ones (though, of course, higher 
absolute amounts). 

5 F. Y. Edgeworth’s papers on problems of taxation, one of them of fundamental 
importance, are republished in vol. ii of the Papers Relating to Political Economy 
(1925). As usual, his exposition proceeds by what I beg leave to de.scribe as picking 
out currants—such propositions as, e.g., that a tax on one of two related goods may 
induce a fall in the prices of both; or that a tax on both may confer a net benefit 
on the producer of one of them—.so that wc have difficulty in visualizing the spacious 
whole that is in fact the peak performance of its field and period. E. Barone’s ‘Studi 
di economia finanziaria,’ Giomale degli Kconomisti, April-May, June, and July-August 
1912. is a still more comprehensive treatise, of great power and originality, cast in 
the form of three separate studies. A. C. Pigou's various contributions were eventually 
combined in A Study in Public Finance (1928). 

® 71 iis should not be interpreted to mean that the faults were all on one side. 
Labor economists displayed indeed an unreasonable dislike for anything that looked 
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say that the period under discussion laid, in all essentials, the groundwork of 
modern labor economics. The subject did not quite attain the status of a recog¬ 
nized special field in the sense of modern American teaching and research prac¬ 
tice. But it commanded the services of a rapidly increasing number of special¬ 
ists. Principally these specialists were out for practical reform of legal institu¬ 
tions and administrative practice, and they had their own ideas about what 
it means ‘to apply reason to human affairs/ But this fact-finding and their 
recommendations did not fail to benefit general economics. As an example, 
take the minority report of the English Poor Law Commission (1909). 'Phis 
seminal performance, a belated reaction to the severe unemployment that had 
prevailed in England between 1873 and 1898, taught many an economist who 
stood in need of such a lesson that unemployment was at times very little 
influenced by factors under the workman's control: at all events, it was, or 
should have been, important raw material on which the general economist 
could exercise his analytic powers. 

In addition, monographs and treatises on labor questions began to appear 
in increasing quantities. Two famous monographs by Beatrice and Sidney 
Webb and Herkner's treatise or textbook arc familiar sain])lcs * from a rap¬ 
idly swelling literature. Statistical research was hampered by the inadequacy 
of material. But some efforts were nevertheless made in all countries.** As 
every reader of Marshall's Principles knows, general treatises allowed more and 
more space to labor economics, also to its purely institutional aspects. Previous 
textbook practice in this respect was far surpassed by the textbook of von 

like analytic refinement, and an unreasonable distrust in the mysterious formulae of 
the theorists* wage analysis. They did try to make things easier for themselves by 
putting theoretical arguments out of court a limine. But the theorists did not always 
enter the problems of the labor economist in a proper si)irit of co-operation. 'I'hcy 
were not always anxious to profit from the latter’s facts and recommendations in order 
to enrich their analysis. And some were as obnoxious as were most of the labor econo¬ 
mists to the charge of putting the other fellow’s argument out of court a limine. 
7 ’hcrc were exceptions. Some conspicuous ones will lx.* mentioned in the text. On the 
whole, however, co-operation and consequent cross-fertilization were less in evidence 
than were their opposites. 

^ B. and S. W'cbb, The Public Organization of the Labour Market (1909); and The 
History of Trade Unionism (rev. ed.. 1920). H. Merkner, Die Arheiterfrage (1894); 
comparison of the contents and methods of this book with the contents and methods 
of any modern .American textbook on labor economics is strongly recommended. 

* For England, in addition to Booth's sur\*ey of Life and Labour of the People in 
London (2 vols., 1889 91; 17 vols.. 1903) see, c.g., Robert Giffen's papers read to the 
Royal Statistical Society in 18S3 and 1886 ('Progress of the W'orking Classes in the 
Last Half Century',' and 'Further Notes on the Progress of the Working Classes in 
the Last Half Century'). In 1895 began A. L. Rowley’s unrivaled publications on 
English wages. The first of many articles, 'Changes in .Average W^ages in the United 
Kingdom between 1880 and 1891,' appeared in the Journal of the Royal Statistical 
Society, 1895. For complete list, see bibliography api>cndcd to Rowley’s Wages and 
Income in the United Kingdom since i860 (1937). Of the many attempts that were 
made in the United States to overeome formidable difficulties, I mention only: Scott 
Nearing, Wages in the United States, 1908-1910 (1911). 
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Philippovich. might fitly conclude these remarks by pointing again to the 
greatest venture in labor economics ever undertaken by a man who w^as pri¬ 
marily a theorist. Professor Pigou's 'Wealth and Welfare'* (1912). 

(d) Agriculture. [Planned but not written.] 

(c) Railroads, Public Utilities, 'Trusts/ and Cartels. Tlic statements with 
which I introduced the subsection on Labor Economics might almost be re¬ 
peated for what was done during that period in the fields of these and cog¬ 
nate topics. Again, the historian of economic thought would have to notice 
not only new problems but also a new spirit of dealing \\'ith them. 'The his¬ 
torian of economic analysis has little to report beyond a rich crop of historical 
and ‘descriptive’ ^^'ork, some of which has retained its interest to this day. 
For the rest we must confine ourselves to a few bald comments that arc neces¬ 
sary in order to round out our sketch. 

Any decent theory of cost and price ought to be able to make valuable con¬ 
tributions to railroad economics, and railroad economics ought to be able to 
repay the .service by offering to general theor\ interesting special patterns and 
problems. As has been pointed out before, there are great possibilities in a 
co-operation of economists and engineers; and few fields offer such possibilities 
as obxiously as does the railroad business. We find something of this but not 
much, though more could be unearthed from technological journals. As an ex¬ 
ample, I mention the work of Wilhelm Launhardt, who not only investigated 
the influence upon operating costs of gradients and curves but also produced a 
theory of railroad rates that, among other things, contained the theorem—his 
argument for government ownership is based upon it—that the social advan¬ 
tage from railroads will be maximized if charges be not higher than—as wc 
should say—marginal cost. It follows from this that the whole overhead would 
have to be financed from the government’s general revenue—the theorem 
that has been much discussed in our ox^ii day after having been independently 
discovered by Professor Hotelling.^** TTiis is \cr\' much more interesting than 
arc generalities about the desirabilih* of nationalization or regulation which, 
of course, were published in shoals. 

Most of the work of which Launhardt’s is an example was, however, done 

^ This work substantially embodies the main points of its aiithor’.s previous Prin¬ 
ciples and Methods of Industrial Peace (1903}. In Economics of Welfare, the suc¬ 
cessor of Wealth and Welfare, Pigoii’s labor economics are to be found in Part iii 
and in chs. 1, 5, 7, and 13 of Part iv. 

W. Launhardt, Die Betriebskosten der Eisenbahnen . . . (1S77). The theorem 
above occurs on p. 203 of his Mathematische Begriindun/i der Volkswirthschaftslchre 
(1885), which, for basic theory, adopts the principles of Jevons and of Walras, though 
we must accept Launhardt’s claim to independent discover^’ 'of a similar approach,* 
since we have accepted the analogous claim of others. His treatment presents several 
original points that are all of them to its credit. But his almost ruthless use of par¬ 
ticular forms of function—by which he produces results of disconcerting definiteness— 
should be .studied and improved rather than condemned a limine. 1 add his Kom- 
merzielle Trassierung der Verkehrswege (1872). The author was professor at the Icch- 
nological Institute in Hanover. Neither Palgrave's Dictionary nor the Encyclopaedia 
of the Social Sciences mentions his name. 
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in France. It must suffice to mention the performances of Cheysson,^^ Picard, 
and Colson. English railway economics of the period is, I believe, represented 
at its best by the descriptive analyses and the little textbook of Acworth. 
Professor Pigoii’s treatment of railway rates is, howe\cr, more fertile in results 
relevant to general economics,^^ especially as regards the issue: cost of service 
principle versus value of service principle (‘what the traffic will bear’). The 
quantit)' of American railroad publications of the period was, 1 am afraid, 
quite out of proportion to its quality. Serious analytical slijjs may be prosed 
even against works of standing that were in other respects meritorious and 
most of them are quite forgotten by now. Iladle\ ’s textbook is one of the 
not too nuinerous exceptions. All aspects of the subject, historical and institu¬ 
tional, there rccci\c adequate treatment. In addition, howe\er, the book mo\cs 
on a high le\el of anahtie ef)rrectness; and nobod> will ever surpass tlic tell¬ 
ing example b> which he dro\c home the truth that discrimination may, and 
often will, benefit all parties concerned, including the one that is being dis¬ 
criminated against (the case of the two o\ster-prodiicing villages that cannot 
supply a given inland market unless one pa\s a higher freight rate than the 
other). It is, h()\\e\er, characteristic of a comparatively backward state of 
anahsis that this case was treated like a curious exception instead of being 
made to follow from a more general set-up in which absence of discrimination 
would constitute a special (or limitingi case. 

Like railroads, public utilities should have proved both an important field 
of application and an important source of particular patterns for the theorist. 
Very little was aceoinplished, however,” that will bear comparison with 
Dupuit’s earlier contributions.*The hairopean discussions on nationalization 
and munieipali'/ation i)resent but little interest from our standpoint. Nor is 
there any benefit to the analytic apparatus of economics to report from the 
American discussion on rate regulation that dealt with the problem of the 

” r.mile Cheysson. The misleading title of an address of his that brimmed over 
with original ideas is ‘Statistiqiie geomctriqiie.’ 1887. Railroad costs and tariffs are only 
one of scxcral subjects there dealt w^ith in the true spirit of econometrics. 7 hc En¬ 
cyclopaedia of the Social Sciences says of him that he contributed nothing new to 
sociology or economics. A. M. Picard, Traiie des chemins de fer (icSS?), and C. Colson. 
Transports et tarifs (1890; Knglish trans.. 1914V 

12 W. M. Aew'orth, Railways of England (itSSoV Railways of Scotland (1890)—still 
worth reading even from the standpoint of ‘imrc’ thcorx-. Elements of Railway Eco¬ 
nomics (1st cd., 1905). Profe.ssor Pigou’s contribution w'as made within tlic framework 
of Wealth and Welfare (Part 11. ch. i8 in Economics of Welfare), 

*3 A. T. Hadley, Railroad Transportation (1885). 

1-* I may illustrate the kind of thing that I .should have expected to find by Mar¬ 
shall’s Pittsburgh gas ca.se. Sec A. Smithies, ‘Boundaries of the Production Function 
and Utility l''unction,’ in Explorations in Economics (193b). P- 3=^^- Marshall's treatise 
contains a large number of similar .suggestions that have never been appreciated as 
they should. 

*®Scc especially: De la Mesure de Vutiliti des travaux publics (1844) and De Vln- 
fluence des plages sur VutilitiS des voies de communication (1849), which will be no 
ticed again in ch. 7 below. 
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‘reasonable return on the fair value of the property* which the Supreme Court 
held public utilities should be ix'rmitted to earn. The various ‘theories’ of 
valuation for indemnity, taxation, and rate-regulation purposes that the legal 
mind produced offer curious examples of logical muddle. Many economists did 
useful work in trying to clear it up and seem, for example, after efforts extend¬ 
ing o\er more than half a centur\', to have convinced lawyers that the attempt 
to define a ‘reasonable’ rate of return with reference to the \aliie of a prop- 
ert>’ that is itself deri\cd from expected returns, iinolves circular reasoning. 
But this suffices in itself to characterize the le\el of this branch of economic 
analysis. 
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1 . Fundamental Unity of the Period’s Economic Theory 

Even for the preceding period we have been able to discern a considerable 
amount of agreement as regards the essentials of economic analysis and, in 
fact, a kind of average or modal system of general economics, dc\iations from 
which were the less frequent the greater they were. \\'ith much more confi¬ 
dence can we a\cr for the period under siir\ey that there existed by about 
1900, though not a unified science of economics, yet an engine of theoretical 
analysis whose basic features were the same e\ery\\hcre. 'J'his should be ob¬ 
vious from our survey in the preceding chapter. But it may be helpful, in view 
of the different impression we get when we behold the troubled surface and 
in \icw of the different opinion entertained by main historians, to show this 
once more. 

Nobody denies that, numerous differences in detail notwithstanding, Jc\ons, 
Menger, and \\‘alras taught essentially the same doctrine. But )evons’ and 
Marshall’s anah tic structures do not, in essence, differ more than the scaffold¬ 
ing differs from the completed and furnished house, and note xxi in the Ap¬ 
pendix to Marshall’s Principles is conclusive proof of the fundamental same¬ 
ness of his and W’alras’ models. Wicksell's engaging frankness reveals the two 
pillars of his arch to the most perfunctory glance: the one is W'alrasian, the 
other Bbhm-Bawerkian. ]. B. Clark’s blueprint, h(>\\e\er independently con¬ 
ceived, embodied substantially the same principles as did Marshall’s Book vi; 
Pareto and Fisher de\elopcd Walras. And, so far as professional theors is con¬ 
cerned, these names cover practically all of what we may call the period’s pri¬ 
mary work in ‘general theory’; the teaching associated with them, as has been 
shown in the two preceding chapters, shaj)ed practicalh- all of the sccondar>- 
or derivatiNC work of the period, except that of the Marxists. 

of the same subject. ’IhcTC is a brief and very early treatment of the whole chapter, 
which was not used because 1 believed it to have been .superseded by the later, more 
elaborate version here published. The first four .sccti<ms had been written long ago 
but sections ^ and 4 were in the process of revision, 'the last twcj sections and the 
Note on l.-tility, which appears as an appendix to the chapter, were written in 194S 
and 1949. Most of section 7 ( I he Walrasian 'I lieory of General I'Aiiiilihrimiij was 
still untyped. Section 8 ('Hie Production Function) and the Note on Utility liad been 
typed, but J. A. S. had hardly read the former and had no o]^portuiiity to revise the 
latter. In a sense, all the sections were unfinished in that J. A. S. indicated by short¬ 
hand notes that he would have made changes in the text and added footnote references. 

I am very much indebted to Richard M. CcKJclwin, who first put the various parts 
of this chapter together for me. As botli a student and valued colleagnc, he had 
w'orked with niy husband on thc.se problems and was probably better fitted than 
anyone else for this task. 

I have for tlie most part followed his .suggestions, but I have added one or tw'O 
things which turned up after Goodwin’s departure for Europe and removed .some 
'alternative versions' and the early version of the whole chapter mentioned in the 
first paragraph of this note. The interested scholar will find this material, along with 
the rest of the manuscript, deposited in the Houghton Library at Harvard University.] 
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Why, then, do the structures of these leaders look so different? And why 
is it that many c\cn of those of us who do see the fundamental sameness in 
thcin ncxerlhelcss deny the underlying unit)’ of that period's ‘general eco¬ 
nomics’? 'I’he answer to the first question is: because there were plenty of dif¬ 
ferences ill technique, in details, and in views on individual problems, and 
because in addition leaders and ftillowcis alike overemphasized them. 'I'hc 
most important differences in technique turned on the use or the refusal to 
use the calculus and systems of simultaneous equations: the same ‘theoiy^' 
looks quite different in this garli and without it—especially to the man who 
is not familiar with the funner. An example for the differences in details and 
at the same time for the propensity to overemphasize them is afforded by the 
controNcrsy on ‘real cost’ (see abo\c, ch. 6, sec. 4). And examples of differences 
in \iews on individual problems are the differences in the theory of capital 
and the different attitudes as regards Partial Analysis (sec below, sec. 6), which 
Marshall elaborated and Pareto affected to despise.^ But differences of tliis kind 
—and controNcisies arising out of them—arc part and parcel of the very life of 
ever) field of knowledge: if we allowed them to obscure the sameness of fun¬ 
damentals, we could never speak of the scholastic doctors as a group that 
was united as regards methods and fundamental results; we might not even 
be able to speak of a Marxist school. 

With reference to the second question, it must be remembered that our 
proposition of fundamental unity docs not apply to the first part of the period 
but onl> to the Classical Situation that emerged roughly around 1900. Before 
that there w as, of coin sc, not nu^re but less agreement among leading theo¬ 
rists than there had been around 1S50. ’Ilie system that was established by 
Jevons, Mcngei, and W’^alras in the iSyo’s and ivSSo's and found its classic 
form in Marshall’s Principles (1890) came to most theorists as something new* 
and unfamiliar. Nothing, in fact, proves .so convincingly that, forerunners not¬ 
withstanding, it actually w'as something new, as docs the resistance it met with. 
W hile the fight was on and individual adherents were being won here and 
there. Mill's economics—to choose Mill once more as reprcsentati\c—was in 
possession, and one more cause for dissension was being added to those that 
had divided economists at the end of the preceding period. Tliis also accounts 

* Marshall and Pareto—-the latter not only with respect to the ‘literary' economists' 
but also with respect to Walras—arc good instances of that overemphasis upon mat¬ 
ters of conii)arative detail that produces, and not in kniiien alone, the impression of 
the presence of fundamentally different ‘systems.’ But the outstanding instance is 
Casscl: the fundamental lines of his analytic structure arc Walrasian. Yet in the 
later editions of his Theoretische Sozialokonomie (Theory of Social Economy, 1st 
German cd. 191S; 4th cd. rev., 1927; English trans. 192^ and 193^) he did not even 
mention Walras’ name. And in his first paper on general theory (‘Gnindriss einer 
eleincntarcn Preislehre,’ Zcitschrift fiir die gesamte Staatsuissenschaft, 1899) he pre¬ 
sented a simplified version of Walras’ system for which he claimed fundamental nov¬ 
elty on the ground that it eliminated the marginal utility theory of value though it 
retained, in a different terminology, all that is essential to it. And the claim was 
widely accepted! 
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for the fact that the laggards who clung to the old doctrines, even after victory 
had been substantially won by the new, were both more numerous and more 
respectable than would have been the case if the ehanges had been less 'revolu- 
tionan.’ A random sample from the economists—or even theorists—taken 
from the whole period, therefore, might well seem to refute the proposition 
here advanced. But in addition there was a large number of ‘outsiders/ that is, 
of writers who championed theoretical systems of their own and coi^demncd 
professional theory without bothering to master it. And, finally, there was 
something else. Then as al\va\s, the majorih' of economists were absorbed in 
the task of inrestigating the facts and practical problems of the various de¬ 
partments of public policy. This majority, which was reinforced by the his¬ 
torical and institutional groups, had little use for ‘theory' and did not wel¬ 
come a new type of it. They never accepted it as an instrument of research 
but looked upon ‘marginalism* as a sort of speculative philosophy or as a new 
sectarian ‘ism* which it was precisely their business to eliminate by what they 
considered truly scientific and realistic research (see eh. 4 above). Hence they 
passed, in methodological and programmatic pronouncements, all sorts of 
sweeping judgments upon it. On the surface, the result was bedlam, especialh 
in Germany and in the United States—a multitude of discordant voices, all of 
which seemed to tcstif\' to the presence of an impasse. 'Ibc reader must try 
to understand, on the one hand, how very natural this was and, on the other 
hand, that it did not mean what it seems to mean.= Below the phrase-troubled 
surface, there was no impasse. 

2. Cournot and the ‘Mathematical School’: Px.onometrics 

It was during the period under survey that the inevitable happened: mathe¬ 
matical methods of reasoning began to play a significant and indeed decisive 
role in the pure theory of our science. Numerical or algebraic formulations and 
numerical calculations had occurred of course in the earlier stages of economic 
analysis: there were the political arithmeticians, the physiocrats, and many iso¬ 
lated instances such as Briscoe, Ceva, H. Lloyd, Condillac, whom we have no¬ 
ticed in their places, or the two authors rescued from oblivion l)y E. R. A. 
Seligman.' But the use of figures—Ricardo made ample use of numerical illus¬ 
trations—or of formulae—such as we find in Marx—or even the restatement 
in algebraic form of some result of non-mathematical reasoning docs not con- 

2 The truth that economic theory is nothing but an engine of analysis was little 
understood all along, and the theorists themselves, then as now, obscured it by dilcttantic 
excursions into the realm of practical questions. But it was emphasized by Marshall 
who, in his inaugural lecture at Cambridge (Tlie Present Position of Economics,* 1885), 
coined tlie famous phrase that economic theory i.s not universal truth but 'machinery 
of universal application in the discovery of a certain class of truths.’ 

^Essays in Economics (1925), pp. 82-^- One was an anonymous author, ‘E. R.,’ 
who in his Essay on Some General Principles of Political Economy (1822) used algebra 
in his treatment of incidence of taxation; the other was Samuel Gale, who wrote 
An Essay on the Nature and Principles of Public Credit (1784^6). 
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stitutc mathematical economics: a distinctive element enters only when the 
reasoning itself that produces the result is explicitly mathematical.® Of this, 
however. I know only three clear cases that antedate von Thiinen and Cournot: 
D. Bernoulli, Bcccaria, and, if we attach enough importance to even a glimpse 
of an equilibrium system, Isnard.® Tlic noiMiiathematical reader may wcl- 
conic an attempt at defining more closely the nature of the service that mathe¬ 
matics rendered to the economic theorists of the period under survey. 

[(a) The Senice Mathematics Rendered to Economic Theory.] We shall 
presently touch upon the serxices that mathematics rendered in the treat¬ 
ment of statistical material. Here we are concerned with its use in theoretical 
analysis tliat is quantiiatire but not numerical. Now, the layman when he 
hears of the application of mathematics to economies thinks primarily of tech¬ 
nical operations (‘calculations’) that involve the use of ‘higher’ mathematics, 
that is, the things that first come into view in the more achaneed ranges of 
the college student’s algebra and analytic geometry and then soar out of the 
range of the non-niathematical mortal. It is quite true that during (a little 
inore than ) the last quarter of a century really advanced methods ha\e incrcas- 
ingh iin])osed themselves upon economists, methods that would be rccog- 
ni/ed as either ‘hard’ or else very ‘special’ by professional mathematicians. 
Prior to 1914, however, this was not so, and very few publications that ap- 
jjcared earlier required of their readers—or c\en their authors—any proficiency 
in technical mathematics. Wliat was required, beyond the rudiments of algebra 
and analytic geomctr\’, was a knowledge of the calculus, and even of this the 
general ideas or logic rather than the more difficult techniques, for example, 
of integration. Barone was quite right when he averred in 190S that though 
mathematics was becoming indisiKnisablc to the theorist, every normal and 
normalK educated person could acquire what was needed of it by the spare- 
time work of about six months. 

Ihc logic of the calculus may be expressed in terms of a small number of 
concepts stich as xariables, functions, limits, continuity, derivatives and differ¬ 
entials, maxima and minima. Kamiliarity with these concepts—and with such 
notions as systems of equations, determinatcncss, stability, all of which admit 
of simple explanations—changes one’s whole attitude to the problems that 
arise from theoretical schemata of quantitative relations between things: prob¬ 
lems acquire a new* definiteness; the points at which they lose it stand out 

®niis is why N. F. Canard {Principes d*economic politique. 1801) and William 
^^*hcwcll (‘Mathematical Exposition of Some Doctrines of Political Economy,' Cam- 
bridge Philosophical Transactionst 1829, 1831, and 1850) do not figure here. Perhaps, 
however, Whexx'ell should be considered as an intermediate case. He does not quite 
describe fevons' derogatory comment. 

*On lliiinen, see above. Part 111, ch. 4, sec. 1; D. Bernoulli, above 11, 6, 3; Bec- 
caria, above 11, 3, 4d; and Isnard, above 11, 6, 3. 

The bibliographies draw*n up by Jevons (Appendix 1 to his Theory) and by Irxing 
Fisher (Api^cndix to the English trans. of Cournot's Recberches) are not quite com 
pletc but, on the other hand, much too inclusive: they list every writing known to 
their authors that displays as much as a single symbol. 



956 IV: FROM 1870 TO 1914 AND LATER 

clearly; new methods of proof and disproof emerge; the maximum of return 
may be distilled from the little we know about the form of the relations be¬ 
tween our N'ariables; and the logic of infinitesimals disposes automatically of 
much contro\ersial matter that, withcnit its hcli>, clogs the wheels of analytic 
advance.^ Did space permit, it could be sho\Mi instructively that a great part 
of the controversies of that period consisted sinij)lv of contro\'ersics between 
people who lacked a powerful tool of thought and people \\ho possessed it. 
But some examples ha\c been presented in the last chapter and others will 
occur in this. 

Since this kind of service consists simply in sharpening the edges of our 
anah tic tools and therefore does not necessarih involve elaborate calculations, 
a man’s mathematics does not necessarih show on the surface of an argument: 
mathematical theory is more than a translation of noiMuathematical theory 
into the language of symbols, but its results can. in general, be translated into 
non-mathcmatical language. 'Ihis is the reason uhy the non-inathematieal ina- 
jorit>’ of economists never realized the full extent of their obligations to the 
mathematically trained minority; the hpieal theorist iiexer realized, for in¬ 
stance. that he did not fully understand Marshall, who was careful to banish 
his mathematics from the surface of his argument. And so this majority found 
it easy to look upon those mathematical economists who did flaunt their 
mathematics as a particular sect or ‘school* that was of no particular impor¬ 
tance to the profession at large. But mathematical economists form no seh(»ol 
in any meaningful sense of the term, an\ more than do those economists who 
read Italian; all the differences of opini«)n that can be coneei\ed to exist be¬ 
tween economists at all—a certain class of errors alone excepted—may and do 
exist between the mathematically trained ones. And the latter’s contributions 
to the period's dominant analytic structure were much greater than people 
realize e\cn now. Let us see. In the preceding section we ha\e associated that 
structure with nine names: Jevons, Mcnger, W alras. Marshall. ^^’icksclI, Bbhin 
Bawerk. Clark, Pareto, and Fisher. 1 ’his makes six mathematical to three non- 
matheniatical economists. And if wc add, as we should, >on "Ihiinen, Cournot, 
Dupuit, and Gossen, we have ten to three. Nor would the situation be changed 
if we considered a wider circle of economists who wrote or began writing be¬ 
fore 1914, for this would have to include F. Jenkin, Edgeworth, Auspitz and 
Liebcn, Pigou, Moore, Bowley, Casscl, also Pantaleoni, and others who are 
difficult to match, so far as front-rank performance is concerned, by names 
from the non-inathcmatical camp: a lesson to ponder on for the non-mathc¬ 
matical reader of these pages, at least if he be young.*' 

* So far as technique goes, the ‘new’ theories of value and distribution really amounted 
to not less than the discover}' of the calculus for economics—which in itself suffices 
to show the absurdity of any opposition on principle to ’marginalism.’ 

® 7’hcTe is wide variety in the inathematical acquirements of the men who are men 
tioned above. Confining ourselves to the first six, wc find that Jevons knew very 
little—much less than would have been good for him to know. Walras, Marshall, and 
Wicksell had had a regular mathematical training. Marshall much more of it than 
he showed, Walras less than he needed. Pareto and Fisher were accomplished inathe- 
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But since the essentials of the marginal utility and the marginal productiv¬ 
ity theories were worked out also by economists who were complete strangers to 
‘higher* inatheniatics, it was natural for these and for the non-mathematical 
majority of the profession at large to think that, except perhaps for a few 
otiose refinements, mathematical reasoning in economics did not add any- 
thing to what could be found out w’ithont it. 'I’his view was all the easier 
for them to take because they were not aware of the shortcomings of their 
own products: on the contrar), in scxeral cases of some importance they made 
\irtues of these shortcomings.-* And so we shall understand that the men who, 
around igoo or e\en later, were in positions of leadership or influence—^and 
this means in or jrast middle age—had no difficulty in excusing themselves 
from learning what they looked u]>on as a difficult and uncongenial technique 
that might after all turn out to be of little value. Not less understandably, 
thev lationali/ed this attitude and produced in its defense a number of meth¬ 
odological arguments such as that the attempt to apply mathematics, the tool 
of ph\ sics, to the social sciences was a mistake on logical principle, and others 
of the same kind, into which, at this hour of the day, it is no longer worth 
while to go.' riiesc particular rationalizations have worn aw'a>- although the 
attitude itself has not. But the imwement gained enough ground during the 
period to produce that important sxmptom of success: the emergence of a 
small crop of derivatixe—interi)retati\c and introductory—works.^ Of unfaxor- 

ni.iticiiins. Dificiciiccs nf similar range persist to this day. And not less important than 
the diftereiKCS in training xverc and are the diffcrenecs in natur.il aptitude: Bdhni’ 
Hawerk was not a trained mathematic iaii but. like Ricardo, he xvas a horn one. 

An amusing case of this kind was a belief prevalent in the Austrian circle to the 
cHect that the non inatliematical Austrian theory offered ‘causal’ exjdanations of the 
idwnomcnon of price, whereas the merely ‘functional’ ^Val^asian tlieorx' of prices 
explained nothing hut relations betxveeii prices. su]ii)osiiig these to be already under¬ 
stood. 'Hic construction of causal chains hetxvoeii utility, cost, and prices xxln’ch, as 
xxe hax'C seen, spelled niiscaniage in the eyes of Marsliall, spelled for the Austrians 
simply a different—and superior—thcorx'. 

• The case for the ‘Mathematical Method in Political F.conomy,' ex rifni of that 
period, has been presented under that licading by Edgexvorth in Palaraxe*s Dictionary, 
and by Irxing l'’i.shcr, in Appendix in to liis Mathematical Investii>ations in the Theory 
of Value and Priccft, where the reader also finds a selection of testimonials pro and 
con. .some of xxliicli convey prevalent attitudes very' xvell. But the earliest and. in its 
brevity, perhaps best of all the argiiniciits for the ‘mathcinaticar method—^already 
roupled xxith the complaint that its use is ‘anathema' to economists—is to be found 
in Dupiiit's Dc la Mature de Vutilitc dcs travaux publics (1^44), which has been re¬ 
printed xvilli other xxorks by Dupuit in Jules Dupuit, De Vutilitc et de sa mesure (cd. 
M. de Reniardi. 

^ 'Phe earliest text, so far as I knoxx\ is W. Launhardt’s Mathematische Begriindung 
der Volkswirthschaftslchrc (iHSt;!, xx'hich taught the doctrines of Jevons and ^^'al^as 
and in addition some original results of the author, especially on transportation (see 
above, eh. s, sec. 4). H. Cunynghaine’s Geometrical Political Economy api^arecl in 
1904; A. Osorio’s Theoric mathematique de Vechange, in 19x3: W. ZaxvadsSki’s Les 
Math6matiques appliquees d Veconomic politique, in 19x4; I- Moret’s VEmploi des 
Mathimatiques en ecouomie politique, in 1915. I’hcre were others but nothing that 
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able symptoms, let us notice the indiflFerence or hostility displayed by 
ciiiiiiciit mathematicians • and the fact that there were ceonoinists who w'cre 
well \crscd in mathematics and yet iinfricndh' to ‘mathematical economics’— 
the outstanding instance being Lexis. 

Mention has already been made of some performances in the field of mathe¬ 
matical economics that belong chronologically to the preceding period. But 
consideration of the greatest of all, Cournot’s, has been deferred until now 
because, quite neglected before, it acquired seminal importance in the period 
under sur\ey. 

[(b) The Contribution of Cournot.] Antoine Augustin Cournot (iSoi-77),'” 
after a successful career at the flcole Normale Superieure, was not less success¬ 
ful as an academic teacher and administrator: he was appointed professor of 
analysis and mechanics at Lyons, 18^4; Rector of the Academy (University) of 
Grenoble, iS-;:;; Inspector General of Studies, iS:;S; Rector of the Academy 
(Uni\CTsity) of Dijon, 18^4. I mention these otherwise irrelevant facts be¬ 
cause some of his American admirers, greatly mistaking the ps\chology gener¬ 
ated by the l‘’rench civil ser\ice, have disphned a tendency to make a sort of 
martyr of him on account of the failure of the Rechcrches. Almost certainly 

will stand comparison with Howley's \ldthematiLdl Gwuml\iork (see di. «>. sec. 1), 
which appeared early in 1924. 

‘*l’he outstanding instance is ]. Bertrand’s attack upon this nascent branch of the 
inatheinatical sciences in the Journal des Sayants. Scpteinhcr 1SS3. It was eagerly sei/eJ 
upon, as an authoritative condemnation, by people who understood neither matheinat 
ics nor economic theoiy, and hence received more attention than it deserved. Though 
some of Bertrand’s strictures were quite justified, most of them were much less serious 
than he believed them to be. partly because he was inadequately familiar with the 
economics involved. 

'Ihe economic work of Cournot has Inren appraised by many writers, among them 
Edgeworth (art. ‘Cournot’ in Palgrares Dictumary r, and both the man and his work 
in economics have been often commemorated in more recent times. See especially: 
H. L. Moore, ‘ I’lic Personality of Antoine Augustin Cournot.’ Quarterly Journal of 
Economics, May 1905; Rene Roy, ‘Cournot et Tccole matheinatiqiie,’ Kcomnnetrica, 
January 3933, and ‘L'Oeuvre ecoiiomiqiie d’Augiistin Cournot,’ ibid. April 1939; A. J. 
Nichol, ‘J ragedics in the Life of Cournot.’ and 1 . Tishcr, ‘Cournot Forty Years Ago,’ 
both in Econometrica, July 193S. 

The Rechcrches mr les principes mathematiques dc la theorie dvs richesses was pub¬ 
lished in 1S38; the English translation by N. 'F. Bacon (1897) is prefaced by a bio¬ 
graphical note by Irving Fisher and, in its second edition fi92"). also by useful ‘Notes 
on Cournot’s Mathematics.’ W'c shall confine ourselves to this work. ('The I'.nglish 
trans.. Researches into the Mathematical Principles of the Theory of Wealth, will be 
referred to hereafter as the Researches.) But Crnirnot re entered the field of economic 
theory twice, both times without making any noticeable imf>ression: he publislied 
Principes de la theorie des richesses in 1S63, and a Revue sommaire des doctrines 
econorniques in 1877. Neither publication is without interest, but both avoid the ii.se 
of mathematics. 'Fhc mathematics in the Rechcrches have (some slips notwithstanding, 
of wliich one is serious) the professional touch but arc very elementary. Not even de 
terminants occur and, so far as the calculus is concerned, nothing beyond I'aylor’s 
theorem. 
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he thought of this failure as a sinall disagreeable incident in an otherwise 
pros]K'rous career. Moreover, he had every reason to congratulate himself on 
the reception of what he—again, almost certainly—considered his really im¬ 
portant works. Of these, I mention his Exposition de la iheorie des chances et 
des probahilites {1843), an admirable performance that met with deserved rec¬ 
ognition at the time and later; and his three ventures in the type of phi- 
losoplp- or epistemology that grows out of theoretical physics and was to be¬ 
come so popular around 1900: Essai sur les fondernents de nos connaissances 
| iS;;i); Trade de Venchaincment des idees jondaineniales dans les sciences et 
dans rhistoire (1861); and Considerations sur la marche des idees et des 
evenements dans les temps modernes (1872). 

Cournot was fairly well read in economics. But whatever the nature of the 
interest that made him take up Smith or Say or Ricardo, it was certainly a 
purely scientific interest that made him take up his pen. He had no practical 
(»l)ject in view and he made haste to assure his readers that ^theory ought not 
to be confounded with systems fof, 1 suppose, rules of policy], although in the 
infancA' of all sciences the instinct of S)stcm necessarily attempts to outline 
theories.* And he projiosed to deal with a number of problems that lent them- 
sches particularly well to treatment hy ‘that branch of anahsis which com¬ 
prises arbitrary functions, which are merely restricted to satisfying certain 
conditions’ (Preface to the Researches^ Neither systematic completeness nor 
no\tlty of principle was aimed at or achieved. A few concepts and proposi¬ 
tions that existed already but only in a hazy and confused form were neatly 
restated in a more rigorous manner. And all the historical greatness of the 
performance is in the surprising success that attended the execution of this 
modest program. 

I’hcre are three introductory chapters, of which the second (on ‘relative’ 
and ‘absolute* changes in value) suggests some influence of Ricardo; and the 
third i>rcscnts the algebra of foreign exchanges whose importance (jevons did 
not sec this, but W’alras did and profited by it) consists in the circumstance 
that it implies the algebra of the price mcchani.sm in general: it is this reason 
and not any great gain to be derived for the theory of foreign exchange itself 
which justifies the advice not to miss it. Chapters 4-9 arc the famous ones, 
'^rhey arc the nucleus of Marshall’s Partial Analysis, namely: the demand func¬ 
tion; the theory of monopoly, including also the familiar theorems on taxa¬ 
tion of monopoli/.ed commodities; the theory of perfect competition; and, 
finally, the treatment of oligopoly and of a particular case of bilateral monopoly, 
both of which have become the whipping boys of a larger literature (see below, 
sec. 4). Chapter 10. though disfigured by a serious slip, deserves more atten¬ 
tion than it has as yet rccci\cd. Chapters 11 and 12 have been, to some ex¬ 
tent rightly, voted out of court by the overwhelming majoritv* of critics. But 
at least the former is historically interesting because its argument anticipates 

This is of course n layman’s tribute. Rut the late Professor E. Czuber of Vienna, 
an autliority on pr(»bability, on wliosc advice I studied the book forty years ago, also 
expressed admiration for it. Czuber, I believe, had not even heard of the Recherches. 
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the post-Marshallian (Kcjnesian) idea of supplementing partial analysis by in¬ 
come analysis: Cournot recognized, of course, that ‘for a complete and rigor¬ 
ous solution of the problems relative to some parts of the economic system/ 
it is 'indispensable to take the entire system into consideration’ (op. cit. p. 
127), which is preeiseh what Walras was to do. But, exactly like the Keynesian 
group of post-Marshalliaiis. Cournot belic\ed that ‘this nould surpass the 
powers of mathematical analysis and of our practical methods of calculation’ 
and therefore envisaged instead the possibility of treating such problems in 
terms of a small set of aggregates in which Social Income and its variations 
were to hold the place of honor. He did not get \cry far but it seemed worth 
while to notice this first explicit reformulation of an old practice which we 
shall have to discuss again. 

In order to rate at its full value Cournot's performance in what I have 
described as the famous chapters and particularly in Chapter 4 (Of the Law 
of Demand) and in Chapter 5 (Of Monopoh) it is ncccs.sary to remind our¬ 
selves that at that time ‘literary economists’ experienced the greatest difficulty 
in formulating the simple relation that became so familiar as ‘Marshall’s de¬ 
mand curve’; that, if we neglect \ erri's forgotten contribution, Cournot cre¬ 
ated the theory of it; and that his treatment of monopoly was an ev^en more 
striking feat of the same t>'pe, for nobody had anything useful to say on 
monopolistic pricing until Marshall published his masterly version of Cournot’s 
theory. If wc add Cournot’s theor\' of the competitive mechanism and of 
costs, we shall indeed sec the justice in his posthumous rise from almost com¬ 
plete obli\ion to his present place in our hall of fame. But this place is in¬ 
scribed to the master of partial analysis, who in addition was the first to .show 
what mathematics can do for us. I do not think it historically correct to at¬ 
tribute to him more than a vague and nonoperational idea of general equi¬ 
librium. 

So far wc have been considering the aid that mathematics was beginning to 
render, during the period under survey, to what is best described as pure 
theory. The specifically econometric program—mathematical theory plus statis¬ 
tical figures—was struggling toward conscious formulation all the time but, 
with some important exceptions to be noticed presently, did not quite get 
there all the same. The message of Petty and Davenant w^as as yet in abey¬ 
ance; and even most of those theorists who also did statistical work did not 
contemplate a w'cdding betw^een the two lines of research. All the more im¬ 
portant is it to cast a glance, on the one hand, at the relation between econo¬ 
mists and the theory of statistics and, on the other hand, at the progress of 
work that was econometrics without the name. 

As regards the first, let us recall a few' facts. Higher statistics grew up from 
the theory of probabilit>'. Jacques Bernoulli’s theorem, which has every claim, 
in a sketch like this, to stand at the beginning, induced the work that cul¬ 
minated in the contributions of A. dc Moivre, Laplace, and Gauss. The lat¬ 
ter’s law of error and method of least squares—vigorously propagated in the 
social sciences by Quetclct—became the pride and at the same time the curse 
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of applied statistics for more than half a ccntiin.*® All this belongs to the 
preceding period, as does the work of Poisson and Cournot. The period under 
survey (almost) begins with Lexis* new departure, which at first made but a 
little dent in the position of Gauss's law of error. Later on, however, before 
the nineteenth century was out, a boom in statistical theory set in: to put the 
reader on the track of its achievements it is sufficient to mention tlie names 
of 1 ‘cchncr, "I’hielc. Bruns, Pearson, Edgeworth, and Charlicr. Though Lexis 
and Edgeworth were economists, analytic economics drew very little profit, 
during that period, from their contributions to statistical methodology—in¬ 
comparably less than did astronomy or psychology or biology. 

As regards the second, an important type of econometric work may be illus¬ 
trated again by Engel's Law,’^ which, though published originally in 1857, 
did not attract international attention before the period under survey. F^cn 
then neither Engel himself nor anyone else seems to have realized its interest 
for economic theoTv, It states that (in a set of families in which tastes do not 
differ significantly and in which all of them face the same prices) percentage 
expenditure on food is on the average a decreasing function of income. Also, 
we have already met another example of such statistical laws' that iniglit be 
inserted into economic theory—Pareto's law of the distribution of incomes 
by si7,c. 

'Fhe works of Fisher and of Moore, discussed above, were indeed genuinely 
econometric and the latter may be said to have given the decisive impulse that 
started the modern torrent of statistical demand curves. 

F''or this there are several bibliographies tliat will help the interested reader, for ex¬ 
ample, the one by Louise C). Bercaw, ‘Price Analysis,' Econometricay October 1934, 

^-'Hie curse because it indue c^d an incidental belief to the effect that deviations in 
statistical material from the law of error are simply due to paucity of observations. 

Let us use this opportunity to notice in ]>assing r.dgeworth’s contributions to the 
subject. Economic Theory and Probability. 1 am unable to work up any enthusiasm 
for his manner of introducing a priori probabilities into purely thcoretital reasoning. 
Still, his Mctretikc or the Method of Measuring Probability and Utility (1SS7) has not 
perhaps received adequate attention. .Mso sec his papers ‘Miscelljneons Applications of 
the Calculus of Probabilities,* Journal of the Royal Statistical Society, 1S97 a”d 1898. 
Of major interest was his attempt to use probability considerations for the determina¬ 
tion of the optimum amount of a banker’s cash rcscnc and then, of course, for index 
numbers (see below, ch. 8, see. 4). 

^♦Emst Fined (182196), Director of the Prussian Bureau (Amt) of Statistics W'as 
primarily an administrator and as such highly successful. But his active mind .set it.sclf 
in addition unconventional tasks that led to publications of permanent importance, 
such as his monographs on the labor contract (in the journal Arbeiterfreund^ 1867); 
Die Industrie dcr grossen Stddtc (1S68); Der Kostenwerth des Menschen (1883; this 
was Part 1 of Der Werth des Menschen, of which the remaining parts were never i>ub 
lished); and others. 'Fhc paper in w'hich he first published his law* is entitled ‘Die 
Produktions und Consumtionsvcrhaltnissc dcs Konigreichs Sachsen* {Zeitschrift des 
statistiechen Bureaus des Koniglich Sdchsischcn Ministeriums des Jnnern, November 
1837). It was republished in 1895 {Lebenskosten Belgischer ArbeiterfamUien) and in 
the same year in the Bulletin de Vlnstitut International de Statistique. 
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which presents the material that appeared 1927-33 and refers to other bibliographies 
that go further back. Menr\* Schultz’s treatise on the I'heory and Measurement of 
Demand (1938) is. as the reader presumably kn<)\vs, the standard work on the subject 
into which we unfortunately cannot go in this book. Scxeral other pioneer works be¬ 
sides Moore’s had appeared by 1914, however, among them Lehfeldt’s ‘The Klasticity 
of Demand for W’heat,’ Economic JournaL June 1914. I’he latter, so far as 1 can make 
out, was the first modern follower of Cregorv' King. 

W'hatcver may be thought of the immediate jnactical value of the many demand 
cunes that have been obtained, it is certain that tiy ing to meet the problems that arise 
in their construction and inten^retation is one of the best methods of developing our 
analytic powers. Precisely for thcoiy, therefore, the subject of statistical demand curi'cs 
is of the utmost importance. The history of this type of work belongs, however, al¬ 
most entirely in the present period. The same holds for the work in fields other than 
the theor>- of demand, csiJecially in the fields of stati.stical production functions, .statis 
tical cost, and statistical supply functions, ^’or a preliminary .study, readers arc referred 
to H. Schultz. Statistical Laws of Demand and Supply i igz-S*; [. Dean. Statistical De¬ 
termination of Costs {1936); W*. A. 'rweddle and Richard Stone, ‘Study of Costs,’ 
Econometriea, July 1936; the reports of a committee of the I’.eouonietn'e .Society pre¬ 
sided over by Mr. E. H. Phelps Brown, ibid. April and fiily 193b; and Reiiihard Ililde 
brandt. Mathcrnutisch-graphische Lhitersiichungen iiber die Rentdbilitiitsxerhdltnisse dcs 
Fahrikbetriebs (1925). Perusal of these books and papers will put the reader on the 
track of methods, problems, and results that foreshadow important paits of the eeo 
noiiiic theory of the future. 

But as we have seen, while little progress w'as made licfore 1914 on the lines iust 
glanced at, investigations into agricultural technology, particularly info plant and .soil 
nutrition—quite essential to such old topics of economic theory as the law of dec reas 
ing returns—and also into cattle feeding had already reached a high degree of develoj) 
merit during the period under surscy. Ilie first of the reports of the Phelps Brown Com¬ 
mittee mentioned abose has the particular merit of bringing home to its readers the 
theoretical importance of such work and of disabusing them of the idea that the mar 
ginal productivity thcor>' is just an armchair speculation. 

But the thcon* of the period did not lend itself to tlic in.sertion of .such 
results. ITic maiority of theorists, including some of the greatest, were com¬ 
pletely unaware of tfic possibility' of a theory that might eventually acliicxc 
numerical results. Accordingly it never occurred to them to frame their schemata 
in a manner that might ha\c made them amenable to statistical treatment: 
the very idea would have seemed to them fantastic. However, there were ex¬ 
ceptions. Both Cournot and jevons saw that possibility looming in the future. 
Pareto and Mar.shall realized its prc.sencc. ITic latter’s address ‘ Ilic Old Gen¬ 
eration of Economists and the New’ (1896) is the first proiiounccincnt by a 
leading theorist in favor of an econometric program. More important still, 
Marshall theorized with a view to making his concepts numerically operative, 
and his occasional appeal to statistical figures has more than illustrative im¬ 
portance. Institutionalist critics have hardly done justice to the implications of 
this. Individual workers in special fields, as we know' (sec, c.g., Cheysson’s per- 

See, c.g., his table of figures about the effects on yield of different amounts of 
ploughing and harrowing as reported by the Arkansas Experimental Station (Principles, 
p. 232). 
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formance or that of the writers on railroad transportation, above, ch. 6, sec. 6) 
did however make some progress. 

3. The Concept of Equilibrium * 

(a) Statics^ Dynamics; the Stationary State, Evolution. We now return to a 
subject which wc ha\c left in the shape it had received at the hands of J. S. 
Mill. In order to make it easier for the reader to follow the exposition of this 
section, 1 shall first restate, with a few explanatory comments, the definitions 
that are adopted in this book. The first two arc due to Ragnar Frisch. 

By static analysis w'C mean a method of dealing with economic phenomena 
that tries to establish relations between elements of the economic system— 
prices and quantities of commodities—all of which have the same time sub¬ 
script, that is to say, refer to tlie same point of time, 'flic ordinary theory of 
demand and supply in the market of an individual commodity as taught in 
every textbook will illustrate this case; it relates demand, supply, and price 
as tliey are supposed to be at any moment of observation—nothing else is 
taken into consideration. 

Bnt the elements of the economic system that interact at a given point of 
time are evidently the result of preceding c(uifignrations; and the way itself in 
which they interact is not less exidently influenced by what people expect fu¬ 
ture configurations to be. 'llius, to keep to our example, we may conceive of 
the situation in our market as determined, or at least influenced, by previous 
decisions of producers which cannot be understood from the conditions of the 
point of time chosen for obscr^ation but only from the conditions that pre¬ 
vailed at the time when tho.se decisions were taken. Hence wc arc led to 
take into account past and (expected) future values of our variables, lags, se¬ 
quences, rates of change, cumulative magnitudes, expectations, and so on. 
Ihc methods that aim at doing this constitute economic dynamics. 

'Fhc relation between static and dynamic theory may be elucidated from two 
different if related points of view’. On the one hand, static theory involves a 
higher level of abstraction; dynamic patterns also abstract from a good many 
things; but the static pattern drops additional features of reality, namely, those 
enumerated at the end of the preceding paragraph, and is still nearer to a 
pure logic of economic quantities than is dynamics. On the other hand, static 
theory may be said to constitute a special case of a more general dynamic 
theory; this wc sec from the fact that we may derive static patterns from 
dynamic ones by the simple process of equating to zero the 'dynamizing fac¬ 
tors’ that may occur in the latter.^ 

* [J. A. S. left one early version (typed) and three incomplete 'alternative formula¬ 
tions* (in inan\iscrii>t) of this section. 'Iwo of the later versions appear here as subsec¬ 
tions a and b. The other two versions have been deposited with the rest of this manu¬ 
script in the Houghton Library at I]ar\'ard University.] 

^ In our example, the sinqdest possible .set up consi.sts in making quantity’ supplied 
(Sj) at time t dejicnd, not upon the price at the moment considered, but upon the 
price that i)revaiicd some time before. If this 'production lag* be taken as the unit of 



964 IV: FROM 1870 TO 1914 AND LATER 

Now, an obsener fresh from Mars might excusably think that the human 
mind, inspired by experience, would start analysis with the relatively concrete 
and then, as more subtle relations reveal themselves, proceed to the relatively 
abstract, that is to say, to start from dynamic relations and then proceed to 
working out the static ones. But this has not been so in any field of scientific 
endeavor whatsoever: - aluays static theory has historically preceded dynamic 
thcor\' and the reasons for this seem to be as obvious as they arc sound— 
static theorj- is much simpler to work out; its propositions arc easier to prove; 
and it seems closer to (logical) essentials. The history of economic analysis is 
no exception. 

By a stationary state, as the term implies, we mean not a method or mental 
attitude of the analyst but a certain state of the object of analysis, namely, 
an economic process that goes on at even rates or, more precisely, an economic 
process that merely reproduces itself. Nevertheless, when understood in the 
sense we are concerned with here, it is nothing but a methodological fiction. 
Essentially, it is a simplifying device. But it is also something more. When 
wc tr\' to visualize how such a process might look and which of the phenomena 
of rcalih' might be present in it, wc ipso facto discover which of them are 
lacking. And wc thus acquire a tool of analysis that helps us to locate the 
sources of the latter—a service the importance of which it should be (but un¬ 
fortunately is not) superfluous to emphasize.- 'The term evolution may be 
used in a wider and in a narrower sense. In the wider sense it cominises all the 
phenomena that make an economic process non-stationary. In the narrower 
sense it comprises these phenomena minus those that may be described in 
terms of continuous variations of rates within an unchanging framework of 
institutions, tastes, or technological horizons, and will be included in the con¬ 
cept of grow th. 

The reader will please observe that, in logical principle at least, ‘statics’ and 
‘dynamics,’ on the one hand, and ‘stationary’ and ‘evolutionar\*’ states, on the 
other hand, are independent of one another. We may describe a stationary 
process by a dynamic model: this will be the case whenever w'c make the 
conditions for stationarity of a process in any gi\'en period depend upon what 
happened to the process in preceding periods. We may also describe an evo¬ 
lutionary process by a succession of static models: this will be the case when- 

time and if quantity demanded (D/) at time t still depends on the price (pj) prevail* 
ing at the same time t, then w'C may express this set up by two equations: - /(p^) 

and Sj = F(p^_|). From this w'e get the static set up by putting the lag equal to zero: 
Dt rr f(p^) and = F(p^). 

2 In mechanics, for instance, static relations have been worked out first, dynamical 
ones later, and it was only Lagrange who conceived of statics as a special case of 
dynamics. 

* We neglect here a class of problems in which the concept of a stationary state—as 
of a state of 'secular stagnation’—acquires another meaning, viz. the meaning of a 
state of economic society that is actually in the offing. Tliis is the meaning that has 
come into prominence in the line of thought that may be indicated, briefly, by the 
sequence: A. Smith-Ricardo-Mill Keynes-Hansen (sec Part v, ch. 5}. 
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ever we deal w'ith disturbances of a given state by trying to indicate the static 
relations obtaining before a given disturbance impinged upon the s\'stcm and 
after it had had time to work itself oiit.^ "ITic latter method of procedure is 
known as Comparative Statics. So far as I know, the term has been first used 
by F. Oppenheimerin Wert und Kupitalprofit (1916, 2nd cd., 1922). 

Finally, the reader should also observe that the conceptual devices sketched 
have nothing to do with any similar ones that may be in use in the physical 
sciences. 'I'he widespread impression to the contrary is due to two facts. I'irst, 
though they embody nothing but habits of the human mind that arc as gen¬ 
eral as is ordinary logic, the\—or similar devices—have, precisely for this rea¬ 
son. been adopted whcre\er the character of the facts under analysis seemed to 
suggest them. Since the plnsical sciences and mechanics in particular were 
so much ahead of economics in matters of technique, these conceptual devices 
were consciously defined by physicists beftne they were by economists so that 
the axcrage educated person knows thein from mechanics before he makes 
tlicir acquaintance in economies, and hence is apt to suspect tliat they were 
illegitimately borrowed from mechanics. Second, such devices being unfa¬ 
miliar in a field where a looser concciJtiialization prevailed, some economists, 
I. Fisher in particular, thought it a good idea to convey their meaning to the 
iintutoicd mind by way of the mechanical analogy. But this is all. We know 
that actually the concept of economic statics may be traced to zoology rather 
than mechanics and, what is much more important, primitive and subcon¬ 
scious use has been made of it from the very beginnings of economic analysis. 

Having thus cleared the ground. I shall endeavor to show (1) that those im- 
pro\cnicnts in the analytic apparatus of economics were, actually or poten¬ 
tially, slowly worked out during the period under discussion but not quickly 
enough—or rigorously enough—for them to take full effect upon analysts' 
practice before 1914; and (2) that the latter fact slowed up advance and ex¬ 
plains some of the most serious shortcomings of the actual achievements. 

(1) Ihc concept of the stationary state had been, as we know, quite familiar 
in the preceding jKriod. But it was used to denote an actual state of the econ¬ 
omy to be expected at some future time rather than as a methodological fiction: 
in the latter cajjacity it had been used to the full only by Marx, who called it 

< I'or instance, this is what the old quantity theory of money did. so far as it in¬ 
volved tlic proposition that an increase in the quantity of money' will, ceteris paribiiSy 
raise price level proportionately. Obviously this assumes that ‘transitional* phenomena 
may be neglected and hence refers to an ‘ultiniute outcome’ of the processes started by 
this disturbance of the previous state of the economic organism. The example shows 
well that this procedure must be highly questionable. 

^ It should be pointed out explicitly that, as defined, dynamic theory in itself has 
nothing to do with historical analysis: its time subscripts do not refer to historical time 
—the simple model we used as an example tells us nothing about whether that de¬ 
mand supply configuration obtained in the times of President Washington or of Presi¬ 
dent Roosevelt; and its sequences are theoretical and not historical or, as we may also 
put it, it uses theoretical and not historical datings. 
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simple reproduction. However, independently of him it began to be used in 
the period under discussion for the purpose of singling out, for preliminary 
analysis, a set of particularly simple problems: as such it was recognized, for 
example, by Marshall,** who spoke of the ‘famous fiction of the “Stationary 
state*''—though, as a methodological fiction the stationary state was not at 
all ‘famous* in 1S90—used it repeatedly, and was, so far as I know, the first 
to point out that we may increase its usefulness for anal\sis by defining it 
differently (more or less strictly) for different purposes. Also he ga\c the lead, 
followed b>' many and especially by Casscl," for an extension of the idea to 
the case of balanced progress, that is. to the case of a socieh' in which popu¬ 
lation and wealth grow at about the same rate and in which ‘methods of pro¬ 
duction and the conditions of trade change but little: and, abo\c all, where 
the character of man himself is a constant quantih ’—a conception which has 
acquired additional interest in our own da\ owing to its bearing upon the 
problem of full employment in the models not only of a stagnating but also 
of an expanding economy.® Tliis extension of the concept of stationarity sliould 
have separated out neatly the phenomena of evolution in the narnnv sense of 
the term, and so it did. But with all the leaders of the period this meant 
setting these phenomena aside rather than constructing a coniprehensi\e theory 
of them. 

Neither Walras, who used the phrase point de rue statique, nor Marshall, 
who used the phrase statical method, failed to distinguish static theory from 
the theory of the stationary state. But most writers confused them, witness 
the grow'ing popularity of the phrase ‘static state,’ which is the hallmark of 
this confusion. Ne\crthclcss, though more clearh visualized than rigoroush' 
defined, the system of economic statics did emerge during the peri(;J and in 
fact constitutes its great achie\cmeiit. But the nature of economic dynamics 
was not even clearh- \isiializcd—.some identified it with a historical theory of 
change or else with a theory that allows for trends; others with a thc<»ry f»f 
general interdependence as against partial analysis of sectional ])hcnomcna; 
still others with a theory of a modern as against the tradition-bound economy 
of the Middle Ages; and a few simply with the theory of small variations of 

®See Principles, pp. 439 ct seq. 'I'hc crowning aehicvcincnt in this line of analysis 
is, of course. Professor Pigou's The Economics of StaiinnaTy States (193s). I'lie first 
methodologist to analyze this tool was, I think. J. N. Keynes, Scope and Method of 
Political Economy, 

7 Cf. Theory of Social Economy, ch. 1, J6. MarshalKs pointer is on p. 441 of the 
Principles. 

® Because of this, it will be useful to point to three modern pieces of work that re 
fleet the distance we have traveled since: K, Lnndberg, Studies in the Theory of Eco¬ 
nomic Expansion (1937); B- E. Ilarrod, ‘An Kssay in Dynamic 'Ilicory/ Economic 
Journal, March 1939; F.. Doinar, ‘Capital Kxpansion, Rate of Growth, and Employ¬ 
ment,' Econometrica, April 1946. 

•With J. R. Clark, statics was simply the model of a stationary society; dynamics 
was the model of evolutionary change (see especially Essentials of Economic Theory, 
1907). Casscl (op. citj used staHc and stationary iiiterchangeably. 
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economic quantities.’® Many, among them Bohm-Bawerk, would not hear of 
statics and dynamics at all—for them there was just one h^pe of theory, w'hich 
no doubt admitted of var>ing degrees of abstraction but not of logically dis¬ 
tinct ‘methods.’ And there were those in whose hands the whole discussion 
degenerated into a quarrel about words. All this goes to show the importance, 
even for purely practical purposes, of logically rigorous definitions: for had 
the nature of the statics of the day been subjected to rigorous analysis, the 
problems of dynamics would have emerged almost of themselves. But all was 
not mere confusion. Wc also find suggestions that point toward the dynamics 
of our time, lliey were not more than suggestions, sometiiiies not more than 
obiter dicta. I can only refer to the (relatively) clearest and most important of 
them, which arc all due to Pantaleoni.’* 

(2) Prcciseh' because c\cn the most advanced thinkers of that time had no 
explicit d\namic schema or method to help them, they failed to realize the 
se\erc liinitations of their static schema or method. For these reveal them¬ 
selves only in the light of dynamic considerations. In consequence, they in¬ 
cessantly stepped out of tlicir statics without ha\ing a right to do so and 
without being aware of it. 71 ie situation was made worse by the prevalent 
confusion between static theory and the theory of a stationary—or quasi-sta- 
tionary—state. 

[ I'his version breaks ofT at this point, obviously unfinished, with three lines of short¬ 
hand notes to indicate how the argument was to be carried on ] 

(b) Determinateiiess, Equilibrium^ and Stability. From the workshop of 
W^ilras the static theor\' of the economic universe emerged in the form of a 
large number of quantitatixe relations (equations) between economic ele¬ 
ments or variables (prices and quantities of consumable and productive goods 

riiis is. I think, what NN’alras meant by phase dynamique dc Uouhlc cemtinuel 
de requilibre par dcs chamcments dans ces dorinccs {t'Aements, p. 502). Certainly 
it is what Haronc meant in his im])ortant paper ‘Sul trattaincnto di questioni dinamichc,' 
GiornaJe dc^Ii Economisti, November 1894. 

In this connection, two papers of his are of fiiiidainental importance; ‘Caratteri 
dellc posi/ioni ini/iali c influenza ehc escrcitano .sullc terminali,' Giornale degli Econo- 
misti, OctolxT 1901; and 'Pi alcuiii feiiomeni di dinamica cconomica/ an address be¬ 
fore the Italian AsscKiatioii for the Advancement of Science, September 1909. Both arc 
republished in Erotemi di economia, vol. 11, 1925. The main points arc these: (1) 
Pantaleoni raised the cpicstion of the relation of an obserx-ed configuration of elements 
of an economic system to temporally (not only logically) anterior initial conditions; so 
soon as one raises this question one has raised the fundamental problem of dynamics. 
(2) 1 hough Paiitaleoni’s definition of dynamics is not quite satisfactory {Erotemi^ 
p. 79), he had the decisive idea and in consequence rcalized that economic statics is 
nothing but a caso particolare of economic dynamics (ibid. p. 76). (3) He realized that 
there arc txvo ty]x;s (generi) of dynamical patterns: one that issues in a position of 
equilibrium and another that does not but presents fluctuations that may go on in¬ 
definitely (ibid. p. 77). H. L. Moore w'as much impressed by these ideas, the importance 
of which for general theory he was i^crhaps the first to realize. Nevertheless, his method 
was substantially one of comparative statics. 
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or services) that were conceived as simultaneously determining one another. 
As soon as this great feat had been accomplished—as soon as this Magna 
Charta of exact economics had been written, which we shall presently stud\ 
in some detail—a t\'pc of research began to impose itself that had been un¬ 
known in pre-W'alrasian economics. Pure theory there had been from the first, 
or almost. But its technique Iiad been a simple affair. I'he W’^alrasian system 
of simultaneous equations, hovve\cr, brought in a host of new problems of a 
specifically logical or mathematical nature that are much more delicate and go 
much deeper than W'alras or an\one else liad c\er realized. Mainly they turn 
upon detenninateness. equilibrium, and stability.^- 'I’hey arc much too difficult 
and especially too technical for us. But a few fundamental points about them 
must be noticed if we are to understand the nature of that period's achieve- 
incut and the wa> in which modern work links up with it. 

For this purpose, let us consider a distinction that was very characteristic 
of the analytic methods of that period, as it presents itself both in the critical 
and in the constructive part of Biihm-Bawerk's work. He was out to ‘explain’ 
or ‘uiidcrstaiur the phenomenon of interest. 'I bis task seemed to him to in¬ 
volve two different things. I’irst, it seemed olniously neec.ssary to unearth the 
‘cause’ or ‘source’ or ‘nature’ of interest. Second, after this had been done 
and the result had l)een critically safeguarded against other ‘tlieories.’ there 
arose the problem of what determines the rate (jf iiireiest. Mathematical econo 
mists, Pareto especially, poured contempt upon this methodology. But it may 
be salvaged, to some extent, by reformulating it like this; since the economic 
system cannot be treated as a set of undefined things, we must in fact first 
define what its elements fincluding interest) arc to mean before we can for 
mulatc the exact problem of their determination in terms of certain properties 
of the functions ! relations) which this meaning involves. 'Mien follows higically 
the proof that the problem can in fact be sohed ' proof of the existence of a 
solution) and, finally, the insestigation into the ‘laws’ that the solution re¬ 
veals (the properties of the solution). \\’hcn we have done all this, we say 
that we have ‘explained’ or ‘understood’ whatc\er the clement or elements \vc 
wished to ‘explain’ or ‘understand.’ 

More generally, and at the same time more simpK, we say that we have de¬ 
termined a set of quantities (variables) if we can indicate relations to which 

*2 The non-niatheinatical reader may, liowevcr, acquire an idea of this type of prob 
lem from Professor Hicks’s Value and Capital; and the xiiathcrnatical reader from the 
Mathematical Appendix to Value and Capital, and from the papers by Professor A. 
Wald, ‘Cber cinige Gleichung-ssystenie dcr inatheniatischen 6konoinic,’ Zcitschrift fiir 
Nationalbkonomie, December 1936 (.smnniing up the results of two earlier and more 
technical papers); Professor P. A. Samuelson, ‘'I’hc Stability of Equilibrium; Compara¬ 
tive Statics and Dynamics/ Econometrica, Ajrril 1941, and ‘fhe Stalrility of Equi 
librium: Linear and Nonlinear Systems,* ibid. January 1942; and Professor J. von Neu¬ 
mann, ‘A Model of General Economic Equilibrium,’ Review of Economic Studies, 
1945-6 (trans. of an earlier German paper). These complement one another nicely. 
Also see R. Frisch, ‘On tlic Notion of Equilibrium and Disequilibrium/ Review of 
Economic Studies, February 1936. 
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they must conform and which will restrict the possible range of their values. 
If the relations determine just a single value or sequence of values, we speak of 
unique determination—^a case that is, of course, particularly satisfactory. The 
relations may yield, howexer, more than one possible value or sequence of 
values—which is less satisfactor>' but still better than nothing. In particular, 
the relations may determine only a range.’^ In the light of what has been 
said in the preceding paragraph, we realize that 'determining* a set of qiianti- 
ties in the sense in which we use this phrase is indeed not all that is involved 
in the task of ‘explaining* a phenomenon. But wc also realize that it is an in¬ 
dispensable and important part of—or, more precisely, an indispensable step 
in—this task. And this answers the question, so often asked with a sneer, 
why theorists should bother so much about ‘mere dctcrniinatencss.* 

If the relations which are derived from our survey of the ‘meaning* of a 
phenomenon are such as to determine a set of values of the variables that will 
display no tendency to varv' under the sole inffucnce of the facts included in 
those relations per se, we speak of equilibrium: wc say that those relations 
define equilibrium conditions or an equilibrium position of the system and 
that there exists a set of values of the variables that satisfies equilibrium con¬ 
ditions. This need not be the case, of course—there need not be a set of 
values of variables that will satisfy a given set of relations, and there may exist 
several such sets or an infinity of them. Multiple equilibria are not neces¬ 
sarily useless but, from the standpoint of any exact science, the existence of a 
‘uniquely determined equilibrium (set of values)’ is, of course, of the utmost 
importance, even if proof has to be purchased at the price of very restrictive 
assumptions; without any possibility of proving the existence of uniquely de¬ 
termined equilibrium—or at all events, of a small number of possible equilibria 
—at however high a level of abstraction, a field of phenomena is really a chaos 
that is not under analytic control. Again, wc derive a simple and convincing 
answer to the layman’s question concerning the good wc expect from all our 
worrv' about 'determined equilibrium*—and to the more specific question why 
this concept played such a role in the thought of W’alras and Marshall.’^ 

‘3 Illustrative examples: suppose then wc have to do with people who, if they ex¬ 
perience an access of income of one dollar, invariably borrow another and promptly 
spend both (in Keynesian terms this means a marginal propensity to consume equal to 
2); if this goes on, the monctarv* values of the .system will be inflated to infinity, but 
the process is perfectly detennined. 7'he Reader should bear this in mind because of 
the frequent confusion w'c find of deterininacy and equilibrium. Again, the reader can 
easily satisfy himself that a monopolist may make the same maxiimim amount of 
profits at two or more different prices of his product. iMiially, price is in general in 
determinate in cases of bilateral monopoly. But it is indeterminate within limits which 
arc perfectly determinate themselves. 

Its role in the thought of the Austrians, in Wieser’s particularly, was actually just 
as fundamental. If it docs not show' explicitly, this was owing cxclusiv'ely to their tcch> 
nical disabilities. Historians who shared the.se disabilities spoke of the ‘equilibrists’ (sic) 
as a sort of school or sect. In fact, however, the writers thus labeled only brought out 
more clearly what all the theorists of the period—actually also of the preceding period 
—groped for. 
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The relations from which we start, according to whether they link elements 
that carry the same time subscript or different ones, may define a static or 
a dynamic equilibrium, llic leaders of that period used only the former con- 
cept—at least in their mathematical sebups—and do not seem to have had 
any precise ideas about the problems that center in the latter. We shall, 
therefore, confine ourselves to static equilibrium except so far as description 
and criticism of their analysis forces dynamical aspects upon us. It should be 
emphasized, as it has been in the first part of this section with respect to the 
terms ‘static’ and ‘dynamic’ themselves, that the concept of equilibrium, 
whether static or dynamic, has nothing to do with any borrowing, legitimate 
or not, from those physical sciences in which analogous concepts occur. They 
are logical categories and as such as general as is logic itself, llicy occur both 
in the physical and the social sciences because it is the same human mind that 
works both. 

Whether static or dynamic, equilibrium may be stable, neutral, or unstable. 
Before w'e go into this matter it will be well to comment briefly—^and very 
superficially—on the meaning of a system of simultaneous equations and on 
the conception of simultaneous determination of a set of \ariables. Wc start 
again from the first two of the four steps into which wc ha\c split exact ana¬ 
lytic procedure and which are, for the first time in the historj* of economics, 
clearly discernible in Walras* work, namely, the enquiry into the nature of the 
phenomena we arc to study and the discovery of the relations which, guided 
by our knowledge of their nature, w’C conceive to subsist between them. When 
w'e ha\e succeeded in expressing these relations b> equations, wc are ready to 
take the third step; we put them together into a system (a theoretical ‘inoder) 
and ask whether there is a unique set of values of the elements that aj)pcar 
in this system as variables (or ‘unknowns’) that will satisfy all those equations 
which must all hold simultaneously—hence the phrase simultaneous equa¬ 
tions. So far, it is hoped, evcr\'thing is plain sailing. But the answ^er to this 
question—in most cases negative of course—is extremely difficult to provide. 
Plain common sense can indeed indicate certain conditions tliat must be ful¬ 
filled if such a unique set of values—a ‘solution*—is to exist. Tims, the equa¬ 
tions must be genuine equations and not mere identities (such as x is x); 
they must be independent in the sense that none must be implied in one or 
more or all of the others; they must be sufficient in number; and, of course, 

But identities that exjjress the fact that x and y, which occur in the rest of the 
system, are really identical (x = y) permit suppression of cither x or y and thus may 
contribute toward determinateness just as much as dws an equation. Confusion be 
tw'een propositions that are identities and propositions that may determine equilibriuTii 
values is a frequent source of error and controversy. See J. Marschak, ‘Identity and Sta 
bility in Economics: A Survey,* Econometrica, January 1942. 

Independence must, however, be distinguished from autonomy. In the argument 
above nothing is required but that no equation should follow from the others mathe' 
matiadly. It docs not matter here whether or not, for economic rca,sons, one or more 
equations could not hold unless others do, though this matters greatly in other re¬ 
spects. The concept of autonomy—which is due to Frisch—is far beyond our range. 
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they must not contradict one another.*^ But these conditions arc adequate and 
easily verifiable only in a particularly simple class of eases to which the Wal¬ 
rasian system does not belong. Very advanced argument involving some com¬ 
plicated tools of modern mathematics is needed to cope with the problem of 
which we shall get but a glimpse in section 7. Walras and Marshall were far 
from solxing it—for one thing because some of the mathematical tools re¬ 
quired did not exist in their creative time—and cannot even have had a clear 
conception of its nature and difficulty. But, as we shall also see, Walras did 
more than ‘counting equations.’ 

[This version too is unfinished. A single paragraph from the early version (see Ap 
pendix) follows here, beeanse it very briefly defines stable, neutral, and unstable equi 
librium. 'J'hesc concepts will be touched upon again in later sections of this chapter.] 

Thus we may consider stationary and evolutional’ processes and we may analyze 
both of them by either a static or dynamic method. Wc shall now introduce the con- 
cept of equilibrium. 'Mie simple.st and for most purposes the most important case is 
that of static etiuilibrium. Suppose we have settled the question, what elements in an 
economic universe wc wish to determine and what are the data and the relations by 
which to determine them. 'J hen the question arises whether these relations that arc 
.suppo.sed to hold sinuiltaneou.sly (simultaneous equations) arc just sufficient to deter- 
mine sets of values for tho,se elements (variables) that wall satisfy the relations, 'fhere 
may be no such set. one such set, or more than one such set, and it does not follow' 
that our .system is valueless if there exist several. But the most favorable case and the 
one cvciy theorist prays for is of course uniqueness of the set. Such a set or such sets 
we call equilibrium sets and wc say that the .system is in equilibrium if its variables 
take on the values thus determined. It goes without saying that these values arc very 
much more useful for us if they are stable than if they are neutral or unstable. A stable 
equilibrium value is an equilibrium value that, if changed by a small amount, calls 
into action forces that will tend to reproduce the old value; neutral equilibrium is an 
equilibrium value that docs not know' any such forces: an unstable equilibrium is an 
equilibrium value, change in which calls forth forces which tend to move the system 
farther and farther away from equilibrium values. A ball that rests at the bottom of a 
bowl illustrates the first case; a ball tliat rests on a billiard table, the second; and a 
ball that is perched on the top of an inverted bowl, the third case. Naturally, the condi¬ 
tions w'hich insure .stability and the abscnc^e of w'hich produces instability are of par¬ 
ticular interest in order to understand the logic of the economic system. In this sense 
it has been said that it is the stability conditions that yield our theorems. 

*^Tlie far reaching importance of the latter point (which also show's that such 
purely logical questions may bear directly upon hotly debated practical issues) should 
be noticed in pa.ssing. If a s>'!»tcm or model that c-onectly expresses fundamental fea¬ 
tures of the capitalist society contains contradictory equations, this would be proof of 
inherent hitches in the eapitalist sy.steni—proof of real, instead of imaginary, ‘contra¬ 
dictions of capitalism.' 

See Marshall, Principles, Mathematical Appendix, Note xxi in fine. 
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iv: FROM 1870 TO 1914 AND LATER 


4. The CoMPETiTn'F. Hypothesis and the Theory of Monopoly * 

It has been stated abo\'e that the economists of the period under siirxey 
substantially retained the habit of their ‘classic’ predecessors, which was to 
consider ‘competition’ as the normal case from which to build up their general 
analysis; ^ and that like those predecessors thc\- overrated the range of appli¬ 
cation of such an anal\sis. In fact, instances abound of writers who considered 
competition as the normal ease cither in the sense that it covers most of 
actual business practice (Walras, the Austrians); or in the sense that devia¬ 
tions from the competitive schema, though frequent, may be taken care of 
by occasional recognition (Marshall, Wicksell i; - or in the sense that competi¬ 
tion ‘ought’ to be the normal ease and ‘shouUr and could be enforced by ap 
propriatc policies (Clark); or, finalK-, in the sense that the actual sxstem, 
however iioncoinpctiti\c in parts, nevertheless works out, on the whole, as if 
it were competitive (Casscl). Moreover, while not all of them were uncritical 
eulogists of competition (see below see. nearly all of them were apt to 
yield to the specific bias i^f the economic theorist that has nothing to do with 
political preference, the bias for easily manageable patterns. And it stands to 
reason that the theorist's gcnerali/ed description of economic bcliaxior is 
greatly simplified by the assumption that the prices of all products and ‘fac¬ 
tors’ cannot be perceptibly influenced by the iridi\idual household and the 
individual firm, and hence may be treated as gi\cn (as parameters) within the 
theor\’ of their beha\ior.'' ITicsc prices will then be determined, in general, 
by the mass effect of the actions of all households and all firms in ‘markets,’ 
the mechanisms of which are relatively easy to describe so long as the house¬ 
holds and firms have no choice but to adapt the quantities of commodities 
and services they wish to buy or to sell to the prices that rule. We may call 
this the Principle of Excluded Strategy and accordingly say that the bulk of 
the period’s pure thcor\^ w'as a pure thcor>' of static equilibrium that excluded 

* [This section was found in four parts, three in typescript (each with pages num¬ 
bered independently) and one in manuscript w'ith the pages unnumbered. The parts 
seemed to follow consecutively except the last, which was vers* short and apparently 
written quite early. The part in manu.script w^as the treatment of oligopoly, obviously 
not completed. Still another shorter treatment entitled ‘Monopoly, Oligopoly, Bilateral 
Monopoly,' probably a prcliminars' .study (not typed), has been deposited with the rest 
of the manuscript in the Houghton Library at Harvard.] 

^ But compare also what lias been said on Mill's qualifications and warnings, which 
have not always been given due weight. Nor should w^e forget that Cournot built his 
analy.sis from the monopoly ease. 

2 But Pareto denied emphatically that competition actually ‘rules* in our society; sec 
Coiirs, vol. II, p. 130. 

^ It is interesting to note that in 1939 Professor Hicks was just as convinced that 
successful theoretical analysis is substantially confined to the competitive case as J. S. 
Mill had been in 184S: abandonment of the competitive hypothesis threaten.s ‘wreckage 
... of the greater part of economic theory' (Value and Capital, 1939, p. 84). 
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strategy. The all-round rise of the level of scientific rigor eventually produced 
if not the term yet the substance of what we now call pure or perfect com¬ 
petition.^ 

(a) The Competitive Hypothesis. This notion had been made explicit by 
Cournot at the end of Chapter 7 and the beginning of Chapter 8 of his 
Researches: after luning started with the case of straight monopoly (discussed 
below) he first introduced another seller and then additional ones until, by 
letting their number increase indefinitely, he finally arrived at the ease of 
‘illimited’ (unlimited) competition, where the quantity produced by any one 
producer is too small to affect price iKTCcptibh’ or to admit of price strategy.'^ 
Jevons added his I.aw of Indifference, which defines the concept of the per¬ 
fect market in which there cannot exist, at any moment, more than one price 
for each homogeneous coinmodih'. Tliese two features—c:xcludcd price strategy 
and law of indifference—exj^ress, so far as I can see, what \\\dras meant by 
lihre concurrence. Pareto’s definition (Coiirs i, p. 20) comes to the same 
thing, 'lliis does not however dispose of all the logical difficulties that lurk 
behind the concept of a competitive market,^'* and some of these must now 
be noticed l^ricfly. 

1’hc mechanism of pure competition is supposed to function through every- 
bod\'s wish to maximize his net advantage (satisfaction or monetary gain) by 
means of attenij)ts at optimal adai)tation of the quantities to be bought and 
sold. But exclude ‘strategy* as much as you please, there still remains the fact 
that this adaptation will produce results that differ according to the range of 
knowledge, promptness of decision, and ‘rationality’ of actors, and also ac¬ 
cording to the expectations they entertain about the future course of prices, 
not to mention the further fact that their action is subject to additional re¬ 
strictions that proceed from tlic situations the> have created for thcin.sclvcs 
by their past decisions. As we shall see below. W alias was \cry much alive to 
these difficulties and in places (c.g., in the last paragraph of the ^:;th Ic^on of 
the fllemcnts) he clearly saw the necessib' looming in the future of construct¬ 
ing dynamic schemata to take account of them. I'or himself, however, he saw 

* The term i>urc competition, which will be used in this book, was iiitr(»dneed by 

Professor K. II. Chamberlin in his Theory of Monopolistic Competition (the preface 
of the first edition is dated 19^2. but the siibstnnee of the arciimcnt. in all essentials, is 
contained in an unpublished Ph.D. thesis presented in Sec below. Part v. th. 2. 

* 'Pile advantage of this approach is that it eniphn.si/c$ the fact that pure competi¬ 
tion results from certain conditions: this is ninch better than to posit it as an institu¬ 
tional datum. In addition Cournot emphasized (op. cit, p. 90) that the quantity pro¬ 
duced by each producer must be ‘inajsprcciablc not only with reference to the total 
production, D - F(p), but also with reference to the derivative F'(p) so that the par¬ 
tial production [of cver>' single produtxT) could be subtracted from D without any 
appreciable variation resulting in the price of the commodity.* 

^The first author to display logical discomfort at the handling of the concept by 
others was M. L. Moore (Tandoxes of Comisetition,’ Quarterly Jourrutl of Economics, 
February 1906, and Synthetic Economics, pp. 11-17) but his own treatment of it is 
not more satisfactory. 
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not Jess clearly that, absorbed in the pioneer task of working out the essentials 
of the mathematical theory of the economic process, he had no choice but to 
simplify heroically {Elements^ p. 479). Tlius, he postulated (at first) that the 
quantities of productive services that enter into the unit of every product 
(coefficients of production) are constant technological data; that there is no 
such thing as fixed cost; that all the firms in an industry produce the same 
kind of product, by the same method, in equal quantities; that the productixe 
process takes no time; that problems of location may be neglected. Under 
such circumstances it was but natural that he used or abused the prerogatixes 
of the pioneer still further by narrowing doxvii all the possible txpes of re¬ 
action to a single standard type.^ For us the question arises: hoxv much of this 
did he mean to include in his ‘free competition? It has been held (by Profes¬ 
sor Knight among others) that \\'alras, and the theorists of that epoch gener¬ 
ally, intended to make ‘oniiiiscicnce’ and ideallx rational and prompt reac¬ 
tion attributes of pure competition; deviations from this pattern would then 
find room in the spacious folds of an entity called ‘friction/ which would thus 
emerge as a helpmate of pure competition xvith the assignment to pick up 
whatcx’cr the latter proxed incapable of carrying. It is submitted, hoxvexcr, 
that there is no point in oxcrloading pure competition like this, and that it 
is quite possible to separate, in interpreting the xvriters of that epoch, their 
concept of pure competition as defined in the preceding paragraph from an>' 
further assumptions that they may have made, in general or for particular 
purposes, about knoxxlcdgc, promptness, and rationalitx of action and all the 
other things mentioned above, exen in tho.se instances in xvhich they did not 
carr> out this separation themselves.* 

Marshal], hoxxcxcr, did not take this line. Just as Walras, more than any 
other of the leaders, xxas bent on scraping off cxerything he did not consider 
essential to his theoretical schema, so Marshall, following the English tradi¬ 
tion, was bent on salvaging every bit of real life he could po.ssibly leave in. 
As regards the case in hand, we find that he did not attempt to beat out the 
logic of competition to its thinnest leaf. On the first pages (jf his Principles 
he emphasized economic freedom rather than competition and refrained from 
defining the latter rigorouslx. Moreover, throughout the Principles, he paid 
much attention to the problems of individual firms—the manner in xvhich they 
conquer their Special Markets within which to maneuver, the manner in 

^ lie did, however, here and there, make some use of a none too precisely defined 
Law of Great Numbers. In this he followed a suggestion of Cournot’s. 

* An example that will illustrate the importance of this point is afforded by the state- 
ment that, according to pre-Keynesian theory, there could not be involuntary uneni- 
ployment in conditions of perfect competition, except unemployment of the ‘frictional’ 
type (Keynes, General Theory, p. 16). The implied criticism is entirely disposed of so 
soon as it is remembered that ‘full employment’ is a property not of pure competition 
per se but of perfect equilibrium in pure competition. But if pure competition implied 
ideally prompt adaptation, then both full employment and perfect equilibrium in gen¬ 
eral would practically always have to be present—‘friction* permitting—and it could in 
fact be argued that such a theory does not fit reality. 
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which they lose them again, and certain consequences that follow therefrom. 
It is submitted that there is more in this than mere dislike of naked abstrac¬ 
tions. There is awareness of that set of problems that later on developed into 
the theory of mono])olistic (Chamberlin) or imperfect (Robinson) competi¬ 
tion, whose patron saint Marshall may indeed be said to have been. But there 
is also a subtle difference in attitude toward these problems between him and 
the modern exponents of this theor\' that is not easy to convey. 

If we are of the opinion, on the one hand, that from all the infinite variety 
of market patterns pure or perfect monopoly and pure or ixirfcct competition 
stand out by \ irtue of certain properties—of which the most important is that 
both eases lend themselves to treatment by means of relatively simple and 
(in general) uniquely determined rational schemata—and, on the other hand, 
that the large majority of eases that occur in practice are nothing but mixtures 
and hybrids of these two, then it seems natural to accept pure monopoly and 
pure competition as the two genuine or fundamental patterns and to proceed 
by investigating how their hybrids work out. This renders the attitude of the 
theorists of monopolistic or imperfect competition. But instead of consider¬ 
ing the h>brid cases as deviations from, or adulterations of, the fuiKlamcntal 
ones we ina\ also look ui)on the hybrids as fundamental and on pure monopoly 
and pure comjxtition as limiting eases in which the content of actual busi¬ 
ness beluiNior has been refined away. 'I’liis is much more like the line that 
Marshall took. Should the reader feel that 1 am laboring to coiney a distinc¬ 
tion without a difference, he is requested to ask himself whether the defini¬ 
tion of pure competition that has been given above rcalh fits wliat we mean 
when talking about competitive business. Is it not a fact that what we mean 
is the scheme of motives, decisions, and actions imposed upon a business firm 
by the necessity of doing things better or at any rate more successfully than 
the fellow next door: that it is this situation to which we trace the technolog¬ 
ical and commercial efficiency of ‘competitive’ business; and that this pattern 
of behavior would be entirely absent />of/i in the eases of pure monopoly and 
pure comiK'tition, which therefore .seem to have more claim to being called 
degenerate than to being called fundamental cases? •* 'I’his, if I am not mi.s- 
tnken, is beginning to be widely felt today—hence the search for a 'workable* 
concept of competition (f. M. Clark) that might well start with an analysis 
of Marshall’s argument. 'Hie latter was, however, .singularly unfortunate in 
this part of his teaching. Neither theorists nor institutionalist enemies of 
theor\' .saw’ the hints that they could have developed. 

(b) The Theory' of Monopoly. We have already .siirxcycd the work and 
views of that period’s economists concerning the practical problems of monop- 
oly, oligopoly, and monopolistic practice that were thrust upon their attention 
owing to the dc\elopments in the .sphere of large$t-.scalc business. Now we 
must turn to the theoretical tools they provided for u.se in this field. Several 

**Thc moral of this .stor\' is, of course, that dissecting a phenomenon into logical 
components and working out the pure logic of each may cause us to lose the phenom¬ 
enon in the attempt to understand it: the essence of a chemical compound may be 
in the compound and not in any or all of its elements. 
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excellent critical histories permit us to confine oiirsches to the most general 
outlines.^® The chief performance w^as Cournot’s and the period’s work may 
be described as a scries of successful attempts to develop his statics of straight 
monopoly and as another scries of much less successful attcmi>ts to develop 
and to correct his theories of oligopoly and bilateral monopoly. Second honors 
arc divided between Marshall and Edgeworth.” 

In order to appreciate Cournot’s performance it is necessary to recall the fact 
that, as we have noticed not without surprise, practically no theory of monop¬ 
oly had existed before him, in spite of all the talk about it. and that even his 
starting point, the ‘Marshallian’ demand function {hi du debit) had not been 
properly defined before 18:58. Let us first obserxe that the demand funetion, 
D = F{p), hence also the total revenue function, pF{p), and the marginal rev¬ 
enue function, F{p) + pF'{p) {Researches, p. 5^), are objecihely given to the 
monopolist who, on the one hand, can exploit a given demand schedule at his 
pleasure and, on the other hand, is not supposed to be able to alter it to his 
adxantage, for example, b\- advertising or by teaching his customers new uses 
of his product. Eor the first time, we are thus presented, b\ implication, with a 
definition of monopoly but with one that excludes the large majority of all 
the ‘single sellers' we can observe in real life.^~ The given revenue functions 
Cournot then proceeded to confront with total and marginal cost curves in 

See, e.g., Gaston Leclnc. Theorie des prix dc wnnopnJe (1Q27); the first and third 
chapters in E. II. Chamberlin’s Monopolistic Competition (5th ed., 1946), where the 
reader also finds an almost complete bibliography; F. Zeuthen, Problems of Monopoly 
and Economic Warfare (1930); II. von Stackelberg, Marktforrn iind Gleichgewicht 
(1934, ch. 5); J. R. Hicks, “Ihe Theory of Monopoly,' Economctrica, Januarx' 193s. 

W'alras’ contribution is insignificant. Along with Cournot we might, however, 
have mentioned Dupuit and Ellct. Some of Edgeworth’s contributions are in the 
Mathematical Psychics (1881), the rest of them, especially a translation of his im 
portant Tcoria pura del monopolio' {Giornale degli Economisti, July 1897) arc in his 
Papers Relating to Political Economy. Also sec A. C. Pigoii, Wealth and Welfare 
(1912) and Economics of Welfare (4th ed., 1932, Part ii, ch. 15); and dc.spitc its date, 
Bowley’s Mathematical Groundwork (1924). 

12 Nevertheless, most economists accept this highly restrictive definition to this day 
and yet persist in applying the term monopoly and the Cournot theory of it to all 
cases of single sellers. The logical implications of the Cournot theory have been 
analyzed by P. M. Sweezy, ‘On the Definition of Monopoly,' Quarterly Journal of 
Economics, February 1937- Phis is Chamberlin's Isolated Monopoly; his pure monopoly 
is . . . [note unfinished]. 

*3 These co.st curves he did not consider, as he did the revenue functions, to be 
given independently of the monopolist's action: he noticed especially that a monopolist 
when in control of several plants would operate only those that could be operated most 
economically, whereas competing firms W'ould tend to operate all plants so long as 
any profit could be made from operating them (p. 87). Also it should be noticed that 
he discussed the case of decreasing marginal cost—thus, also by implication, presenting 
the correct meaning of ‘decreasing cost' that Edgeworth was to elaborate about sixty 
years later. Finally, he emphasized the fact that constant elements in total cost do 
not influence price, and that in particular no account is taken of cost if the whole 
of it is constant and hence marginal cost equals zero. 
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order to derive the theorem, now so familiar to every beginner, that (in¬ 
stantaneous) gain will be maximized if the monopolist sets a price for which 
marginal revenue equals marginal cost (op. cit. p. 57). This theorem is, of 
course, strictly static and belongs to the realm of partial analysis (sec below, 
sec. 6). Also it relics exclusively on the maximum criteria afforded by the cal¬ 
culus, that is, the existence and the uniqueness of the maximum are proved, 
and the manner in which the monopolist's optimum price is affected by a 
change in cost is determined, for small displacements only.’^ But in spite of 
these and other criticisms which cannot be presented here,’® this was a splendid 
performance, for which, as for the treatment of taxes on commodities pro¬ 
duced under a monopoly (ch. 6), we ought to entertain the highest admiration. 

In Chapter 13 of Book v, Marshall reproduced this analysis by means of a 
technique of his own that not everyone will consider superior to Cournot's.’® 
But he added something that was truly his own. Cournot had indeed realized 
that a monopolist's cost structure may be more favorable than that of a com¬ 
petitive industry. But it was left for Marshall to point out the full importance 
of this jjossibility and to present it in the full regalia of his practical wisdom: 
his argument actually amounts to denying the existence of a presumption that 
the price usually set by a modern industrial monopoly is higher and the quan¬ 
tity produced by it is lower than would be the case if the same commodiW 
were produced ‘under free competition.' Again, Cournot had known, of course, 
but had failed to emphasize that monopoly price is determinate in a sense 
that differs from the sense in which competitive price is: under pure competi- 

Tlie criteria that the calculus offers for finding out whether or not a continuous 
function of one variable displays a unique inaxinuim are that the first derivative of 
the function should vanish and that its second derivative should be negative; and 
these criteria answer the question only for a small interval and say nothing about 
whether or not the same function displays other maxima beyond that interval. How¬ 
ever, Cournot framed his assumptions about the shape of the total revenue and total 
cost functions in such a way as to make sure of a single maximum. But his proof 
that a small increase in marginal cost will increase the monopolist’s optimum price 
though, according to the form of the demand curve, sometimes much more and 
sometimes much less than the amount of the increase, is seriously restricted by the 
assumption that the increments in cost and price arc so small that their squares (and 
higher powers) and products can be neglected. In J 32 of ch. 5 Cournot attempted 
to free himself from this restriction by the device of splitting up the two increments, 
if they are not small, into small elements and of passing from the old cost figure to 
the new one by these small steps, to each of which his proof is supposed to apply. 
It is perhaps clear >^'hy this procedure is not admissible. 

In particular, Cournot’s i)roof on pp. 87-9 of the proposition that the monopolist’s 
optimum price is always higher than the price under pure competition even though, 
for equal total quantities produced, ‘the costs will always be greater for competing 
producers than they would be under a monopoly’ is open to objection. 

Marshall reasoned in terms of monopolist’s total net revenue rather than in 
terms of the marginal condition (Monopoly Revenue Schedule, Principles, p. 539). 
This is why the Marginal Revenue Cur\'e that was reasserted by Chamberlin and 
Robinson struck economists around 1930 as something of a novelty. 
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tion, firms have to accept the ruling price; monopolists are under no such 
compulsion and may well set prices that arc lower than the instantaneous opti¬ 
mum, cither for strategic reasons in their own profit interest or for other rea¬ 
sons in the interest of somebody else, especially of their customers. Marshall 
realized what this means. An outlook was thus opened up on a wide variety 
of important phenomena and problems '• that was soon to be lost again in 
ideological mists.But, like Cournot, he failed to give adequate attention to 
one \cry important aspect of monopolistic strategy, Price Discrimination. The 
theory of it had been dc\clopcd in a rudimentary form b>- Dupuit, Walras, 
and Edgeworth. Pigou’s presentation of this range of problems in Wealth and 
Welfare indicates the extent to which discrimination was understood by the 
economists of the period. We must not forget, however, that the specialists in 
applied fields, notably in the field of transportation, had got further than 
that.-" 

See JX 6-8 of the monopoly chapter and in particular Marshall’s argument on 
what he called compromise benefit, p. 549. Observe once more: Marshall added in 
this chapter little, if anything, to Cournot’s analytic skeleton; but. as in so many 
other spots, he developed from it, with a broad and deep insight all his own, an 
economic analysis that almost dwarfed both that skeleton and the technically superior 
pcTfonnance of a later age. Even the statistical complement of the theory of monopoly 
is clearly visualized. 

18 However, if Mar.shairs broad and deep comprehension of the monopolistic and 
quasi-monopolistic phenomena of his age failed to bear fruit, his historical greatness 
as an economist stands out all the better because he saw more in them than the 
results of functionlcss rapacity or, as a leading theorist of our own day has put it, 
of producers’ desire for an easy life. 

t.lementSy J J 3<S2 4. W alras believed that discrimination is also possible in ‘free 
competition.’ It is, but not in perfect equilibrium of pure competition—an interesting 
example of the necessity of keeping carefully distinct the properties that define com¬ 
petition, tlie properties that define equilibrium, and the properties that define com¬ 
petitive equilibrium. W’alras committed no mistake, however: he saw' that it is only 
in the presence of elements of monopoly that discrimination does not violate equilib¬ 
rium conditions. 

2" I can find no proof of the conditions under w'hich di.scrimination may improve 
the situation of all parties concerned, including the one that is discriminated against. 
But Hadley’s oyster case presents an interesting instance that shows this possibility. 
Suppo.se that a quantity of oysters that fills a freight car can be sold in an inland 
market, A, for $150, and that A is connected with an oyster bed at B by a railroad 
w'hose minimum charge for the freight car is $20. 'I’he people in B are just willing 
to supply a quantity of oysters that would fill half a car per day at $62.50. But 
since they would have to pay for the w'hole car, the business would net them a loss 
of $7.50 (62.50 4- 20 — 75). There is, however, another oyster village near by, C, 
whose inhabitants are also w'illing to sell a quantity of oysters that would fill the 
other half of the car at $62.50. Road transportation from C to B costs $5. Evidently, 
the business becomes possible and all parties—consumers at A, producers at C and 
B, and the railroad—arc ‘benefited’ if these $5 are divided up between the pro¬ 
ducers at C and the producers at B, which can be done by the railroad’s charging 
differential freight rates for the same service to the people in B and the people in C. 
(Arthur 1 '. Hadley, Railroad Transportation, 1885, ch. 6, pp. 116 ff.) 
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[(c) Oligopoly and Bilateral Monopoly,] Cournot left two other legacies, 
however. TTic one was a theory of oligopoly 21 or, as it came to be called from 
the special case that was mostly discussed, of duopoly. As stated above, he met 
oligopoly on his way when, starting from monopoly, he went on to introduce 
one, two, three . . . competing firms of comparable size until he landed at 
‘illimited' (unlimited) competition, for which he derived correctly another of 
those theorems that are now familiar to every beginner, namely that, in equi¬ 
librium of pure competition, price equals marginal cost. At the starting point 
as well as at the end point, his argument was all right so far as it went. Hence 
nothing could have been more natural than to apply the same reasoning also 
to the intermediate situations. Admitting, then, for simplicit\*s sake, one com¬ 
petitor only and, also for simplicity’s sake, neglecting cost of production,'-*- he 
was easily led to argue that this competitor will, on finding a monopolist in 
possession, offer in the market—assumed to be perfect—that quantity of the 
(perfectly homogeneous) commodity' which will maximi7.c his revenue, the out- 
jMit of the former monopolist being what it is. 't his former monopolist will 
thcrcuj^on adjust his output to the new situation, the newcomer will then do 
the same, and so on, price falling all along, as automatically as if, at each step, 
the resulting total output of both duopolists were put up for auction. And 
Cournot showed not inelegantly, by means of his apparatus of Reaction 
Curves,-^ that under his assumptions this step-by-step adaptation of quantities 

'riiis term was introduced by Sir Tlioiiias More (sec above Part ii. cb. 6) and 
has Ihcii reintroduced by Karl Schlesinger (Theorie der Geld- wid Kreditwirtschaft, 
1914). U. Kicci (Dal proiezionismo al swdacalismo, igzO), and Chamberlin (op. cit.), 
but was not used in the jjcriod becau.se writers dealt only with the case of duopoly. 
Cournot, since he used ‘illiniited comijctition' for what we call pure competition, 
might be credited with the term 'limited coiiipctitioii.’ Pigou used ‘monopolistic com 
petition.’ 'Phe term ‘incomplete monopoly’ sometimes denoted the ca.se where one 
of se\eral coni])etitors controls so large a part of an industry’s output as to be able 
to influence price by his own single handed action, whereas the others have to accept 
the ])ricc he ‘sets.* See. e.g., Karl Forchheimer, ‘Thcoretisclies ziini unvollstiindigen 
Monopolc,’ Schmollers Jahrbuclu 1908. 'Phis important case of price leadership does 
not prc.sent the problems of ‘genuine’ oligopoly and has in fact been tacitly excluded 
by most writers on the subject. 

2- Cournot’s example, two springs that produce mineral water of identical quality, 
suggests an as.sumption that has been almost universally adopted in the later discussion 
of duopoly, namely, the assumption that the cost structures of the duopolists are ex¬ 
actly alike, lliis seems to bring out the pure logic of the duopolistie situation. Actually 
it defines a very' special case and represents an element of diioijolistic situations tliat 
is particularly important for the more general case of oligojjoly and enables us fre¬ 
quently to narrow down ranges of indeterminateness. Cournot’s procedure may be 
excused by invoking the privileges of the pioneer. But those who dealt with the prob¬ 
lem after him should have realized that they did not gain but lo.st something by 
making the same assumption. As it was, only Marshall seems to have been fully 
aware of this. 

TTie outputs of the one duopolist, the fonner monopolist, being shown on the 
X-axis of a rectangular sy'stem of co-ordinates and the outjntts of the other duopolist 
on the Y-axis, the reaction curves plot the two equations that represent the maxi- 
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issues into a unique state of stable equilibrium, namely, a state in which the 
duopolists sell equal quantities at a price that is below the monopoly price 
and above the competitive price, and which, if departed from, will be re¬ 
established ‘by a scries of reactions, constantly declining in amplitude' (op. 
cit. p. Si). 

Since this result—whether attacked or accepted—became the backbone of 
all further work on oligopoly and the starting point of a discussion that lasted 
into the we shall, in order to extract the moral of the story,= * first of 

all try to make clear to ourselves what wc are to think of Cournot’s solution 
and what we might expect, in the absence of historical information, the fur¬ 
ther development to have been. To begin with, it should be clear that Cour¬ 
not’s solution is not absurd. It is not true that his duopolists arc supposed to 
act on an assumption about one another’s behaxior that is incessantly belied 
by the facts, that is, the assumption that each takes the quantity offered by 
the other as constant when he cannot help observing that the other keeps on 
adjusting it. No such assumption is implied. All that is required is that each 
chooses this particular method in order to find out how the other will react, 
or that he takes the other’s output as given for the moment and as a guide 
for his own next step. Equally clear, however, should it be that the behavior 
selected by Cournot is not the only possible or even the ‘norinar one. The 
duopolists may agree to co-operate. Or, without any agreement, explicit or 
tacit, they may still both of them set the monopob- price.“*"■ Or the\‘ ina\- fight 

mum revenue condition of both duopolists (for duopolist I, for instance, if Dj and Do 
stand for the quantities offered by both and f(Di -f D-j') for the price. /(Di -j- D-j) -f 
Dif(Di 4 - DlO “ o)- That is, the reaction curve for duopolist II shows the quantity 
that he will offer, if duopolist I offers any given quantity (op. cit. p. «Si and I'igs. 2 
and 3). Both reaction curves are concave to the origin and intersect in a single point 
and in a manner such that this point fulfils the condition of stability. (For full ex 
planation see also note 17 in Fisher’s introductor\' 'Notes on Cournot's Mathematics.’) 

24 ITiis will be more instructive for us tlian would be a presentation of its details. 
For these I refer again to ch. 5 of von Stackelberg’s Marktform und Gleichgewicht 
(1934), although I cannot agree entirely with cither his history' of the work on the 
duopoly problem or with his own thcor\' of duopoly. Sec Professor lieontief’s review 
of von Stackelbcrg’s book, 'Stackelbcrg on Monopolistic Competition,’ Journal of 
Political Economy, August 1936. 

25 Cournot was, of course, aware of the po.ssibility of coalition, and he was jus¬ 
tified when, in order to deal with duopoly, he e.xcluded this po.ssibility. lie was also 
aware of the possibility that duopolists might independently decide to charge the 
monopoly price, but he ruled it out on the ground that, at any given moment, one 
of the two is induced to take a further step along Cournot’s chain of reactions by 
the temporary advantage he thereby secures (op. cit. p. 83). 'I'liis is less easy to justify. 
For either both duopolists are perfectly and equally rational and arc facing an ideally 
perfect market, in wdiich customers .shift in response to the slightest difference in 
price and in which there are no other differences between the duopolists’ offerings, 
not even differences of distance or of pleasantness of service: then neither can hope 
to conquer, or fear to lose, more than half the market, even temporarily, and it is 
hardly possible to derive comfort from Cournot’s general admonition that ‘in the 
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cither with a view to driving or to bribing the competitor out of business or 
with a view to making liim conform to a desired pattern of behavior. In do¬ 
ing so, cither or both may try to bluff. Any of the.se courses of action may 
eventually lead to a stable situation. But there is no guarantee that it will, and 
c>'cii if it docs, it will in most cases do so by destroying the specifically duopolis- 
tic pattern. So far, tlicn, the only thing that can be a\crred about the latter 
without introducing further assumptions .seems to be that there is no general 
solution.-** Mowever, we sec immediately that, though the course a duopolist 
or oligopolist will clioose depends in part on the kind of man he is—^and so far 
as this is the case, all wc can do is to list possible types of behavior—it also 
depends in part on the general business situation and on a concern’s position 
relative to its competitors, particularly on its own and their cost structures. 
And this opens up a way that leads out of the impasse and to many results 
that arc specific to particular situations and often do no more than narrow 
the range of 'indctcrminatcncss,’ hut are not without interest all the same. 

Wc know already why Cournot neglected all this: in his brief sketch of the 
theory of jjricing he c\idcnth’ wished, starting from pure monopoly, to follow 
an unbroken line of reasoning tliat would lead up to the case of pure (‘illim- 
ited’) competition without ha^ ing to \ary an> thing except the number of com¬ 
petitors. On this line he met nothing but quantity adaptation, and hence 
this pattern drifted for him not unnaturally into a key position. The criticism 
that may be directed at him, therefore, is that he neglected or overlooked the 
fact that, as we lea\e the case of inire iiionopoh , factors assert themselves that 
arc ab.sent in this case and vanish again as we approach pure competition, in 
other words, that the unbroken line from monopoly to competition is a treach¬ 
erous guide. The next steps to take in analysis—when from the i88o's on econ¬ 
omists discoNcred Cournot’s solution and began to take interest in it—should 
therefore ha\c been to realize this situation, to recognize those factors that 
shajK’ price strategy, and to work out the thcor\- of the more important ones— 
all of which would ha\c opened up the fertile region of the pricing problems 
of modern industry including, among other things, the problem of ‘delivered 
prices’ or of locational price differentiation. This would have wedded pure 

moral sphere men cannot be supposed to be free from error' because the error in¬ 
volved would, under his assumptions, be too obvious. Or the situation does not fulfil 
some or all of those conditions: then the whole of Cournot’s reasoning becomes in¬ 
applicable. The reader should note the interesting fact tliat we have here the possi¬ 
bility of a unique and stable solution at tlie monopoly ])ricc precisely $0 long as there 
is no agreement between the diiopolists. If they do co-operate, there arises the ques¬ 
tion how to divide the monopoly gain which the>' are making jointly, a question for 
which there is no unique solution or no .solution at all. But if they act independently, 
no such question arises. 

*®This is often expressed by .saying that, generally, the problem is indeterminate. 
But, as Pareto has pointed out, in all cases in which insolubility proceeds from the 
incompatibility of the diiopolists’ aims, it is more correct to speak of overdeter- 
minateness {Manuel, p. 597). 
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analysis to "institutionar fact and would have produced a richer and more 
useful thcor>' of price. 

Actually, with a lag of more than half a century, we have more or less 
reached this position, although much remains to be done. Professor Chamber' 
lin’s work may be mentioned at once as an outstanding landmark on this 
road.-* But during the period under survey there is but little to record that 
foreshadows this dc\'cIopment. As examples, I mention MarslialPs frequent 
emphasis on the fact that if the duopolists (oligopolists) operate individually 
under a ‘law of increasing returns/ then the one who can expand with the 
greatest relative advantage stands a chance ‘to drive all his rivals out of the 
field,' which implies, although Marshall does not say so,-'* the recognition of 
a particularly important t> pc of price leadership; I mention also the attempt 
made by Edgeworth to treat duopolx' as a limiting case of related demand 
for monopolized commodities. For the rest, however, most of the work done 
comes under the heading of sterile criticism or equally sterile defense of the 
Cournot solution. J. Bertrand was, so far as I know, the first to make an at¬ 
tack upon it that challenged it on principle but so inadequately that I 
doubt whether it would have made mueh impression if Marshall, Edgeworth, 
Irving Fisher, Pareto,'*- and others had not, though wholly or partly for other 
reasons, repudiated Cournot’s solution. By the end of the century, there was, 

71 ie chief importance of Chamberlin’s Sionopolislic Competition seems to me 
to lie beyond the problem of pure oligopoly. But in his cli. 3 lie also dealt with 
this problem according to the adage: ‘duopoly is not one problem but several.* 'I'hat 
is to say, he recognized the necessity of a .systematic analysis of all possible types of 
behavior. I do not quite see the reason why von Stackelberg described this position 
as ‘eclectic* since his own position, though different, comes ultimately to the same 
thing so far as this point is concerned. 

2*^ Tlie passage, which appears in the first edition on p. 48511., underwent a niini- 
ber of changes later on. If this means that Marshall was not quite pleased with it, 
we can only agree. 

Price leadership instead of monopoly may result if the strong firm cannot, or 
does not wish to, drive out all its rivals. This .shows that it is unwise, though it 
may be logically unobjectionable, to disregard incomplete or partial monopoly en¬ 
tirely in any treatment of oligopoly. 

In his paper, ‘La teoria pura del monopolio,' Giomale degli Economisti, 1897, 
trans. in Papers Relating to Political Economy, vol. i, pp. 111 et seq. 

3 ^ Journal des Savants, September 1883. Bertrand imputed to Cournot the hypothe¬ 
sis that each duopolist tries to undercut the other, which involves a misunderstanding 
of Cournot’s argument and points toward a result that is, if anything, worse than 
Cournot's. 

^-Cours I, p. 67, and, differently, in Manuel, pp. 595 ct seq. 'Ilie latter treatment 
is repeated in his Encyclopedia article and simply amounts to the ‘proof of the over¬ 
determinateness of the problem' mentioned already. But {Manuel, pp. 601 et seq.) 
Pareto did point toward the multiplicity of possible patterns, some of them deter¬ 
minate, which we recognize now, and has thus some claim to be considered as the 
precursor of the modern tlieory of oligopoly. 
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among leaders, only Wicksell left to defend it, and by 1912, in Wealth and 
Welfare, Pigou was able to write that indeterniinateness, or, more precisely, 
the existence of a range of indctcrininatencss of the quantity of resources de¬ 
voted to production in duopoHstie situations, was ‘now accepted by mathe¬ 
matical economists/ Though this attitude is in fact acceptable when the prob¬ 
lem is posited in full generalih', that is, without any information whatever ex¬ 
cept that there arc several sellers (or buyers), each of whom may influence 
price and output significantly, the reader will realize also that this is not more 
than a first step, which invites further analysis in the light of additional in¬ 
formation (hypotheses). He will, therefore, not be surprised to learn that, 
given the basic weakness and sterilih’ of the criticisins, the Cournot solution 
experienced a renaissance during the 1920’s which merged into the situation 
adumbrated above. 

['I'hc inaniiscript breaks off at this point. Since J. A. S. at the beginning of this 
subsection f4c) said that Cournot left two other legacies of which one was a theor\' 
of oligopoly, the following three ]^aragrai>hs. concerned with Cournot’s contribution 
to bilateral monopoly, seem to follow logically. I'liis short treatment had been writ¬ 
ten much earlier, was already typed, and had many penciled notes in shorthand.] 

Cournot left also another legacy. In Chapter 9 of tlic Researches he dealt 
with a case that differs from duopoly but bears a fundamental similarih’ to it. 
'I’wo different commodities, each controlled by a monopolist, arc jointly de¬ 
manded by competing producers of a third commodity' and serve no other 
purpose \\hatc\'er. 'I’liis case opens up an outlook on a w'idc varich- of indus¬ 
trial configurations which we are far from having fully explored as \’et. More- 
oxer, Cournot’s treatment teaches important lessons about how to deal with 
problems of this kind and about useful simplifications that can be introduced, 
as tcni])orary expedients, in order to make headway. These two merits are of 
seminal importance. But for the rest, Cournot’s treatment is open to objec- 
.lons similar to those that haxc been raised against his treatment of the 
straight duopoly problem. Tic lets the prices of the two commodities be inde¬ 
pendently determined by the condition that each monopolist endeaxors to 
maximize his own net revenue, assuming this time that the price of the other’s 
commodity is gixen; that is to say, he postulates a behaxior which is only one 
of many possible ones and w^hieh moreover, even if realized, docs not always 
lead to a position of stable equilibrium. Edgeworth, Boxvlcy, and Wicksell are 
the most important of the authors xvho carried the discussion further. But the 
most valuable materials for the analysis of problems of this type are to be 
found in Marshall’s Book v. 

For bilateral monopoly we haxc a theoretical prototype, namely the theory' 
of isolated exchange. The indeterminateness of the latter case had been well 
understood by several authors of the eighteenth century; for example, Bcc- 

33 See the brief argument in Lectures i, pp. 96-7, and the somewhat more elaborate 
one in his review of Bowley’s Mathematical Groundwork {Economisk Tidskrift, 1925, 
German trans. in the Archiv fiir Sozialwissenschaft und Sozialpolitik, October 1927 
[with an introduction by J. A. S.j). 
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caria. Carl Menger and, following him, all the Austrians emphasized this re¬ 
sult because it was part of their argument that was to establish the determi- 
nateness of competitive equilibrium price. Ihc easiest way of satisf>ing one¬ 
self of this is to study Bohm-Bawerk’s horse-market case, in which the price 
of a horse would remain indeterminate within the limits of the buyer's and the 
seller’s utilih* estimates until increasing numbers of buyers and sellers even¬ 
tually narrow down the range to a point.®^ What the Austrians strove to ex¬ 
press was expressed much more correctly and elegantly by Edgeworth in his 
Mathematical Psychics of 1881,^''^ where the apparatus of indifference and 
contract cur\cs was used precisely for the purpose of analyzing the range of 
indeterminateness in bilateral monopoly. A. Marshall popularized the result 
by means of his apple and nut market (Principles, p. 416 and Appendix, note 
xii). There he also added Berry’s result,-'** namely, that if the marginal utility 
of one of the commodities exehanged be constant—a ease of some \alue as 
an approximation if the commodity in question be mone\—then the quantity 
bought of the other commodih' will be uniquely determined ‘by whatever 
route the barter may have started.’ 

This relation betv\ccn the theory of bilateral monopolv or oligopoly to the 
case of isolated exchange teaches us to see the main problem in the deter¬ 
mination of the factors that limit the range of indeterininateness. About this, 
however, the theory of isolated exchange has really little to sa\'. In all cases 
of this kind that arise in modern industry, particularh in modern labor mar¬ 
kets, detcrminatcncss of the ranges between which exchange rates may be ex¬ 
pected to fall—sometimes c\cn unique detenninatcncss of indi\ idual exchange 
rates—will depend on the particular circumstances of the case which must 
be introduced by speeial assumption. Sucecss will depend on our ability to 
find hypotheses which, though not of general application, wall yet cover a 

In the case of a market that deals in units as big as horses the range is of 
course never strictly narrowed down to a point. But the reader will readily see that 
in principle this does not make any serious difference. 

3 *^ See also his article in the Giornale degli Economisti, March 1891. 

Giomale degli Economisti, June 1891. 

37 In general this is not so, however. And in analy/ing the markets of reality we 
must take account of the fact that the deals carried out at the beginning of the market 
will influence the prices and quantities that are exchanged later on in the same mar¬ 
ket. This applies to pure competition as much as it does to bilateral monopoly or 
oligopoly. Though the practical importance of this is in many cases much reduced by 
the fact that every individual transaction is normally a link in a chain of stable rela¬ 
tions that teach each party to understand the conditions under w'hich all the other 
parties act, it is quite true that in order to arrive at uniquely determined prices and 
quantities in a competitive market it is necessary to make certain assumptions that 
look very artificial at first sight. This is the meaning of the Walrasian ‘bons’ and of 
the Edgeworthian ‘recontract’ (see N. Kaldor, ‘A Classificatory Note on the Deter¬ 
minateness of Equilibrium,’ Review of Economic Studies, February 1934). As is per¬ 
haps not superfluous to note, bilateral monopoly or oligopoly thus merely brings out 
with particularly unmistakable distinctness some of the logical difficulties that pervade 
the whole of the pure theory of markets. 
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considerable number of eases or describe individual ones of particular impor¬ 
tance. But again, as in the ease of duopoly and oligopoly, we meet two formi¬ 
dable difficulties: in practice, behavior is shaped, much more than by the ob¬ 
servable data of a situation, by expectations that change rapidly in the tur¬ 
moil of capitalist dcxclopmcnt; and even if this were not so, behavior could 
never be fully understood from the objective factors of the given situation 
without taking account of the kind of people who are in a position to make 
strategically important decisions and whose numbers are in most eases so 
small as to make modes unreliable. 


5. The Theory of Planning and of the Socialist Economy 

We know alrcad\' that most of the leading theorists of that period were 
by no means the unquestioning addicts of laissez-faire they have sometimes 
been made out to be. For the purposes of this chapter, however, it is still 
more important to emphasize that neither were they all of them uneondi- 
tional eulogists of jjiirc competition. Walras, though his land-nationalization 
scheme docs constitute a qualification, reproduced indeed the old proposition 
that a state of pure competitive equilibrium all round guarantees a maximum 
of satisfaction for all parties concerned. But he did so in a novel and rigorous 
manner that brought into full daylight all the assumptions involved, though he 
does not seem to ha\'c realized how much he reduced its practical impor¬ 
tance thereby. Marshall did realize this. Not only did he point out the trivial 
truth that the proposition in question assumes ‘that all differences in wealth 
between the different parties concerned may be neglected’ (Principles^ p. 532), 
but he went on to show that even if we disregard this trivial truth,^ we can¬ 
not assert that the prices and quantities of competitive equilibrium arc neces¬ 
sarily the ones that maximize aggregate satisfaction—granting for the sake 
of argument that there is meaning to this concept—as compared with the ones 
that other arrangements might produce. This he illustrated by eases in which 
‘welfare’ may be increased b\' subsidizing the employment of resources in in¬ 
dustries where expansion of production is attended by more economies than 
it is in others.^ We shall return to this and cognate subjects in the digression 

1 As Marshall well knew, this trivial truth means nnicli less in practice than it 
seems to mean at first sight. For it takes no account of the possible ulterior effects 
of inequality upon the Social Dividend, wliich may be very important if the latter’s 
development is considered over time. As in the special case of the free-trade argument 
we must distinguish between welfare effects ex visu of a given point of time and 
welfare effects ex visu of historical developments that may be impeded by social ar¬ 
rangements that increase ’welfare’ at a given level of the Social Dividend. But an 
analysis whose rigorous core is confined to statics invites neglect of this distinction 
and overemphasis upon the situation existing at a given moment. (Sec, below, the 
discussion on Welfare Economics in the Appendix to this chapter.) 

2 This formulation agrees with Mrs. Joan Robinson’s (’Mr. Fraser on Taxation and 
Returns,’ Review of Economic Studies, Febniary 1934) and R. F. Kahn’s ('Some 
Notes on Ideal Output,' Economic Journal, March 1935). Marshall’s own exposition 
(op. cit. pp. 533-6) is open to objection on several counts (particularly from the 
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appended to this chapter. Meanwhile I am content to point out that meas¬ 
ures of the kind envisaged by Marshall come within the range of any reason¬ 
able definition of planning. No doubt he only scratched the surface. But any 
proposition that avers that a piece of planning can ‘improve’ upon the work¬ 
ing of ideally perfect competition means a breach in an old w^all and is there¬ 
fore of great historical importance. No mere criticism of capitalism on ethical 
or cultural lines—however important in other respects—could liaxc accom¬ 
plished precisely this. Others, Edgeworth and Pareto among them, were not 
slow to widen the breach.® 

Of far greater importance was another achievement. 'I’lirce leaders, von 
Wiescr, Pareto, and Barone, who were completely out of sympathy with social¬ 
ism, created what is to all intents and piirjjoscs the pure theory of the socialist 
economy, and thus rendered a scr\ice to socialist doctrine that socialists them¬ 
selves had never been able to render. As we know, Mar.\ himself had not at¬ 
tempted to describe the modus operandi of the centralist socialism which he 
envisaged for the future. Ilis theory is an analysis of the capitalist economy 
that is no doubt geared to the idea that this economy, b\- means of the in- 
e\'itable ‘breakdown’ and of the ‘dictatorship of the proletariat’ resulting from 
this breakdown, will gi\'e birth to the socialist econonn-; but there is a full 
stop after this and no theory of the socialist econoiny that deserves the name 
follows.** Most of his disciples, as we also know, evaded the problem instead 
of meeting it, though some, Kautsky in particular, did display awareness of 
its c.xistcncc by pointing out that the socialist regime, after the revolution, 
would be able to use the pre-existing capitalist price system as a provisional 
guide—an idea that jjoints in the right direction. 

Now the Austrians were in the habit of using the model of a Crusoe econ¬ 
omy for the purpose of explaining certain fundamental properties of economic 

standpoint of those who abhor the use of the consumers’ suri)lus concept) but I be¬ 
lieve that the statement in the text above renders what he really meant and that the 
usual criticism is hardly fair to him. 'Ihe main jjoint of this criticism was‘first made, 
not against him but against Pigou’s formulation of his doctrine, in a review, ‘Pigou’s 
Wealth and Welfare,’ by A. A. Young (Quarterly Journal of Economics, August 1913). 
It turns on Marshall's suggestion that subsidies to industries that realize (relatively to 
others) large economies in exjjanding might be advantageously raised by taxes on the 
product of industries that ‘obey the law of diminishing returns.’ Though valid within 
static theory, the objection can be met by considerations that lie outside its precincts. 

3 Wicksell also attacked the doctrine of maximum satisfaction. Rut he held (Lec¬ 
tures I, pp. 141 et .scq.) ‘that free competition is normally a sufficient condition to 
ensure maximization of production* (my italic.s). ‘Phis is not correct either, although 
the extent of the error depends on what W'C mean by ‘normally.’ But his po.sition 
was nevertheless far ahead of that of W'alras. 

* It is indeed possible to assemble from Marx’s writings a number of hints that go 
beyond the phrases of his day, e.g. the hint at the necessity, in the socialist common¬ 
wealth, of an elaborate bookkeeping .system. But substantially he confined himself to 
such phrases as that, of course, W'orkmen will be anxious to produce most efficiently 
so that, we are led to infer, there really will be no scarcity problem (no problem of 
‘economizing’ factors) at all. 
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behavior. Therefore, it was particularly easy for them to realize that there was 
nothing specifically capitalist about their basic concept of value and its 
dcrivates such as cost and imputed returns: these concepts arc really elements 
of a completely general economic logic, of a theory of economic behavior that 
may be made to stand out more clearly in a model of a centrally directed so¬ 
cialist economy than it can in the capitalist garb in which it presents itself 
to the observer whose historical or contemporaneous experience is with a capi¬ 
talist world. For instance, when we arc trying to describe how Crusoe allocates 
his scarce resources in order to maximize the satisfaction of his wants or, in 
other words, to formulate the rules he follows in transforming these resources 
into objects that will satisfy his wants, we discover immediately that his econ¬ 
omy may be characterized by certain ‘coefficients of transformatioir which 
fill the same function that prices fill in competitive capitalism. If wc consider 
a socialist economy, it is still more obvious that, for instance, maximization of 
satisfaction requires that the ratio of marginal utilities for each pair of con¬ 
sumers’ goods must be identical for all comrades; that in every line produc¬ 
tion must be so organized as to make the technologically optimum use of all 
means of production; and that the marginal value productivit\' of all scarce 
means must be the same in all their uses or, at all events, must in e\cry use be 
at least as great as it would be in any other. But all this amounts to saying 
that any attempt to dcNclop a general logic of economic l)chavior will auto¬ 
matically yield a theory of the socialist economy as a b}'-product. The first to 
realize this explicitly was von Wieser (Natural Value, ist German cd., 1889). 

Pareto, in the second volume of his Cours (1897),"’ excelled Wieser in clear¬ 
ness and skill of presentation, if not in insight, and has more claim than any 
other individual to being considered as the originator of the modern pure 
theory of the socialist economy.** Actually, however, his contribution has been 
o\crshad()wcd by that of Barone, who presented the whole of the subject in a 
famous piece of work that, so far as essentials are concerned, has remained 
unsurpassed to this day." Many economists of our own day have added details 
and some further developments. I mention O. Lange and A. P. Lerncr and 
for the rest refer the reader to A. Bergson’s paper mentioned in footnote 6. 

Barone’s performance consists in a nutshell in this: after having presented 
on Walrasian lines “ the s> stem of equations that describes economic equi¬ 
librium under conditions of pure competition in a private-property economy, 
he wrote down the analogous system of equations for a socialist economy of a 
certain type. Whereas in the private-property economy incomes, simultane- 

" See, c.g., p. 94 of the second volume. He carried his argument considerably fur¬ 
ther in ch. 6, JS 52-61, of his Manuel (1909). 

® TTic development of this theoiy' has been described by Abram Bergson in his con¬ 
tribution ‘Socialist Economics* (in the Survey of Contemporary Economics, ed. H. S. 
Ellis, 1948) in a manner that leaves nothing to be desired. 

^ Enrico Barone, ‘II Ministro della prodiizionc nello stato collettivista/ published in 
the Giomale degli EconomLsti, 1908, trans. in F. A. von llayek, ed., Collcctivvit 
Economic Planning (195 s) as ‘llic Ministry of Production in the Collectivist State.' 

^ There arc, however, several original points, two of which will be mentioned below. 
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oiisly with all the other variables of the system, arc determined by the eco- 
nomie process itself—so that, as we have said l)cforc, production and dis' 
tribution are but different aspects of one and the same process—there is of 
course a separate problem of distribution in the socialist commoinvealth. 'lhat 
is to say, society must first of all decide b\ a sejxirate act, for instance b\ a 
clause in its constitution, what the ‘incomes’ or rclati\e shares in the social 
product of the indixidual comrades arc to be. 'I hcn a central social agency or 
ministry of production could be created for the management of the economic 
process, and a unit of account could be introduced. A definite amount of such 
units could be allocated to e\ery comrade, which he is free to spend accord¬ 
ing to his tastes on the consumers' goods that the commonwealth produces 
or to ‘save,’ that is to say, to hand back to the ministry of production in 
consideration of a premium that tlie latter is prepared to pa> for deferment 
of consumption. 

We thus derive demand functions for consumers’ goods and supply func¬ 
tions of labor and sa\ing, and the reader will Iiavc no great difficulty in see¬ 
ing how, guided by these functions and by its own technological knowledge, 
the ministry will cause appropriate quantities of consumers’ and investment 
goods to be produced. This arrangement is, of course, not the only possible 
one and can be varied in many ways, hor instance, we may exempt pro\ision 
for iincstmcnt from the range within which comrades are permitted free 
choice, and subject it to the decision of the ministry or of a parliament, just 
like expenditure for national defense. Also, we mas cither offer the comrades 
equal ‘incomes,’ and then postulate that they must accept the ministry’s di¬ 
rections as to the kind and amount of work which they arc to do, or else we 
may de\isc a system of differential income rates so as to call forth the free 
offer of the kinds and amounts of work that arc to be done in every line, 
thereby introducing ‘wages’ and labor markets. Barone blocked out a theory 
of a socialist commonwealth that assumes freedom of choice all around as to 
consumption, as to sa\ing (in\cstmciit), and as to enipknnicnt. But whether 
we follow him in this or not, the formal similarity between a socialist order 
of things and the order of things that would obtain in a perfectl\’ competitive 
capitalist societ>' stands out strongly. It is not even lost in the ease of dicta¬ 
torial socialism: the perfect dictator would in fact belunc according to a 
pattern of which the prototype is the Crusoe economy. But also the nondic- 
tatorial socialist commonwealth can be run on principles other than the prin¬ 
ciple of consumers’ so\ercignty. It is quite thinkable, for instance, that com¬ 
rades should not get what thc>’ actually wish to have but what some experts 
or bureaucrats think that they should have. However, theoretical difficulties do 
not arise in any of thc.se cases but only in the ease of federalist socialism, 
where there is no central agency and each industry is controlled autonomously 
by the workmen attached to it: in this case the problem becomes oligopolis- 
tically indeterminate. 

’Fhe essential result of Barone's or any similar investigation is that there 
exists for any centrally controlled socialism a system of equations that possess 
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a uniquely determined set of solutions, in tlie same sense and with the same 
qualifications as docs perfectly competitive capitalism,® and that this set enjoys 
similar maximum properties.’® Less technically, this means that so far as its 
pure logic is concerned the socialist plan makes sense and cannot be disposed 
of on the ground that it would necessarily spell chaos, waste, or irrationality. 
'Jhis is no small thing and we arc within our rights when wc emphasize again 
the importance of the fact that this service to socialist doctrine has been ren¬ 
dered by writers who, since they were not socialists themselves, thereby vic¬ 
toriously vindicated the independence of economic analysis from political 
preference or prejudice. But, at the same time, this is all. We must not for¬ 
get that, just like the pure theory of the competiti^e economy, the pure 
theor}' of socialism mo\'es on a \’ery high level of abstraction and proves much 
less for the ‘\\'orkability' of the system than laymen (and sometimes theorists 
also) think. In particular, the j^roposition about the maximum properties of the 
solution that characterizes the equilibrium of a socialist economy is of course 
relative to its institutional data, and avers nothing concerning the question 
whether this purely formal maximum is higher or lower than the correspond¬ 
ing maximum of the eompetiti\e economy—especially if wc refuse to go into 
the further questions, ^^hether the one or the other institutional set-up is less 
exposed to de\iations from its own ideal or more fa\’orable to 'progress.* These 
(lucstions arc so much more important in practice than is the question of dc- 
terminatencss or ‘rationality* per se, that it is sometimes not easy to tell 
whether the later critics of the socialist plan, especially von Mises,“ really 
meant to deny the validity of the Parcto-Barone result. ]'*or it is quite possible 
to accept it and yet to hold that the socialist plan, owing to the administrative 
difficulties imolvcd or for an>’ other of a long list of reasons, is ‘practically un¬ 
workable* in the sense that it cannot be expected to work with an efficiency 
comparable to the effieienex' of eapitalist soeieh' as revealed by the index of 
total outinit. But although pure theory contributes little to the solution of 

*•> See below sec. 7. In fact, it can be shown that the case for unique detcrininate- 
nes.s (which, of course, iin]dics eonsisteney) is somewhat easier to establish for cen¬ 
tralist socialism than for a private-property economy, even if perfectly competitive. 

Of course, so far as the competitive regime fails to achieve a true maximum, the 
socialist plan would also have to deviate from the competitive pattern. 

1 ., von Mises, ‘Die W’irtschaftsrechnung im sozialistischen Gcmcinwescn,* Archiv 
fur Sozialwisseiischaft und SoziaJpoUtik^ 1920; trans. in F. A. von Ilayek. ed., Col¬ 
lectivist Economic Planning (1935) as ‘Economic Calculation in the Socialist Com¬ 
monwealth.' 

Sec A. Bergson, op. cit. W'hile we cannot go into this set of problems, it is 
necessary to point out that there is also a purely theoretical anti socialist argument 
(.sponsored by Profe.ssors von Mises, von Ilayek, and Robbins), which is definitely 
wrong, namely the argument that, although there exists a detennined set of solutions 
of the equations that describe the statics of a socialist commonwealth, there is, with¬ 
out private property in means of production, no mechanism by which to realize them. 
They can be realized by the method of ‘trial and error described below. 
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these problems,^® it helps us to posit them correctly and to narrow the range 
of justifiable difference of opinion. We thus arrive at the same conclusion as in 
the ease of non-socialist planning; ever since Marshall, the theoretical possi- 
bilih* of improving the purely competitive mechanism by public polic\’ should 
no longer be a matter of controversy; but it is of course still possible—as 
Marshall well understood—to criticize either particular measures or even the 
whole idea of planning on such grounds as lack of confidence in the political 
or administrative organs that arc available for the task. (It seems as if Marshall 
had been alone in understanding this situation.) 

6. Partial Anai.ysis 

The unwieldy system of the innumerable ciuaiititics that make up the 
budgets of all the indi\idiial households and firms—microanalysis, to use 
Frisch’s phrase again—invites simplification, for instance, by combining them 
into a few comprehensive social aggregates—maeroanalysis. But there is also 
another method that, for some purposes, achieves simjilification just as ef¬ 
fectively. When we arc interested in those economic phenomena that can be 
observed in small sectors of the economy, for example in individual ‘industries’ 
of moderate size and, in the limiting case, in indis ichial households or firms, 
we may assume that nothing that happens in these small sectors exerts any 
appreciable influence on the rest of the economy. ’ITiis assumption docs not 
necessarily imply that the latter remains unchanged, although this is what we 
mean when using the ceteris-paribus clause; but it docs imply that, if some 
external influence be exerted upon the small sector under consideration, then 
this sector adjusts itself without exerting, in turn, more than a negligible ef¬ 
fect on the rest of the ccononn or any element of it (Principle of the Negli- 
gibilih- of Indirect Effects): a change in wage rates, for instance, that occurs 
in a small sector, whether brought about b\' the conditions of this sector or 
imposed from outside on it alone, may be treated as if it did not affect na¬ 
tional income or market demand schedules at all. Tliis postulate defines the 
method of Partial Analysis. Though it has been used since the beginning of 
time, it acquired a novel definiteness and an apparatus of its own at the hands 
of Cournot, von Mangoldt, and, in the period under survey, Marshall, who, 
as v/c have already noticed, became and remained for many economists pri¬ 
marily the master of partial analysis.' The method appeals to our common 

It does contribute something, however. First, it removes an objection by virtue 
of which the critic might excuse himself from entering at all into a discussion of the 
practical details of the socialist plan. Second, it show's up certain relevant properties 
of the latter, e.g. that it would be free from the class of wastes that are inherent 
in imperfectly competitive situations such as the economic w^arfare between oligopolists. 

' In addition to developing the appropriate concej^tual apparatus, Marshall also 
developed the general philosophy of the method which turns upon the principle of 
the negligibility of indirect effects. Sec especially Industry and Trade, 3rd ed., Appen¬ 
dix A, p. 677. Tliere he did not hesitate to invoke the authorities of Newton and 
Leibniz, with the Nautical Almanack thrown in. With due respect both for Marshall 
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sense, which tells us that, so long as we are content with an approximation, 
we need not take account of at least the great majority of effects and counter¬ 
effects that, on principle, the slightest alteration in the conditions of, say, the 
production of pins exerts u])on national income and through national income 
upon the demand for gasoline. But the same common sense should also tell 
us that the postulate, which is so powerful a siinidificr, severely restricts the 
method’s range of application and in fact removes from it all the relations 
that cannot be observed in small sectors but only in the economy as a whole.’* 
'^i’hercfore, while it is understandable that partial analysis has been and is being 
widely used, it is equally understandable that it has been condemned from the 
first by theorists of the sterner type, especially by Walras and Pareto.’^ 

f(a) The Marshallian Demand Curve.] The standard tool of partial analysis 
is Cournot’s or Marshall’s market demand cur\c. It represents the quantiW of 
a commodity that buyers arc willing to purchase at a given price as a function 
of tliis price alone: ** all the other factors that affect Iheir willingness to pur¬ 
chase, especially their incomes, arc taken care of by the shape of the demand 
eur\’e. Moreo\er, the marginal significance to them of the income unit (‘mar¬ 
ginal utilih’ of money’) is not supposed to \'ary as they move along the de¬ 
mand curve so that the purchases they have made at any price have no 
influence upon their willingness to buy additional quantities at any price 

and for liis admirable attempt to display, in this case, the intimate relation that no 
doubt exists between scientific methods in all their fields of application, we cannot 
deny that the argument for the principle mentioned docs not carry the same weight 
in economics that it carries in astronomy. 

- 'I'lic wage rate problem illustrates how neglect of these restrictions may produce 
error and futile controversy. 'I he results of partial analysis concerning the effects of 
^•ariations of wage rates in small sectors arc comjdctcly inajjplicable in the case of 
variations of wage rates in large sectors or the whole of the economy: propositions 
that arc true for small sectors may be nonsense for the economy as a whole. 

*'* Walras attacked the j^artial analysis of Cournot, von Mangoldt, and Auspitz and 
l aeben (VntcTSuchungcn iiber die Theorie des PreiseSy 1S89, of whicdi the first chapter 
had been printed and distributed in 18S7 and which contains industrial total cost 
and cxi)eiiditurc curves ])lottcd together with the cnr\‘cs of their derivatives) in an 
article rei)rintcd as Appcndice ii to the 4th ed. of the l^lements. He showx'd there 
that neither a demand nor a supply curx'e that represents quantity demanded or sup¬ 
plied as a function of the price of that commodity alone can ever be accepted as 
exact because to change the price of a commodity' amounts to disturbing the whole 
of the existing equilibrium situation, every' element of which must be correspondingly 
readjusted; and that, if we wish to uphold the method as one of approximation, we 
meet with the difficulty that the assumptions which it is necessary to make for this 
purpose are, in strict logic, contradictory. Pareto repeated these arguments with added 
emphasis. And they have been re-emphasized time and again. 

* Usually we put the independent variable, in this case the price, on the X-axis of 
a rectangular system of co-ordinates and the dependent variable, in this case the quan¬ 
tity, on the Y-axis. I’his is in fact usually done in the French literature. But Marshall 
chose the X axis for quantity co-ordinate and the Y-axis for price co-ordinate, and 
this is usually done in the Anglo-American literature. 
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Pi < Pq- If significance people attach to a unit of their incomes should 
vary for reasons other than that they spend more or less upon the comniodit>' 
in question, then the individual and market demands are displaced and/or 
altered in shape (they ‘shift’). In his Principles (pp. 171 et scq.) Marshall 
developed the theory of these demand curves carefully, la\'ing in fact the 
whole foundation for the demand studies of the future. But he hardly empha¬ 
sized enough the se\crity of the restrictions to which their validity', even as 
approximations, is subject. Actually they can be used only for commodities 
that are relatively unimportant—absorb but a small part of buyers’ total ex¬ 
penditure—or for relatively very small variations in the prices of important 
ones.'^ It is in such cases only that demand curves of individual households 
may be treated as ‘translations’ of the law of diminishing utility into terms of 
price (op. cit. p. i6g) without having to be redrawn for c\er\' price and that 
Marshall’s development of Dupuit’s invention, consumers’ rent, acquires its 
true meaning. 

[(b) Elasticity Concepts.] The concept of consumers’ rent will be discussed 
below in the Appendix to this chapter. I take this opportunity to introduce 
Marshall’s price elasticity of demand (embryos of which arc, as we have seen, 
contained in Cournot’s and Mill’s treatises). The bchaxior at any point of 
any continuous and differentiable ‘curve’ is rendered by its slope or differential 
coefficient at that point: if the ordinate (the price in our case) be denoted by 
Y and the abscissa (the quantity in our ease) by X and if x„ identify the 

point in question, the expression is . Fuller information is conveyed 

dxjx^xo 

by higher derivatixes but this docs not concern us here. Our expression 
has, however, the disadvantage that it is not a pure luiinber and that its 
value is not invariant with respect to the units in which the price y and the 
quantity x are measured. A simple device for reinedxing this is to divide the 
increments dy and dx by the respective price and quantity to \\hich they 
refer. 7 ’hiis we get: dy/y dx/x or: xdy/ydx, which is called the flexibility of 
price. If, however, we wish to express the sensitivity of qiiantitv’ demanded 
to small variations in price, we had better choose the reciprocal of this, that 

® Marshall himself was of course aware of the fact that the ‘marginal utility of 
money’ is not in general constant with respect to variations of expenditure upon any 
particular commodity': this awarcne.ss is obvious from his mathematical notes 11 and 
VI in the Appendix to the Principles and from the text of the Principles itself (sec 
especially p. 207). But in chs. 3 and 4 of Hook in he argued nevertheless on the as¬ 
sumption of constancy (where in these chapters he allows ‘marginal utility of money’ 
to vaiy, it is because people’s money incomes change). And this involved no great 
error because he was careful to make tea the standard example on which to reason 
and by w'hich to illustrate—a coininodity of .sufficiently small importance to pass 
muster as an instanc'e in which partial analysis, even in its strictest acceptance, is 
a tolerable approximation and actually neglects nothing but (piantities of the second 
order of smallness. Both adherents and critics have overlooked this. Incidentally, they 
also overlooked that the requisite small importance can practically always be enforced 
by sufficiently narrow definitions of commodities: if meat is not unimportant enough, 
w'e may consider the demand for lamb chops. 
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is, dx/x dy/y = ydxlxdy, the ‘elasticity/ And since this expression is essen¬ 
tially negative because quantity demanded falls when price increases and vice 
versa, at least with the Marshallian demand curve, we might prefix a minus 
sign so as to have a positive number: —ydx/xdy is, then, what Marshall called 
elasticity of demand and what is now called, more precisely, price elasticity 
of demand. The eases must be rare in which so modest a contribution has 
met with such applause (sec, for example, I.ord Keynes's eulogy in Essays in 
Biography, p. 228). We may as well continue this report of the history of 
‘elasticity' concepts—the word is infelicitous for it raises in the beginner's 
mind quite unjustified associations—to a\'oid the necessity' of having to return 
to it in Part v. 

First, Marshallian elasticity of demand refers to a point on the demand 
curve—it is ‘point elasticity'—and is therefore applicable, with increasing in¬ 
accuracy, only to infinitesimal changes in price and quantity, lienee, the wish 
to have a measure that will apply to finite stretches of the demand curve. 
"Ibis problem of ‘arc elasticity,' first posed by Mr. H. Dalton, has been the 
subject of a discussion to which Professor A. P. Lerner made the leading con¬ 
tribution, ‘The Diagrammatical Representation of Elasticity of Demand,' Re¬ 
view of Economic Studies, October 19^3 (see also Professor R. G. D. Allen's 
analytic treatment and Lerncr's reply, ‘The Concept of Arc Elasticity of De¬ 
mand,' I and II, Review of Economic Studies, June 1934). But it must not be 
forgotten that point elasticity serves tolerably for variations of a few per cent 
of price whereas arc elasticity, intended to serve for larger variations, is much 
more likely to violate the restriction to which partial analysis is subject. 

Second, reasoning in terms of elasticities presents the same ad\'antagcs that 
it jiosscsscs in the case of the Marshallian demand cur\e in many other cases. 
Accordingly a rich crop of elasticity concepts has matured—^we speak of elas¬ 
ticities of the total, a\'crage, and marginal cost functions; of income elasticity 
of quantity demanded; of elasticity of .substitution (Hicks, J. Robinson); and 
so on. Income elasticity presents a new problem: no difficulty arises when we 
express the elasticity of an individual's demand for a comraodih- with respect 
to his income; but if we express the elasticiW of aggregate demand for a com¬ 
modity with respect to national income, we run up against the fact that given 
changes in the latter have different effects upon quantity demanded, accord¬ 
ing to the manner in which the increase or decrease of national income is 
distributed among biners or potential buyers. This problem has been treated 
by Professor Marschak and by Mr. P. dc Wolff (see, e.g., the latter's ‘Income 
Elasticity of Demand,' Economic Journal, April 1941). F’inally we may no¬ 
tice R. Frisch's ‘elasticity' calculus’ (see R. G. D. Allen, Mathematical Anal¬ 
ysis for Economists, 1958, pp. 252-5). 

Third, in introducing the concept of income elasticity' we have already 
stepped out of the domain of the Marshallian demand curve but without 
leaving the domain of partial analysis. We do the same thing or, at all events, 
we practice partial analysis while recognizing that the sector studied is actually 
an element of a more comprehensive system, when we use the concept of 
‘partial elasticity,' for example, of partial price elasticity. In itself, the conces- 
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sioii we make in this case consists only in replacing the ordinary differential 
cocfEcicnt that enters into the clasticih' expression by a partial differential eo- 
cfficient in order to indicate that we arc not simply ‘freezing’ the rest of the 
economy but that we arc holding its elements constant at a certain level. But 
once we have gone as far as this we may equally well express the elasticity 
of demand for a commodib' with respect to ^’a^iations in the price of any 
other commodit}' (‘cross elasticity’) or, successi\el>', with respect to variations 
in the prices of all commodities, factors as well as products. This has been 
done systematicalh' by H. L. Moore (sec his Synthetic Economics^ 1929) and, 
for the clasticit}’ of substitution, by Ilicks and Allen (sec the latter’s exposi¬ 
tion, op. cit. pp. 50^ ct seq.). In those eases clasticih’ concepts become tools 
of general anabsis, that is, tools that may be used for the purpose of exploring 
relations in which we arc primarily interested because they also assert them- 
sches in the economy as a whole. 

f(c) Concepts Useful for General Analysis.] It follows that partial analysis 
is not separated from general analysis by any sharp dividing line but rather 
shades off into general analysis as we extend the scope of the concepts that 
have been in the first instance conceived for its purposes, 'llic best illustra¬ 
tion of this is Marshall’s Book v. Primarily, it is the classic of partial analysis, 
the theory of the individual industry that is small relatiNC to the economy 
as a whole." Industrial demand curves are there matched with industrial sup¬ 
ply curves from which they are supposed to be independent.” 'Ihc theory of 
these supply cur\es is a development of Cournot’s theory of costs and is sub¬ 
ject to restrictions that arc still more severe than those that partial anahsis 
places upon demand curves.** But Marshall clothed his schema with sucli a 
mass of luxuriant detail as to give it an importance not really its own and to 
make it the backbone of a study of all non-aggregative industrial processes, 

** This implies of course tlie existence of perfect markets—markets in which there 
is but one price for all buyers—and hence the existence of well defined and i)erfectly 
homogeneous ‘commodities,’ the production of each of whicli defines an ‘industry’ 
that faces a definite market demand eur\’e. Marshall and all the economists of his 
age were not fully alive to the difficulties inherent in these concepts that have induced 
Professor Chamberlin and others to abandon the idea of 'industrial demand curves' 
altogether. But, neither were they blind to them. 

7 '^The principle of the negligibility of indirect effects requires that the variations 
in the quantih' produced by any industry must not affect the incomes earned in 
the same industry so strongly as to shift the demand cur\'C for its product, let alone 
the aggregate demand for all products. 

** ’Phis is why Barone, who has done more than anyone else to clear up this situa¬ 
tion, did not use supply curv'es of products as freely as did Marshall. Instead he con¬ 
fined himself to speaking of supply curves of individual factors, in order to avoid tlic 
assumption that the prices of the latter arc given and do not change relatively to 
one another as we move along supply cur\'es of products, an assumption that is ad¬ 
missible in special cases but not in general. Sec ‘Sul trattamento di quistioni dinamichc,* 
Giomale degli Economisti, November 1894. Pigou also, from his own standpoint, 
realized this restriction more explicitly than did Marshall himself. Sec in particular 
his ‘Analysis of Supply,' published in the Economic Journal as late as June 1928. 
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a role which it has been made to play right into our own time.® And in doing 
so he developed concepts that are also valuable in general analysis or, as we 
have put it before, ser\'c the purpose of exploring relations in the economy 
as a whole. An example is the concept of quasi-rent: the fact that 'appliances 
made by man' may behave exactly like natural agents for longer or shorter 
periods of time, though displayed by Marshall in connection w^ith his partial 
analysis, is of course just as important in a general analysis of the Walras 
type.*” But the most important example is the ‘principle of substitution' which 
creeps in quite modestly (op. cit. p. 420) a propos of producers' substituting 
less expensi\c for more expensive combinations of factors and eventually rises 
to the proud position of 'Thunen’s great law of substitution,' which pervades 
and controls the whole economic process and opens one of several possible 
roads toward the recognition of the universal interdependence of economic 
quantities.^* rrom the standpoint, and within the precincts, of partial analysis, 

^ 111 developing this sclicina Marshall no doubt put a greater burden upon it than 
it is actually able lo bear. 'J'he most ini])ortant instance of this practice may well 
be mentioned here. 'I1iis schema works best when a monotonically falling market de- 
mand curve for the product of a small industry is made to intersect with an industrial 
supply cur\e that is monotonically rising in the operative interx'al. But Marshall was 
evidently reluctant to confine himself to this construction, which seems to leave out 
of account the fact that in practice firms and industries operate on falling supply 
curves most of the time. He therefore admitted such falling supply cun'cs and intro¬ 
duced for their explanation his famous eoiicepts of internal and external economics. 
But it should be clear that supply cur\es which do depict these phenomena deal with 
an irreversible luoccss and arc therefore not at all like the ordinary supply curves on 
which a firm can travel back and forth. Tliey depict historical processes in a gen- 
erali/ed form. 'I'his led to a well known difficulty about the equilibrium of an in¬ 
dustry under conditions of pure competition: w'hencvcr a falling supply curve inter¬ 
sects with a demand curve from below', that is, in such a W'ay that, to the left of 
the point of intersection, marginal ct>sts are lower and. to the right of the point 
of intersection, marginal costs are higher than are the demand prices for the respec¬ 
tive quantities, Marshall would say that the point of intersection is a point of stable 
equilibrium, whereas it is quite clear that there is no reason for any individual firm 
to call a halt at that point unless we admit some clement of monopoly. But the 
difficulty is quite gratuitous. In the case of both internal economies and external 
economics the industrial snpi>ly curve is displaced (shifting downw'ard) and there is 
no point w'hatcver in calling the curve that depicts this dLsplacemcnt a supply curve. 

*0 Marshall's handling of this concept, just as his handling of the rent concept, was 
somcw'hat impaired by inconsistencies. But it w'as, as wc have seen, one of the most 
important tools he produced in his attempts to grapple w’ith the difficulties inherent 
in the ‘element of time.' Similarly, his theory of long and short periods grew out of 
considerations about small industries, or even individual firms, but is also of general 
applicability (see Principles, p. 519); and still more obviously is this the case w'ith 
Marshall's theory of expectations (sec, e.g., pp. 422 and 446) and risk. 

** This becomes obvious if we add to the technical or factor substitution introduced 
on p. 420 of the Principles, the still more fundamental product substitution practiced 
by consumers. Though Marshall also recognized the latter he never fully co-ordinated 
the tw'O in the manner that was developed before him by Carl Menger. In conse¬ 
quence, Marshall’s principle of substitution never appeared in his work and the 
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this universal interdependence was demonstrated by numerous investigations 
into the theor}' of joint and composite demand and supply and of the values 
of related commodities in general which produced some of the most illumi¬ 
nating passages of Book v of the Principles and which were further developed 
by Edgeworth. In fact, it stands to reason that the comprehensive but gaunt 
and colorless idea of the unixcrsal interdependence that subsists between all 
elements of the economic system—and so easily provokes sneers about every¬ 
thing’s depending upon everything else—can be brought home and made 
alive to the many by means of concrete cases about the relations between 
the values of beef and inutton or again of tea and sugar—the relations between 
the values of 'competing’ or ‘completing’ commodities (Fisher). And this can 
be done without \iolating the restrictions inherent in the methods of partial 
analysis. W'e do indeed in such cases, sometimes with a slight disregard of 
strict logic, go beyond direct effects and take into account also indirect ones; 
but still we do so only within small sectors that do not produce significant 
effects upon the whole economy, at least not effects significant enough to af¬ 
fect the quantities, such as national income, that determine the setting of the 
small sector. In such cases the relations, in the small seetor which can be 
managed by partial analysis,, illustrate or exemplify to a limited extent the 
relations in the whole of the economie cosmos. 

But they do so only up to a point. Beyond this point the methods and 
results of partial analysis remain inadequate and may become even mislead¬ 
ing. Marshall realized this. It is very instructive to observe how' carefully he 
watched his step wherever his argument rose into the realm of the ‘general’ 
theory of distribution.^^ Ho\ve\cr, it is obvious from his appendix (note xxi) 
that, had he wished to go further, he would have sought the necessary comple- 

work of his group in its true light, namely in the light of a special proposition 
within the theory of marginal utility: however emphasized, it remained, as later on 
with Cassel, a supplementary principle that was added to, instead of being derived 
from, the fundamental theory of values and costs. 

Of Edgeworth's many contributions in this line—contributions that treat partial 
analysis cases but illustrate general relations by doing so—1 shall mention only one: 
his famous taxation paradox which the reader had better study in Professor II. Hotel¬ 
ling’s version, ‘Edgeworth’s I’axation Paradox and the Nature of Demand and Supply 
Functions,’ published in the Journal of Political Economy, October 1932. 'Phe extent 
to which partial and general analysis may co operate in the sense explained in the 
text, shows up wdl in Marco Fanno, ‘Contributo alia teoria dell’ offerta a costi con 
giunti,’ Giornale degli Economisti, October 1914, and in a later work of the siiiiic 
author which belongs here, ‘Contribute alia teoria ecoiiomica dei beni succedanei,’ 
Annali di Economia, 1926. 

See in particular Principles, pp. 587 ct seq. and the manner in which he arrived 
at the ‘general theorems’ on pp. 609 and 611. As regards the former passage it is 
noteworthy that he did not postulate the existence of social production functions 
(i.e. production functions that are to apply to the economy as a w'hole) but, after 
having carried out his analysis within the individual industry or even firm, confined 
himself to stating that ‘the substance of the problem is the same in every industry* 
(p. 588). We shall return to this in sec. 8. 
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mcnts of partial analysis in the methods of general microanaljsis of the Wal¬ 
rasian type rather than in a separate body of aggregate analysis (macroanalysis). 

We shall see (Part v, eh. 5) that it is the latter solution which appeals to 
many economists of our own day, especially to members of the Keynesian 
group, lliese divide up economic theory into a theory of the individual firm 
and a macroeconomic theory that is to take care of the relations between 
aggregate consumption, investment, employment, and so on. It is therefore 
worth our \\'hilc to point out, first, the historical connection that exists in 
this respect between Marshall and his apparently so rebellious followers of 
the U)^o's and, second, the extent to which this combination of the theory of 
the indi\idual firm and macroanalysis has been anticipated during the period 
under survey. 

As regards the first point, the fact that Marshall made the small industry 
his cheval de bataille in Book v of his Principles should not be allowed to ob¬ 
literate the not less important fact that much of his analysis of industries was 
really carried out in terms of the economy of the individual firm,^^ and that 
e\en beyond what this implies Marshall assembled practiealb all the bricks 
and all the mortar required for the theory of the individual firm, including 
e\en a fairly complete assortment of all those circumstanees that prevent the 
s\^eeping generalizations of pure theory from working out in real life and 
ha\e been repeatedly adduced as objections against his own generalizations 
(sec in particular Principles, Book vi, eh. 8 and the notion of normal profit 
there deNclojxd, especially pp. 6g6 and 700). Tliercfore, so soon as the con¬ 
cept of the industry gave way under modern criticism, the one of those divi¬ 
sions of economic theory lay ready at hand while the dcsirabilit}- of the other 
imjjoscd itself much more ob\ iously on his pupils than it would have imposed 
itself upon i^upils of Walras. 

As regards the second point, it cannot be too often repeated that Marshall 
himself gave no lead toward macroanalysis. But macroanalysis itself and its 
combination with microanalytic explanations of individual behavior were old. 
Quesnay’s tableau is a macroanalytic description of a stationary circuit flow 
of economic life, and Quesnay supplemented it, as we ha\e .seen, by a micro- 
analytic theory of exchange. In the following period, Ricardo did much the 
same thing: his distributive shares arc aggregates but the reason why they 
bcha\c as thc\ are supposed to do is derived from a fragmentary micro- 

bridfic between the theory of the small industry and the theory of the 
individual firm was his Representative Inrm (later on reformulated, by Pigou, into the 
Equilibrium h’irni). This curious construct embodies a most interesting attempt to 
resolve or to circumvent the difficulties that ari.se when we try to describe industrial 
processes by means of concepts developed from the life of individual firms. It is 
neither an average nor a marginal nor a leading firm but one in the position and 
structure of which the conditions of the industry' arc at any given time reflected in 
such a manner that certain propositions hold with respect to it that do not hold 
with respect to any actually existing firm or with respect to any indu.stry as a whole. 
Marshall's authority as a teacher secured mechanical acceptance of the concept. But 
it received neither the criticism nor the development it deserves. 
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analysis. During the period under survey Bohin-Bawerk also did inueh the 
same thing: he started with a theory' of individual behavior and with a theory 
of exchange that is based upon it; but, on the higliest floor of his building 
there is almost nothing left but aggregates such as (\aliic of) the sum total of 
wage goods, (value of) total output, and an aggregatixe ‘period of prodiictioir 
to boot. Similarly, Wickscll reasoned on a social production function without 
displaying any symptoms of critical discomfort. And there is hardly any need 
for adding that this Qucsnay-Ricardo-Bohin-Wickscll method is also that of 
Lord Keynes. 

7. The Walrasian Theory of General Eouiubrium * 

In this section we shall analyze the logical structure of Walras’ system of 
the conditions or relations (equations) that arc to determine the equilibrium 
values of all the economic variables, to wit: the prices of all products and 

* priiis section on the \\’alrasian 'riieory of General Equilibrium was written in 
the last year (possibly in the last few months) of the author’s life, 'riie material in 
subsections (a), (b). and (cl was found in typescript (unread by J. A. S.), whereas 
subsections (d) and (e) were in manuscript. J. A. S. probably intended only 4 sub¬ 
sections; his subsection (bl included what is now (e). 'I'lie pages were not numbered 
and there were no titles for the subsections, but the intended order seems perfectly 
clear and agrees with the order in \\'alras' table of contents (Elements, pp. 489 91). 
There was no opportunity for the inevitable minor revisions and corrections usual in 
any work of this kind, but the final writing shows every sign that the author knew 
what he wanted to say. He had started and abandoned many other attempts before 
the final one. 

He had not made up his mind, however, concerning the title and the brief intro¬ 
ductory paragraphs. There were at least three unfinished introductions, one of which 
appears below in this note and a second as the first two paragraphs of the text. 'I here 
were also three different titles suggested: the one actually u.sed above for this section, the 
one given below, and a third, ‘General Analy.sis: TTie W'alrasian System.’ 

Tlie follow'ing unfinished introduction may have been the last one: 

*7. Walrasian Microanalysis. In this section I shall sketch the main features of the 
Walra.sian system, reformulating certain points for convenience of exposition and 
leaving a number of others for clo.ser consideration in section 8 and in the appendix 
to this chapter. 'I his system that Walras embodied in a system of equations will be 
discussed verbally. Barring a brief remark, we shall assume pure competition all round. 

‘We consider a closed domain that does not act upon, or experience any influence 
from, the outside w'orld. In this domain there are households wdiieh sell productive 
services (we neglect for the sake of brevity .services that are consumed directly, such 
as personal serv'iees, except those that are consumed by their ow'iiers in the form of 
leisure or pleasure grounds) and purchase products; and firms that purchase productive 
services and sell products. But whereas the hou-seholds sell their services only to firms, 
the firms sell products not only to households but some firms also produce certain 
)roducts (raw materials and equipment) for sale to other firms. In order to make the 
essential problems stand out clearly, we shall at first disregard these intermediate prod¬ 
ucts and reason as if firms did nothing but combine labor and services of natural 
agents into products for sale to households and then introduce . . .’] 
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factors and the quantities of these products and factors that would be bought, 
in perfect equilibrium and pure competition, by all the households and firms. 
I.,et us notice at once that, since the determination of these quantities implies 
tlie determination of individual as well as group and social incomes, this theory 
also includes all that is covered by the concept of Income Analysis and that 
the conditions or relations to be considered, though they are fundamentally 
niicroanal> tic in nature (they refer fundamentally to the quantities bought 
and sold by indi\idual households and firms), also include niacroanalytic 
aspects, for example, as regards total employment in the society. It cannot be 
too strongly impressed upon the reader that it is not correct to contrast in¬ 
come or niacToanalysis of, say, the Kexncsian type with the Walrasian micro- 
analysis as if the latter were a theory that neglects, and stands in need of 
l)eing supplemented by, income and macroanalysis. 

Attention should also be drawn at once to three other points. First, I have 
s]X)kcii abo\e of prices of products and factors. But Walras’ theory of pricing, 
])rimaril\' and on the ground floor, refers to prices of services of products and 
factors. 'J’his amounts to the same thing only as regards products and factors 
that do not ser\e more than once. For all the others, the problem of pricing the 
products and factors themselves is a distinct problem that is solved on a sec¬ 
ond floor, as we shall see. It would be unnecessarily pedantic, however, to in¬ 
sist on this where no misunderstanding is to be feared. Second, I have spoken 
of prices Hhat would be paid in perfect equilibrium and pure competition.’ 
'I'his manner of speaking is not Walrasian: Walras, much like J. B. Clark, 
conceived these equilibrium prices to be, normally, the actual level around 
which |)rices oscillate in real lifc,^ which involves a claim which I do not wish 
to make. Third, Walras grouped his productive services into services of land, 
labor, and ‘capital proper,’" but this docs not spell acceptance of the old 
triad of factors: actually Walras admitted an indefinite number of means of 
production and services. [This piece of manuscript breaks off here.] 

fa) Walras* Conceptualization, Tlic description of the economic pattern 

1 Like Clark, he used the analog}' with the ievel* of a lake in order to convey his 
idea—the old idea of A. Smith. 

- As we know, W'alras defined capitaux, in a wider sense, as all ‘goods’ that .serve 
more often than once and, in a narrower sense, as durable goods that are themselves 
produced (capitaux proprenient dits). Iheir services he called revenus, no matter 
whether they arc consumed by the owner (e.g. as leisure in the case of "personal 
capital'; this leisure is still travail) or used productively. This conceptual arrangement 
which Walras derived from his father, Antoine Auguste Walras (1801-66; Theorie de 
la richesse sociale, 1849) and which was (substantially) adopted by Irving Fisher, has 
its logical advantages but is for us important only in so far as it must be borne in 
mind if Walras’ reasoning is to be correctly understood (legon 17). For the same 
reason, I repeat that the capitals, in addition to rendering services that are directly 
consumed or are transformed into products, may also render a service d*approvisionne- 
ment that may in turn be consumable or productive. Legons 18 and 19 describe 
minutely Walras’ set up of the process of production and the accounting system of 
his firms—matters that have not attracted the attention they deserve. 
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that Walras' equations were to express is contained in tlUments,^ legons 
17-19. Tlie functioning of this pattern is further illustrated by the tableau 
economique presented in legon 35, where he also indicated his opinions 
concerning the oscillations that occur around the equilibrium state.'^ Wc 
arc introduced to his entrepreneur and, by means of a most useful anal¬ 
ysis of a simplified accounting system, to the structure of a typical firm's 
operations. Hiis analysis dovetails with a list of assets •' that determines 
much, if not c\er>'thing, in \\'alias* theoretical organon. For our present 
purpose it will be useful to note, or to note again, some of the salient 
features of this list of assets. As wc know, the Walrasian entrepreneur is the 
agent (a physical person or a corporation) ® that buys raw materials from other 

3 [tllemcnts d'cconomie politique pure ou thdorie de la richesae sociale (1st ed. 
1S74-7; 4th cd. 1900; the edition definitive, 1926, is the otic quoted tlirougliout unless 
a different one is mentioned specifically).] 

4 These views do not differ essentially from those of A. Smith. W'alras' analogy 
of market equilibrium with a lac a^ite par le vent, which is so characteristic for his 
belief in the reality—normality even—of the equilibrium level of values, has been 
repeated by J. B. Clark. It should be emphasi/ed once more that this uncritical be¬ 
lief, undoubtedly held widely at that time, is untenable; but that this fact docs 
not render analysis of the iiropcrties of those equilibrium levels either su])crfluous or 
practically useless (see above, .sec. 3 on the ‘dreamland of equilibrium’). It should 
also be cmphasi/cd that Walras (sec, e.g., Elements, p. 370), though he did under 
estimate the distance between his theory and the facts of capitalist reality, was by 
no means unaware of its existence. And no indictment at all can be leveled against 
Pareto on this score. 

3 Every object that enters the range of economic consideration, even 'labor power' 
(Marx) or tlie capitaux personnels (Walras), may be treated as an as.set, if we halt 
the economic process for a moment and list every element of it. Presently M'alras 
sets the process into motion when the difference between funds and flows asserts 
itself, and we arc told how the assets are kept reproducing themselves. 'Phere are 
thirteen kinds of assets: the 'capitals’ (all things that sen'c more often tlian once, 
including land, labor power, and produced capitals) that produce ‘scr\ices* for direct 
conisumption (including leisure 1; the 'capitals’ (land, labor power, and produced capi¬ 
tals consisting of plant and ecpiipment) that produce productive services; and in addi¬ 
tion to these six items, the produced capitals {plant and equipment) that are ready 
for sale in the hands of their producers and yield no scr\'ices as yet (the capitaux 
neufs); the stocks of consumers* goods that serve once only in the hands of the con¬ 
sumers; the raw materials and semi fini.shed goods in the hands of the producers, who 
are going to use them; the stocks of (transient) consumers’ goods and raw materials 
in the hands of the producers who hold them for sale; and finally three types of 
money stocks, namely money held by consumers to finance con.sumers’ transactions, 
money held by producers to finance producers’ transactions, and monnaie d*epargne. 
'T’he Keynesian controversy makes the translation of the last item a delicate task. I 
think that ‘money earmarked for the purpose of investment’ comes nearest to ren¬ 
dering Walras’ meaning. 

«Although Walras blamed English economists for confusing the entrepreneurial 
function w'ith that of the cajutalist and French economists for confusing it with that 
of labor (entrepreneurship being a kind of labor), his theory of entrepreneurship does 
not go much further or deeper than J. S. Mill’s or J. B. Say’s. All he did was to 
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entrepreneurs, hires land from landowners, personal aptitudes (facultis per- 
sonnelles) from workmen, eapital goods from capitalists, and sells the prod¬ 
ucts that result from the co-operation or combination of their services for 
his account.’ Into this and the meaning of the concept of entrepreneurs who, 
as such, neither make nor lose, wc need not go again. Important is it, how¬ 
ever, to notice three other things. 

h'irst, Walras was careful—much more so than other writers—to construct 
theoretically, and to identify practically, the \arious ‘markets' through which 
his economic mechanism works and the interaction of which constitutes his 
analytic organon. Simplifying and combining as much as wc can, wc have the 
two fundamental markets, those of the products and of the producthe services, 
and in addition the market that determines the prices of the capitals, hence 
also the rate of new revenue and the market of means of payment. 'ITie reader 
may be somewhat surprised at my emphasizing this apparently trivial matter. 
But the strict association of every part of the argument with an identifiable 
market, e\cn on the highest level of abstraction, is an essential feature of 
Walras' procedure that starts in each of these four cases with a theoretical solu- 

isolate the 'combining function' more clearly. As is shown by the fact that he ad¬ 
mitted corporations into the circle of entrepreneurs, his conception was one belonging 
to the range of ordinary business routine and is roughly equivalent to Marshall's fourth 
productive agent, organization. 

" As a result of Walras’ strict distinction between capitals (capitaux), i.c. goods 
(including labor power) that serve more often than once, and services (or revenus )— 
a distinction which lapses in the case of gowls that serve but once—the Walrasian 
theory of pricing runs on two levels: immediately (on the first level) we have to do 
with the pricing of services only (which includes the pricing of transient goods). On 
another level wc then meet the problem of the pricing of these capitals themselves 
(from which the pricing of the labor power, unless enslaved, is of course in practice 
excluded). All incomes uniformly result from the sale of services, a conceptual ar- 
rangement that creates no difficulty in the case of 'land' (permanent factors) and 
labor but, in the manner to be explained, begs the question of the existence of a 
net income in the case of produced and durable goods that wear out in time. For 
the moment wc note again that Walras really admitted an indefinite number of pro¬ 
ductive services, although he gave in to tradition by grouping them into services of 
various kinds of land, labor power, and produced capitals and thus seems to accept 
the old triad of factors, ^^'c must also note that, foreshadowing later developments, 
he stated at once (p. 197) that only land and labor power (plus plant and vcr>' few 
items of equipment) are hired in kind. Most of the durable instruincnts of produc¬ 
tion are hired by entrepreneurs not in kind but in money, which is what capitalists 
save and lend, although at first, before having introduced money into the productive 
process, Walras allows capital goods to be let in kind. I’his seems to involve a stricter 
parallelism between lending monc\' and lending capital goods than, as we shall see, 
Walras was prepared to admit: actually his capitalists have money and not goods to 
lend to entrepreneurs; and it is only for perfect equilibrium in pure competition that 
the process is supposed to go on as if capitalists were owners of produced durable 
goods. This subtle point must be kept in mind—mathematically, it makes all the 
difference between an identity and an equilibrium condition—^particularly if w'e are 
to sec the affinity between the Walrasian and the Keynesian system. 
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tion of an equilibrium problem and then investigates the manner in which 
this theoretical solution works out ‘practically' in the corresponding market.® 
Second, we obscr\c when going over W'alras’ list of assets that very consider¬ 
able emphasis is placed upon stocks or inventories; there arc inventories of 
new capital goods, consumers' goods' inventories held by households and by 
firms, raw-material inventories held by both their producers and their users, 
and also, as we have seen, stocks of money (cash holdings) of various t\])cs. 
Since the existence of these inventories presupposes a certain past behavior 
of the people concerned and since their current reproduction presupposes 
certain expectations, the svstem—even if perfectly stationary—still depicts a 
process in time and might therefore be called ‘iiniilicitly dvnaiuic.* If W'al- 
ras did not feel like this and if we agree with him in calling it static, 
this is only because of a device that was perhaps justified by the purpose 
of exhibiting the logical skeleton of economic life but is highly artificial 
all the same: he tried to build up an equilibrium state ah ovo in the man¬ 
ner in which it would be built, if smooth and instantaneous adaptation of 
all existing goods and processes, to the conditions obtaining at the mo¬ 
ment, were feasible. His households do not purchase consumcTs’ goods or 
sell productive services outright. Nor do his firms (entrepreneurs) purchase 
productive services and offer products outright. Tlicv all merely declare what 
they would respectively buy and sell (produce) at prices cries au hasard, that is, 
announced experimentally by sonic agent in the market, and are free to change 
their minds if these prices do not turn out to be the equilibrium prices: other 
prices are thereupon announced, other declarations of willingness to buy or 
sell (and to produce) arc written down on bons —pieces of paper that do not 
carry any obligation—until equilibrium values emerge, namely prices such 
that no demand willing to pay them and no supply willing to accept them 
remain unsatisfied. And the only mechanism of reaction to these variations of 
experimental prices that \\^alras recognizes is to raise the prices of commodi¬ 
ties or services, the demand for which at these prices is greater than the sup¬ 
ply, and to reduce the prices of commodities or services, the supply of which 
at these prices is greater than the demand.® I .shall not stay in order to proffer 
the obvious arguments that may be adduced in mitigation of such heroic 
theorizing. 

® Each of four problems—pricing of products, pricing of productive services, pricing 
of capital goods, and ‘pricing of money’—is thus solved twice: in each case we have 
first a proof of the existence of an equilibrium solution and second the proof that 
this solution is the one which the market mechanism under pure competition tends 
to establish or, slightly more technically, wc have in each of the four cases two dis¬ 
tinct proofs (or attempts at proofs), the one of the existence of an equilibrium solu¬ 
tion, the other of the tendency toward it. Since the latter proof involves the state¬ 
ment that, if the equilibrium solution be once hit upon, it would not be departed 
from without the intervention of an additional force, we equate the proof of an 
equilibrium tendency to a proof of the stability of the equilibrium solution. 

® Edgeworth's method of arriving at equihbrium prices and quantities by means 
of ‘rccontracting' comes of course to the same thing. 
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[Apparently there is no discussion of the last of the ‘three other things’ that it 
is important to notice.] 

[(b) The Theory of Exchange.] Since the equilibria in the two basic mar¬ 
kets, the eonsuincrs* goods and the service markets, and the way in which they 
interlock—simultaneously determining one another—arc of decisive impor¬ 
tance for the strcngtli of the Walrasian structure we shall now consider these 
two basic markets separately. For this purpose we neglect both saving and the 
jnoduction of capitaux neufs,'^^ a procedure which involves the assumption that 
the produced capitals arc just as permanent and indestructible as is ‘land.* Fur¬ 
ther, in order to emjdiasize the steps in the procedure, we shall indeed intro¬ 
duce a numeraire —the standard commodity' in terms of which all exchange 
relations are to be expressed—but no money that actually circulates or is being 
held.’* Se\cral questions that cannot be answered without impeding the prog¬ 
ress of our argument will be reserved for section 8. 

\\*e know already that Walras based his structure on an elaborate theory 
of exchange which fills two distinct roles: first it was to describe the funda¬ 
mental features of economic logic which, with Walras, amounts to the same 
thing as the fundamental mechanism of competitive markets in general; sec¬ 
ond, it was to yield the behavior equations (maximizing equations) of the 
households. As regards the first role, Walras’ theory of economic logic issues 
into a marginal utility explanation of economic value that will be discussed, 
in its historical setting, in the appendix to this chapter. Here we arc not in¬ 
terested in such questions as whether there is any sense in speaking of mar¬ 
ginal utility' as the ‘cause’ of \alue, but immediately proceed to a discussion 
of the second aspect of the Walrasian theory of exchange. We can do this 
because, as has been pointed out by Pareto,^^ the concepts of marginal and 
total utility are redundant so long as we merely wish to formulate equilibrium 
conditions. On other features of this theory of exchange a few comments are 
ncxerthelcss desirable. 

Making ample use of the concepts that we have just voted superfluous, 
Walras first developed brilliantly the theory of (competitive) exchange of two 

For brevity, we also postulate that firms do not purchase raw' materials from 
one another; they all of them simply combine ‘services’ into products for .sale to 
households. Unfortunately, we cannot similarly throw out the serv'ices that arc di¬ 
rectly consumed by their ow'ners. 

This simplifying measure must not, however, be interpreted, either with reference 
to Walras himself or with reference to our ow'n presentation, as the theory' that 
money docs not enter into the fundamental proce.ss of detcniiining values and is merely 
a technical device or ‘veil.’ All that we mean is that we shall posit this question 
.separately, meanwhile reserving the right to scrap or modify the results at which we 
are aiming just now, if it should turn out that the intervention of money requires 
us to do so. 

*2 Implicitly this was already seen by Antonelli, Boninsegni, and others. For Pareto’s 
statement see e.g., Manuel p. Equation 9 on that page does not only without 
marginal utility but also without any ‘index function': the first 76 paragraphs of the 
appendix to the Manuel render the Paretian version of Walras* lemons 5-16. 
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commodities. The point to notice is that he fully recognized the possibilities 
that there may be no solution to the problem or else multiple equilibria which 
in his set-up reduce to three, two stable and one unstable, whereas in general 
no such situation will occur and unique equilibrium prices will practically al¬ 
ways emerge if there are many commodities in the market. 

[ 7 'liis piece of manuscript ends here but the next one seems to follow with no 
serious break in the argument.] 

[(c) Determinateness and Stability of Simple Exchange.] Since the theory 
of exchange, besides pro\ iding the theoretical description of the behavior of 
consumers (households), also serves to display the fundamental properties of 
economic action in general (the logic of choice), there is point in raising right 
here the questions of determinateness and of stabilih- of simple exchange in 
a perfectly competiti\e market, indirect exchange (arbitrage) being duly taken 
into account and a standard eonimodih (numeraire) but no money being 
used.^^ \\"c raise these questions in the same sense as did W'alras, except for 
one point that will appear presently. 

People—say n of them—endowed with definite tastes and jjossessing, to 
begin with, arbitrary quantities of an arbitrary number of well-defined com¬ 
modities, sa\ m in all, appear on the market, in order to take adxantage of the 
possibilities this market may offer to them of improving upon the satisfaction 
of their wants as guaranteed hy their original possessions.’♦ We thus accept 
Walras' manner of speaking of a tendency on the part of all participants to 
maximize their satisfaction.’-’ W’c also accept the usual assumptions about 

'J’he arbitrage operations are supposed to be carried out in terms of the numeraire. 
It should be repeated, however, that they arc supposed to be organized in such a 
manner as not to deflect any quantity of the standard coininodity from its uses as 
a commodity. If people hold any part of the numeraire commodity this would turn 
it into mone\'. 

Those original possessions of evcr>' participant in the market are data that are 
subject to certain conditions such as that the quantities originally possessed should 
all be non-negative, that at least one of them should be greater than zero, and that 
the original distribution should not violate the hypothesis of pure competition. For 
the rest, in legon 14, Walras establishes that, in full equilibrium, prices would not 
change if the commodities were redistributed between participants so long as the 
sum of the possessions of each participant remains equivalent in terms of numeraire 
(theoreme des repartitions equivalentes). I mention this theorem, which space does 
not ])ennit us to discuss, to give an example of Walras' awareness of the necessity 
of establishing every point in his schema by fonnal proof. It is this awareness (what¬ 
ever the success or shortcomings of his proofs) that made him the teacher of all 
theorists of the future. 

As already stated, this is not necessary. But it was the almost universal practice 
of Walras' generation, not only of the mathematical economists such as Edgeworth 
and Marshall but also of the Austrians, most explicitly so of Bohm-Bawerk. I'he 
questions that are now before us are not affected by our lapse into primitive utility 
theory. We do not imply measurability, and maximizing an index of satisfaction would 
do just as well. 
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continuity and differcntiabiliW, at least of the resulting market ‘curves/ Fi¬ 
nally we assume for the moment, as did Walras, that the marginal utility func¬ 
tions of every participant, for every commodity, not only exist but are func¬ 
tions of the quantity of this commodity alone, that is, independent of what¬ 
ever other commodities he might possess. 'ITicy are all monotonically decreas¬ 
ing. We then have: n(m — i) Behavior Equations expressing for all n par¬ 
ticipants the quantities (including zero quantities) they will gi\’c away or ac¬ 
quire at any given s>'stcm of exchange relations (or prices in terms of the 
numeraire) by virtue of the condition tliat they will go on exchanging until 
no further exchange can increase their individual satisfactions; n equations 
such that all the quantities the participants acquire and give away, each quan- 
tit\’ multiplied by its price in the standard coininodih', must add up to zero, 
if wc gi\c minus signs to quantities given away and plus signs to quantities ac¬ 
quired (Individual Balance Equations); finally m equations such tliat, for every 
commodity, the total amount of quantity given away must equal the total 
amount of qiiantih' acquired for the market as a whole (Market Balance 
Equations).^" 'riiese are 7n(7i-f i) conditions or equations. But, as is easily 
seen, one of them, for example the last one of the set of market balance equa¬ 
tions, may be shown to follow from the rest of these and from the household 
balance equations and must therefore be thrown out as not independent. 
Ihus wc arc left with 772(7/ -f 1) — 1 independent ones by which to deter¬ 
mine the variables or ‘unknowns,’ namely, the m equilibrium prices and the 
mn c|uantities exchanged b>' the households. Now, \\v ma\' say either that, 
since the price of the numeraire comniodih' in itself is of necessity always 
equal to unity, there arc only m — 1 prices to determine; or that, since the 
two first sets of equations (the behavior and the household balance equations), 
considered by themselves, arc homogeneous of zero degree in the prices, it is 
only the exchange ratios and not the absolute prices \\hieh wc can determine, 
though wc can then translate these ratios into absolute prices by means of the 
numeraire-price identity.^** 7 hc reader should make sure that he understands 
the perfect equi\alence of these two ways of putting the matter and also the 

J«'l'his lucnns, as wc know, that they will continue to exchange until the marginal 
utilities to them of the quantities of all cominoclitics that can be had for a unit 
of numeraire (if the numeraire is cigarettes and the unit a package, then the mar¬ 
ginal utilities of a package’s worth of every commodity) are equal. 

I’hc prices for which the last group of equations is verified arc the market 
equilibrium prices. In the tcnninologv* foreshadowed by Walras but definitively es¬ 
tablished by Professor Hicks (Value and Capital, p. 65) wc can express this last 
group of equations also by saying that, for ever\' commodity, excess demand must 
l>e zero 

A function x, - f(Xo, x.j • • • x,.) is called homogeneous of zero degree if. \ 
being any jmsitive arbitrary constant, the dependent variable remains the same when 
the indeiwndcnt ones are all multiplied by so that x^ -■ /(Xxj,. ?wX.^ • • • Lx,.). Put¬ 
ting now X equal to, say i/Xo. wc get = f{i, Xg/Xo ••• x^x^), that is to say, a re¬ 
lation in which the former independent variables of w'hich there are r, arc replaced 
by ratios of which there are only r — 1. 
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special sense in which it is true to say, that in this set-up absolute prices (or 
the ‘price lever) arc indeterminate.’® 

Now we ask: do these conditions suffice to determine values of these vari¬ 
ables? This, to repeat, is the question of the ‘existence,' in the mathematical 
sense, of a set of values that will satisf}' the conditions, 'lliis question is 
synoinmous with the question whether the equations embodying the condi¬ 
tions are capable of being simultaneously solved. But it is neither the question 
whether there is any tendency in our market to establish these solutions, if 
they do exist, nor the question whether these solutions or equilibrium values 
arc stable or not. 

Of all the unjust or e\'en meaningless objections that ha\e been lexelcd at 
Walras, perhaps the most unjust is that he believed that this existence ques¬ 
tion is answered as soon as we ha\c counted ‘equations' and ‘unknowns’ and 
have found that they are equal in number. W’c have already seen that he 
made sure of one additional prerequisite—independence of equations. But as 
w'c anal\ze his argument we discover further that, though his niatheniatical 
equipment was no doubt deficient, his genius saw' or sensed all or almost all 
the other rcle\ant problems and practically alwa\s arrived at correct results. 
If he failed to answer all questions satisfactorih', there was immortal merit in 
his having posited them. If his work is not the culmination of this type of 
analysis, it certainly is its foundation. 

He saw the possibility that our system of equations may not admit of any 
solution at all. lie also saw, and even proved, that the solution, if it exist, may 
not be unique. All he claimed was that solutions exist normally and that, 
if the commodities in the market are numerous, there will in general be a 
unique solution {Elements, p. 163). Since in his schema quantities demanded 
and offered arc single-valued functions of the prices and since his marginal 
utilitv' functions arc monotonically decreasing, so much may be readily granted, 
although Walras did not emphasize, perhaps was not fully aware, that tlic 
unique solution, where it ‘exists,' need not be economically meaningful in the 
sense that an actual system might work with it.^® 

1® This merely means that, although it seems natural to put the ‘price' of the 
numeraire, p,,, identically equal to unity, — 1 =0, w'C could of course just as W'ell 
put it equal to any other arbitrary figure without altering anything else in this set up. 
Walras discussed the theory of the numeraire very carefully, giving, among other 
things, the rule for translating the prices expressed in one numeraire conimodity into 
prices expressed in another {Elements p. 150). It should be clear that this rule does 
not apply to money or does so only under quite unrealistic assumptions. 

2® The occurrence of such a case, e.g. of the inability of some participants in the 
market to secure a ‘maximum of satisfaction' above starvation point, might be treated 
as a special form of economic, if not of mathematical, breakdown of the system. In 
itself, how'ever, it is perfectly natural that a system that only represents the logic 
of certain relations cannot, in the absence of additional information, tell us anything 
about the size of the resulting shares in terms of goods. Also it cannot be repeated 
too often that since so far as Walras treated only a problem in the pure logic of 
simultaneous determination of variables, and therefore neglected, e.g., all lags of any 
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We may as well ask the further question; can we not do better than that? 
This question divides up into two parts. We ask first, can we state more rigor¬ 
ously the conditions on which the existence of solutions, and especially of a 
unique solution, depends within the Walrasian assumptions themselves? The 
answer is affirmative. Such a more rigorous statement has in fact been pro¬ 
vided by Professor Wald.®^ Without going into several delicate questions that 
Wald's brilliant work raises (and without sul)scribing to every sentence of it), 
we simply note that Walras’ analysis emerges substantially unimpaired.^- But, 
second, wc have to ask whether the existence theorem still stands if, as 
we must, wc make total and marginal utility a function of all the commodi¬ 
ties that enter a household’s budget. This is of course the real difficulty. But 
the answer, under restrictions that seem tolerable, is affirmati\e even in this 
case. It has been given by Professor Amoroso.-' Voi a treatment of the w'hole 
subject from the standpoint of the theory of demand the reader is referred 
to the standard work by Professor Wold.-^ 

Wc turn to the question of stability, with which we shall include the ques¬ 
tion of the presence of a tendency toward such unique (theoretical) solutions 
as may exist.*® It is one of the greatest merits of Walras to have distinguished 

kind, the explanatory value of this part of his arginncnt does not go beyond clearing 
up one of the many aspects that even pure theory must attend to. 

21 See Abraham Wald (1902 50) in the periodical Er^ehnisse eines wathematischen 
KoUoquiums (vols. 6 and 7, 1935 and 1936). and Wald’s non technical report on 
his iinestigation in 'Ober cinige Cleiehiingssystcnic der mathcinatisehcn Okonomic,’ 
Zeitschrift fiir Naiioiialokouomie^ necember 1936. [Tliis article has been translated 
as a memorial to Wald, ‘On Some Systems of Equations of Mathematical Economics,’ 
Econometrica, October 1951.] 

22 Wald’s (justified) attack upon the manner in which W^alras tried to establish 
stability is another matter and will be touched upon presently. I do not think it 
correct, as Wald docs, to mix this up with the question of the ‘existence’ of solutions 
in the sense explained. 1 also think that W'alras’ reason, given on p. 163 of the 
Elements, for expecting that the solution will in general be unique, if there are very 
many commodities in the market, compares favorably with Weald’s more rigorous 
statement that uniqueness will exist if the marginal utility functions are such that 
the utility value (marginal utility times quantily, the concept is due to von Wieser 
and Fisher) is an increasing function of the quantity. See also Walras, Elements 
p. 125. 

2® That is, Amoroso proved in a manner with which I cannot find any (serious) 
fault that, given the prices, the set of the quantities of commodities with which an 
individual will leave the market is uniquely determined, not indeed always but under 
acceptable hypotheses. This is only part of the thema probandum but, in the case 
where marginal utilities are partial differentials, a very important one. See ‘Discussione 
del sistema di equazioni che definiscono Tequilibrio del consumatorc,’ Annali di 
Economia, 1928. 

2** Herman Wold, ‘A Synthesis of Pure Demand Analysis,’ three (English) papers in 
the Skandinavisk Aktuarietidskrift, 1943-4. 

2® I wish to re-emphasi/e that in general it seems to me an error to identify the 
problem of the ‘tendency’ with the problem of ‘stability’: a golf ball that rests on 
a green has no tendency to get into the appropriate hole unless there is a player to 
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between the 'existenee' and the *stabilit>'' problems and to have paralleled the 
argument about the former by an elaborate argument about the latter. How- 
e\er, he treated the problem of stabilih' in a peculiar way, because it posed 
itself to him in connection with what in strict logic is an entirely different 
problem, iiamcly, the problem of the relation between the mathematical solu¬ 
tion of his equations and the processes of any actual market: first and fore¬ 
most he nas anxious to show that the people in the market, though evidently 
not solving any equations, do by a different method the same thing that the 
theorist does by sohing equations; or, to put it differently, that the ‘cmpiricar 
method used in perfectly competitive markets and the ‘thcorcticaF or ‘scien¬ 
tific’ method of the obserxer tend to produce the same equilibrium configura¬ 
tion. Posing this problem then naturally puts the question of stability into the 
foreground, that is, the question how the mechanism of competitive markets 
drixes the sx stem toxxard equilibrium and keeps it there. 

Since it is clear from the outset that the markets of real life ncx’cr do attain 
equilibrium, this question can only be posed for markets that arc still nothing 
but highlx- abstract creations of the observer’s mind. The people, xvho appear 
with initial stocks of commodities and definite marginal utility schedules, arc 
confronted xvith prices cries au hasard by someone. I’hey decide to give axxay 
certain quantities of some commodities and to acquire certain quantities of 
others at these prices. But as xve know they do not actually do so but only 
note on tons what they xvould ‘buy’ or ‘sell’ at those prices should they per¬ 
sist or, if they enter into contracts, they reserve the right of recontract. It is 
easy to sec that if no recontract proves necessary and if the bans are redeemed, 
then the conditions embodied in the equations must indeed be fulfilled in 
practice. Wnicncxcr thex' are not, there xx'ill be recontracting at different prices, 
xx'hich arc higher or loxver than the original ones, according to whether there 
is positive or negative excess demand in the respective commodities, until de¬ 
mand and offer arc equated in all cases {Elements, p. 15^). WHiatcvcr we 
might have to say about this on the score of realism,-** it seems at first sight 
to be intuitixely clear that, so long as no other mechanism of reaction is ad' 
mitted than the one exclusively considered by Walras, equilibrium will be 
attained under these assumptions; that, in general, this equilibrium will be 
jnique and stable; and that the prices and quantities in this configuration xvill 
.-)C those xve get from our theoretical solution.-" Nevertheless, Walras himself 

nit it and suiiictiincs not exen then. But if somebody puts it into the hole it will 
stay there in stable equilibrium. Ibis should show the rationale of distinguishing l^e- 
txveen the txvo j)roblenis. In our case, hoxvcxxT, the factors that make for stability of 
die equilibrium situation are at the same time ‘forces’ that may account for a tend¬ 
ency of our variables to get into the equilibrium configuration. And so we xvaive our 
ibiection, which is important only for cvolutioiiarx' processes. 

See again Nicholas Kaldor, ‘A Classificatory Note on the Determinateness of 
equilibrium/ Review of Economic Studies, February 1934. 

27 This prima facie impression may account for the fact that even today theorists arc 
lot greatly exercised about the problem as thus posed. Wc may combine the individ¬ 
ual demands and offers in the m commodities into m equations of the form D^ip^ • • • 
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displayed hesitation on a very important point that has been strongly re-empha¬ 
sized by Professor Wald ( 7 .eitschrifty op. cit. p. 653). It is this. Equilibrium 
values in the perfect market arc established by a game of trial and error 
{t^tonuement) —priees being adjusted and quantities being readjusted in re¬ 
sponse. For clearness, suppose that all prices except one do equate the re¬ 
spective demands and offers. We have a rule by which to adapt the one price 
that docs not equate demand and offer. But if we do adapt it \^'e thereby 
upset the equilibria in all the other sections of the market, whose prices are 
no longer equilibrium prices since they equate supply and demand in these 
other markets only with referenee to the one price that failed to do so. There¬ 
fore we have in turn to adjust the others, and the only reason Walras gi\'cs 
for expecting that the new configuration is nearer to equilibrium all round 
than was the original one is that this is ‘probable,' because the effects of the 
adjustment of the price that was originally out of line upon the excess demand 
of the corresponding commodity are direct, strong, and all in the same direc¬ 
tion, whereas the effects of the necessary readjustments of the other prices 
are most of them indirect, weaker, and not all in the same direction: in part 
they compensate one another. As it stands, this attempt at proving both tend¬ 
ency toward, and stability of, the equilibrium of the market evidenth' lacks 
rigor, 'riiis has been increasingl\' recognized of late but no entirely satisfactory 
solution of the problem has been offered as yet.^® ['rhis subsection is unfin¬ 
ished.] 

ffd) Walras* *lheory of Production.] We turn to the second branch of 
Walras’ pure theory of the economic process, namely, the theory of produc¬ 
tion, which, as we know, is nothing but a theory of the manner in which the 

Pm) ~ ^MP\ ' ’ * Pm)' ^^f *^bcsc equations we lose one owing to the fact that it follows 
from the others. Of the m prices we lose one owing to zero homogeneity. Stability is 
secured by imposing the condition that any price higher than the equilibrium price in¬ 
duces negative, and any price lower than the equilibrium price induces positive, c.\cess 
demand, a condition carefully safeguarded by Walras. All the doubts that really worry 
theorists, so far as they do not proceed from their qualms about the assumptions that 
identify Walras* set-up, enter only on the introduction of genuine money. 

Readers who are sufficiently interested in these delicate questions may welcome the 
following signposts on this road. First we note that Pareto did not improve the Wal¬ 
rasian argument in this respect exccjjt for recognizing more explicitly that oscillations 
ill the neighborhood of values may lead away from them as well as toward them. Sec¬ 
ond, from Pareto to Hicks, very little advance was made in this respect, however much 
headway was made in others. It was Professor Hicks who formulated stability condi¬ 
tions that were then improved by other writers, especially Samuelson and Metzlcr. 
Samuelson was, I believe, the first to point out that the problem of stability cannot be 
posed at all without the use of an explicit dynamic schema, i.e. without specification 
of the manner in which the .system reacts to deviations from equilibrium. Third, our 
report shows that W'alras did picsent such a dynamic schema: he specified a sequence 
of steps by whicli the system is supposed to work its way toward stable equilibrium 
for which he did not receive the credit he deserves. I’his schema covers not more than 
a special case but for this special case a more rigorous proof is possible in spite of the 
fact that he himself failed to give it. 
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mechanism of pure competition allocates the 'services’ of all the different kinds 
and qualities of natural agents, labor power, and produced means of produc¬ 
tions^ Tills theory of allocation in turn is the same thing as the theory of 
the pricing of these services, because it is the jiricc mechanism which brings 
these scr\'iccs into the place they actual!)' hold in the great jig-saw puzzle and 
keeps them there. Finally, we do not say more than this when we say that the 
theory of production tells us which quantities of which products each firm will 
decide to produce, and which quantities of which producti\c scr\iccs it is go¬ 
ing to buy in view of the given tastes of prospective consumers of its products 
and the given propensities of these same consumers considered as ‘owners’ of 
producti\e services. Now, the total quantities of these serxiccs, that is, the 
quantities of them that arc potentially available during a gi\cn period of time, 
are given because their sources are. But they need not be completely absorbed 
by production, nor do they necessarily go to waste if they are not. For an es¬ 
sential feature of the Walrasian schema is that they are all of them capable of 
being consumed by their o^^^lers directly.-*^ Thus, their total quantities and 
the propensities of their owners to consume them—possibly even to acquire 
further quantities of them for the purpose of consumi)tion—or to part with 
them, constitute the second group of data, and W’alras’ problem was to show 
how these data interlock with those of the first set, the consumers’ tastes, so 
as to produce a consistent set of quantities and valucs.'^^ 

Wc pereei\e immediately that \\ alras stro\e for a solution of this problem 
that was to be entirely symmetrical with the solution he had previously worked 

20 Remember that these produced means of production, on the level on which wc 
arc moving now, are being let in kind, and are indefinitely durable, postulates that we 
are going to remove presently. 

30 W'ith Walras, the serxiccs that arc used in production therefore have also a use 
value for their ‘owners.’ This creates difficulties that arc particularly obvious in the 
case of specific instruments of production, such as machines. To assume that, poten¬ 
tially at least, a machine can, at the will of its owner, be instantaneously turned into 
an easy chair is indeed heroic theorizing with a vengeance. Only in part is this as¬ 
sumption then relaxed in the theory of the ‘new capitals’ (capitaux neufs). But it has 
its virtue when it is the logic of the structure of the capital goods stock which is to be 
explained ah ovo. We may make it more tolerable by saying that a capitalist’s former 
decision as regards the use of the capital good he actually owns has determined what 
species of capital good he actually does own. It stands to reason that this attempt at 
saving the situation wrecks completely the static framework of the theor\\ No such 
assumption w'as made by cither Marshall or the Austrians but this was only because 
they were less rigorous than was W'alras. Let me use this opportunity to emphasize 
again that, on an infinitely higher level of rigor, Walras really reformulated the theo¬ 
ries of production of A. Smith, J. B. Say, and J. S. Mill. 'I’lie latter’s theory of pro¬ 
duction, of course, must not be looked for exclusively in his Book i. 

31 In his Manuel, Pareto refined this set-up into his general theory of tastes and 
obstacles which, in fact, leads on to a higher level of abstraction and scrv'cs especially 
to bring out more clearly the logical problems that are lurking in this set-up. The 
practical value of the Paretian generalization shows in the ease with which it em¬ 
braces the case of the socialized economy. But it does not help us much on the level 
on which wc now find ourselves. 
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out in his general theory of barter in a iiiulti-commodity eonsumers' goods mar¬ 
ket. In fact, his theory of production may be described as an attempt to re¬ 
solve, in the spirit of J. B. Say, the case of production into the more general 
case of exchange between services and goods and, in the last analysis, simply 
betw'ccn services. He wns aware of the costs of this attempt and was willing to 
pay them. First, though he did introduce into his mechanism an entrepreneur 
who was not merely a capitalist, he reduced him, as we saw, to the purely 
formal role of bu> cr of productive services and seller of consuincrs' goods 
without any initiative—or income—of his own.-*'* In order to emphasize this, 
we shall replace the term ^entrepreneur* by the imjjcrsonal term 'firm*: it is 
clear that in ^\'alras* thought the households were really the agents that, both 
as buyers of products and as sellers of services, determine the economic proc¬ 
ess. Second, though he was, of course, aware of the fact that production and 
adaptation of production involves delays, he at first purement et simplement 
neglected these delays {f'.lements, p. 215), deferring partial recognition of their 
role to the far-off section on circulation and money. Wc do the same thing 
and even accept, for the moment, the apparently impossible assumptions of 
constant coefficients of production,^^ absence of any o\crhcad, and all firms in 
every industry producing exactly equal amounts of product.^"' And we ask, 
first of all, as we did before in the case of millti-conimodify barter, whether 
w’ith all these 'simplifications*—some of which were in the end discovered to 
be complications—there exists a unique set of solutions for a sxstem of equa¬ 
tions that co\crs both consumers’ and producers* behavior, or represents, as it 
w'cre, the chassis of economic life. 

•*’*2 \\"c have seen that Walras was fully aware of the importance of the stocks and 
flows of raw materials and semifinished products that entrepreneurs buy from other 
entrepreneurs. But where he posed the fundamental problem of production (Ici^ons^20 
and 21). he dealt with them cavalierly, confining himself to showing—which is indeed 
eas>' if we neglect all sequences or lags—that these purchases by entrepreneurs from 
other entrepreneurs are intermediate steps in a process, the understanding of which does 
not suffer by leaving them out. 

Let me emphasize once more that in the equilibrium of a purely competitive proc¬ 
ess, where nobody is able to e.xert any influence upon the prices of either senices or 
products, every entrepreneur would in fact be an entrepreneur ne faisant ni benefice ni 
perte: this is neither a paradox nor a tautology’ (i.e. it is not the result of a definition) 
but, under Walras* assumptions^ an equilibrium condition (or, if you prefer, a provable 
theorem), [lliis j^oint is further discu.sscd in the next .section (8).] 

S'* This involves really two distinct assumptions: (i) that thc.se coefficients, namely, 
the quantities of all services that enter the unit of the product, are technologically 
given or that there is, for each product, only one technologically ]Jossible way of pro¬ 
ducing it; and (2) that thc.se coefficients do not vary in function of the quantity pro¬ 
duced or that there are no ccoiioniics or diseconomies of .scale. This set up w'as altered, 
later on, by Walras himself. But these questions will be taken up in the next section. 

.sr. Walras docs not seem to have observed what was often urged later on, namely, that 
this makes the number of firms indeterminate though it does not prevent detenninate- 
ness of the output of each industry. Since this is not important in our present argu¬ 
ment, we defer consideration of this point also to the next section. 
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Intuitively we realize that, with the same qualifications that we had to 
make in the general case of multi-commodit}' exchange and with the further 
qualifications that are imposed upon us by the additional assumptions made 
by Walras in order to reduce the problem of production to manageability, the 
answer will be affirmative. We may balk at the assumptions. Wc may ques¬ 
tion the value of a theory that holds only under conditions, the mere state¬ 
ment of which seems to amount to refuting it.^** But if wc do accept these 
qualifications and assumptions, there is little fault to be found with Walras* 
solution. It comes to this: the households that furnish the services have 
in Walras* set-up definite and single-valued schedules of willingness to part 
with these scr\iccs. 'I’hcsc schedules arc determined, on the one hand, by 
their appreciation of the satisfaction to be derived from consuming these 
services directly ■*" and, on the other hand, by their knowledge of the satis¬ 
faction they might dcri\'e from the incomes in tenns of numeraire that they 
are able to earn at any set of consumers' goods and service ‘prices.' For the 
‘prices' of consumers' goods arc determined simultaneously with the ‘prices' 
of the services and with reference to one another: every workman, for in¬ 
stance, decides how many hours of work per day or week he is going to 
offer in response to a wage in terms of numeraire that is associated with defi¬ 
nite prices, in terms of numeraire, of all the consumers' goods that would be 
produced with the total amount of work being offered at that wage rate. 
Mathematically, we express this by making e\erybody’s offer of c\cry service 
he ‘owns' a function of all prices (both of consumers’ goods and the scr\'iccs) 
and, for the same reason, cvcr\body’s demand for every eominodih' another 
function of all prices (both of the ser\'ices and the eonsumers' goods). Every- 
bod>'’s demand for the numeraire commodity follows simply from e\erybod>'s 

Those who, like myself, do not go so far, must rate the pioneer performance as 
such vciy' highly and see a merit precisely in the fact that ^\^^lras chalked out the 
work that had (in part still has) to be done in the future. 

Casscl’s popularization of Walras’ system lacks this feature. In consequence, Cassel 
had to put the (potentially) existing quantity of services equal to the quantity to be 
employed in production in equilibrium. It has been pointed out by Wicksell and later 
on by von Stackelberg (‘Zwei kritische Bcnierkungen ziir Preistheorie Gustav Casscls,' 
y^eitschrift fur Nationalokonomie, June 1935) that it will in general be impossible to 
fulfil this equilibrium condition with constant coefficients of production. This is not 
.serious because the difficulty vanishes w'hcn wc introduce variable coefficients, i.e. 
substitutability (see sec. 8). But if W'e accept the constant coefficients and at the same 
time refuse to accept Walras’ theory that part of the sendees are directly consumed 
by their "owners,' then there w'ill be in general unemployment of some services for 
which the necessary complements do not exist. These unemployable surplus services 
will then, by seeking employment, depress the wages of the employed services of the 
same kind, but this low'cring of w'ages may do but little (namely, by cheapening the 
products w'hich absorb relatively much of the scr\'iccs in wdiich there is a surplus) to 
reduce the unemployment and thus may iinstabilize the whole system, owing to in- 
compatibility of equilibrium conditions. Ific case is of no importance. But some 
Keynesians may have it in mind when arguing for the possibility of unemployment 
equilibria. 
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balance equation, which (since we are as yet abstracting from both genuine 
money and saving) is exactly analogous to the balance equation in the case of 
multi-commodity barter, except that in the present case the offers are offers 
of services and only the demands refer to commodities.^^ I"rom these individual 
demands and offers we get the aggregate (net) offers of services and the aggre¬ 
gate demands for products in the market, all in function of all service and 
product prices. But the rest of the set-up is crippled—evidently in order to 
focus attention upon the great social relation between the ultimate factors that 
simultaneously shape consumption and production—b\' the assumption of tech¬ 
nologically fixed and constant coefficients of production, which readily yield the 
remaining restrictions that we need for the determination of prices. To de¬ 
termine prices we need the equations, equal in number to the number of serv¬ 
ices, which express that the quantities of the serN'ices employed in all indus¬ 
tries must add up to the total offer of these ser\ices, and the equations, equal 
in number to the number of products, which express that the coefficients of 
production of the services used in each industry, each multiplied by the price 
of these services, must equal the unit price of the industr\''s product or that in 
all industries average cost, in Walras’ case the same as marginal cost, must 
equal price. 

The number of variables to be determined can easily be shown to be equal 
to the number of equations. As to the mathematical question whether these 
can be sohed for the variables—whether an equilibrium solution ‘exists’—we 
ha\'c to say iniich the same as before: ^^’^al^as did not present an answer that 
will satisfy the standards of the modern mathematician, though it could be 
shown that he saw and either took or avoided all the hurdles that stand in 
the way to an affirinatixe answer. Of course, we have to repeat that, in the 
same sense as before, existence of a .set of solutions or even of non-negative 
solutions docs not necessarily mean the existence of economically meaningful— 
that is, practically possible, ‘tolerable,’ and so on—solutions. But within his 
assumptions and with qualifications already mentioned, the affirmative answer 

Walras has often been berated on the score of the clumsiness or heaviness of his 
mathematics. It is submitted, however, that the argument in le^on 20, where he solves 
the ‘theoreticar problem, is not inelegant, particularly as regards the manner in which 
the offers of services emerge from marginal equilibrium conditions (op. cit. p. 210). 
It seems to me that some critics, including some mathematical critics, stand to learn 
from it. Present practice, born of pedagogical convenience, is to make the individual 
demands for products functions of their prices only and of ^income.' While this prac¬ 
tice has its advantages, especially now w'hen it helps the student to grasp the relation of 
Keynesian to W^alrasian economics, it really obscures Walras* fundamental conception 
and makes things more difficult in the end. 

Space to do this is lacking. \\*e must confine ourselves to repeating that his as¬ 
sumption that seniccs have use value for their ‘owners,* in fact, avoids the only seri¬ 
ous difficulty which in the case now under discussion is added to the difficulties glanced 
at in the case of simple multi commodity barter, namely, the difficulty that lurks be¬ 
hind the constant coefficients of production. Of course, the statement in the text 
must be understood to hold without qualification only where marginal utilities are 
exclusively functions of the quantity of the corresponding commodity. 
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stands and objections against it are much more due to the critics' failure to 
understand Walras than to any mistakes or oversights of his."*® Also it may be 
a\errcd that, so far as this part of the Walrasian analysis is concerned, our 
result is, or comes near to being, the common opinion of theorists.**^ 

As regards questions of stability and of the presence in the economic process 
of a tendency to establish that equilibrium set of prices and quantities, the 
situation is still more seriously affected than we ha\c already found it to be 
in the case of multi-connnodity barter by the difficulty of accepting Walras" 
assumptions.'*- We ha\e again to rely on the method of tons. But in this case, 
if the prices that arc being experimentally fixed (cries) at first do not prove to 
be (miraculously) the equilibrium prices, the rearrangements that are to lead 
toward equilibrium invobc instantaneous rearrangements of all the tentative 
decisions to produce that are embodied in the bon.v, which is a matter of 
much more difficulty than would be mere rearrangement of tentative deci¬ 
sions to acquire or to give away existing coniinodities. And even if all firms 
and all o\\Tiers of producti\e ser\'ices did succeed at this task, they would still 
have to carry out this production program which takes time, during which 
nothing must be allowed to change. W'alras himself posed the problem ex¬ 
actly as he posed it for the case of niulti-eommodity barter, namely, in the 
guise of the question whether his theoretical problem was the one that is 
actually' solved in the markets of the services; and he arrived, b\' the same rea¬ 
soning, at the same conelusion, namely, that a process of trial and error car- 

40 One of these objections, which was of course never raised by mathematical econo¬ 
mists, desenes mention in passing. By suitable eliminations we may represent all prod¬ 
uct prices and quantities as functions of the prices of the services. It should be clear 
that this formal truth does not constitute the latter as ‘causes' of the former, since the 
senice prices themselves arc determined in an argument that at every step takes ac¬ 
count of the corresponding product prices. Some c-conomists, however, Austrians espe¬ 
cially, inferred from this universal and siniiiltanccjus interdependence of all prices that 
the Walrasian system fails to explain any prices at all: this was sometimes expressed 
by calling it ‘functional’ to distinguish it from the Austrian ‘cairsal’ .system. I indulge 
in the hope that it is unnecessar>', at this hour of the day, to go into this. 

41 For a rigorous proof, the reader is referred to A. W’ald (Zeitschrift, op. cit.). 1 ’he 
reader may indeed derive a slightly less favorable impression from this paper, but he 
should observe that Professor \\ aid deals with CasscTs system rather than with that 
of Walras. The modification .suggested by Zeuthen and K. Schlesinger, which Wald 
mentions on p. 640, has merits of its own but is not necessary in order to make 
Walras' system tractable. 

However, if we do accept them, stability may be proved, if anything, more con¬ 
vincingly than it can in the barter case. This has been done for a pattern that admits 
substitution by Profe.ssor Ilicks (Theorie mathematique de la valeur, 1937) and others, 
particularly by L. M. Court (‘Invariable Classical Stability of Entrepreneurial Demand 
and Supply Functions,' Quarterly Journal of Economics, November 1941). Both re¬ 
introduce the entrejireneur w'hom we have eliminated and therefore put their proofs 
into the form indicated by the title of the latter paper. Historically, it is important to 
note that, however superior in technique, these and other contributions do no more 
than six;11 out the suggestions that arc already present, although some of them only 
implicitly, in Walras’ analysis. 
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ried out under conditions of pure competition and with only the one mech¬ 
anism of reaction allowed—prices being increased where there is positive and 
reduced where there is negative excess demand—will ‘probably' insure that each 
step in adjustment actually docs lead toward, and not away from, equilibriiiin. 
I have thought it necessary to put this matter fully before the reader. Lest he 
should thereupon turn away from Walras' construetion on the ground of its 
hopeless discrepancy from any process of real life, I wish to ask him whether 
he e\er stfw elastic strings that do not increase in length when pulled, or fric- 
tionless movements, or any other of the constructs commonly used in theo¬ 
retical physics; and whether, on the strength of this, he believes theoretical 
ph>sies to be useless. In the footnote below, 1 add one or two other comments 
that may reduce the reader's discomfort. It remains true, however, that both 
Walras himself and his followers greatly underestimated what had and has 
still to be done before Walras' thcorj^ can be confronted with the facts of 
common business experience.**® 

'*•* First of all, the reader should ohsen-e that his discomfort stems mainly from his 
familiarity with an economic process that is incessantly disturbed by technological 
revolutions. In anx* j^rocess that, xxithout being strictly stationary, is at least not too 
far reniox'cd from stationarity, households and firms would have a reliable stock of rou¬ 
tine ex]5erience that would help them greatly to iierform the tasks that look so im- 
I)os.siblc at first siglit: the tentative prices, to which they are to react by formulating 
tentative programs of ])roduction and consumption, are not really cries an hasard, as 
Walras has it, but arc rather informed guesses to be corrected, as a rule, by relatively 
small adjust incuts. It is only in order to bring out the logic or rationale of tlie deriva¬ 
tion of demand and sniiply functions that Walras refuses to avail himself of this fact. 
We can learn from Marshall how to put flesh and skin on W'alras' skeleton, although 
it does remain true that a more realistic theory raises a world of new problems that 
are beyond Walras’ (and also Marshall’s) range. Second, the elements of reality that 
do enter Walras' schema are indeed overgrown by other elements which we must try 
to conquer in due course. But tlie former are nevertheless ob.serxable or verifiable even 
where they take such unfamiliar forms as t^tonnement by means of bans. Third, it 
should not be said that in \\'alras’ system all the burden of ada])tation is put upon 
prices alone: quantities are adapted to prices as prices are to quantities, and it is only 
an abbreviated manner of speaking which accounts for the iminession alluded to. 
I’ ourth, there is realism in some of the items of Walras* set up in which we should 
least expect it. Thus, a little reflection will show that workmen’s demand for the 
‘scrvice.s’ of their own labor power (i.e. for leisure) is actually a xery important factor 
in the shaping of the process of production. Though it would be absurd to deny this 
for the pre.sent age, there never was a time in which this demand was completely in¬ 
effective. and the surface fact that a laborer accepts a fixed working day which he is 
pox\*crless to alter (‘he mii.st accept it or die' says a contemporary economist! contra 
diets W’alras’ analytic arrangement very much less than it seems to. Finally, fifth, 
classroom experience induces me to add that propositions such as W’alras’ law of cost 
or full employment in perfect competition are indeed properties of his system when in 
perfect equilibrium. But they are unobjectionable when properly understood (on the 
full-employinent proposition .see the remark at the end ot this section) and. above all. 
they are theorems that follow from the postulates that define the system and not 
postulates that are imposed upon it (so that they could cause overdeterminatencss). 
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[(e) The Introduction of Capital Formation and of Money.] The rest of 
this section may be cast into the form of an answer to the question liow the 
fundamental schema of consumers' and producers' bclunior is affected—or 
possibly upset—by the introduction of capital formation and of money. 
Though both subjects have been touched upon in the preceding chapter and 
will again have to be treated in the next, they must also receive attention here 
to enable the reader to appreciate Walras' structure as a whole and to realize 
the extent to which he anticipated modern work in these fields in some re¬ 
spects and prepared the ground for it in others. 

In the Walrasian svstem, the theory of capital formation is, on the one 
hand, the foundation of the theorv* of interest and, on the other hand, itself 
rests on the theory of capital-goods prices. At first we consider only the prices 
of produced capital goods. So far, wc have a theorv for the prices of their 
services only and even this was arrived at by means of an assumption which 
we must now drop, namely, that the quantities of produced capital goods arc 
given once and for all, and they never wear out or perish b\' accident. Accord¬ 
ingly, we now deduct an allowance for depreciation and also an insurance 
premium.'*^ What remains is the ‘net revenue' yielded b> the caintal goods. 
We have noticed before that Walras took the existence of such a surplus over 
depreciation and insurance as an undeniable fact which he made no effort to 
establish.^® However, if we accept this for the sake of argument, then wc can 
proceed at once to construct the theoretical market for capital goods which, 
according to Walras' laudable practice, w'C need in order to determine their 
prices.^® In this market capitalists—^and not as entrepreneurs (firms)—demand 
new capital goods W'hich the firms that produce them offer in response to that 
demand. 

The new capital goods that are being demanded and produced may not suf¬ 
fice, just suffice, or more than suffice to make up for the loss the existing 
capital stock currently suffers from accident or w^car and tear. The last of 
these three cases defines saving, which, expressed in terms of the numeraire, 
is therefore the excess of net income, the total net value of the services 
sold by households, over consumption, the total value of the products bought 
by households. Hence, exactly as in Keynes's General Theory, current saving 
is tautologically equal to current ^investment.' Sa\ ing is here merely a word 
that identifies a particular kind of demand, namely, the demand for capital 
goods. So far there is no meaning to the phrase ‘offer or supply of saving' un¬ 
less wc wiA to denote by it that part of the households' services that is of- 

44 Walras considered both as technologically determined constants, lliis is, of course, 
unsatisfactory but should be considered as another of the privileges of the pioneer. 

Neither did Pareto, Barone, and others in the direct line of succession make such 
an effort. But Wicksell and Fisher filled this gap with Buhm Bawerkian material. 

The market W'e are describing now is nothing but a theorist's construction that 
Walras himself later on abandoned to replace it by the stock market. To criticize this 
theoretical device on the score of lack of realism would spell misunderstanding. 
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fered against capital goods instead of being offered against bread or beer, 
and to say that current saving can get out of step with current investment 
has no more sense than to say that saving can get out of step with itself. Hence, 
equality of current saving and current investment is an identity and not an 
equilibrium condition. Tlic equilibrium condition is that the sum total of 
saving in a given period should be equal to the costs to the capital-goods-pro- 
ducing firms of the capital goods (produced and) sold in the period, since 
these firms, like all others, are subject to Walras" law of costs. 

Now—and this is not as in the system of Keynes’s General Theory —the 
onh* nioti\c that capitalists can have in this set-up for demanding capital 
goods is ill the net revenue expected from them, no matter whether this net 
revenue consists in the use value to them of the durable objects acquired or 
in the yield in numeraire to be collected from letting them to firms (or to 
people who wish to consume their services directly). From this follows an¬ 
other equilibrium condition which must be fulfilled by their prices: these 
prices must, under ideal conditions, be proportional to their net yields or else 
arbitrage operations w'ould set in to enforce this proportionality. But this may 
be expressed by saying that our capital-goods market is really a market of 
streams of perpetual net revenues, from which standpoint all capital goods 
arc on the same footing irrespective of their physical shapes. In order to em¬ 
phasize this aspect, Walras created an ideal or imaginary commodity that rep¬ 
resents ‘perpetual net re\enue." 'Fhis gadget—another purely theoretical con¬ 
struct —enables us to endow each household with a marginal utility and a 
demand function for ‘perpetual net revenue," and to replace all the (un¬ 
known) prices of the capital goods hy a single price, w'hich then helps to de¬ 
termine them, namely, the price of a unit of ‘perpetual net revenue" per unit 

Remember that capital goods arc goods that ser\’e more than once. It w'ould be 
more correct to define them as goods which (or parts of w'hich) survive the period of 
account. 

Pareto, Barone, and others accepted this ideal or imaginary commodity and simply 
called it ‘.saving' (risparmio). Notice that this construct may also be harnessed into the 
service of theoretical schemata other than Walras*. Even in Walras' schema, it ac¬ 
quired a new—and more realistic—connotation w'here he introduced money, as we 
shall see presently. For the moment, the concept does not mean anything but the 
total hea]5 of all new' capital goods, expressed in terms of numhaire, and only serves 
to isolate one aspect of them but has no separate existence: if Walras nevertheless 
speaks of a market of capital numeraire, this market is—unlike the market of capital 
monnaie, w’hich w'e have not introduced as yet—not distinct from the market of the 
capita] goods themselves. 

^®l’he marginal utility functions are conceived as monotonically decreasing func¬ 
tions of the quantity of this ideal commodity alone, as in the case of all other com¬ 
modities. But the demand functions for these commodities are, also as in the case of 
all other commodities, functions of all the prices of all products and services. Note 
that this implies that they are also functions of the incomes: the difference in this 
respect between the theories of Walras and of Keynes (General Theory) is not that 
Walras neglected the influence of income but that Keynes neglected the influence of 
the prices of the products. 
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of time—profound move on the analytical chessboard. This single price re¬ 
sults from the condition of proportionalih' mentioned above, which may be 
reformulated by saying that the total demand for new capital goods (identi¬ 
cally equal to sa\ ing) must be distributed between the industries that produce 
these new capital goods in such a way as to equalize their net value products 
(in terms of numeraire) per unit of cost (in terms of numeraire).''^ 'I'lius the 
single price in question is simply the reciprocal of the rate of 'perpetual net 
re\enue’ (taux du revenu net perpetual), which is a factor of proportionality, 
common to the values of all capital goods and readily identified—so long as 
there is no monc\^—with the rate of interest. 

\\"ith infinite care, to which justice cannot be done here, Walras developed 
this theory' for both the cases of produced durable goods such as homes, the 
services of which are to be directly consumed, and of produced durable goods 
that arc to be used in production, supplying the marginal utility (maximizing) 
conditions for static equilibriuin and arri\ ing, as regards detenninateness 
and stabilit}', at results analogous to those arrived at in the cases of miilti- 
commodit}- exchange and of production. If space permitted comment, it would 
have to be similar to the comments submitted in those cases. We must be 
content to state \^■ithout proof that Walras’ s>'stcm is not—we are still follow¬ 
ing an analysis that abstracts from genuine money—upset by the facts, as 
st>'lized b\' him, of capital formation and by the excursion that the theory of 
it i^^'olves into ‘progressive' or else ‘retrograde,’ that is, non-stationary, states. 
But let us summarize what else wc have got so far. 

First, we have a theory of the prices (values in terms of numeraire) of capital 
goods which wc have not had before. In the first instance, this was a theory 
of the pricing of new capital goods. But this theory is then readily extended to 
the cases of existing produced capital goods and of non-produced capital goods 
(‘land’; Walras even extends it to labor power) by the sinij^le device of apph- 
ing to them the same ‘rate of perpetual net return’ (or of interest)that 
emerges in the case of new capital goods.-*^ Second, as a by-product of the 
theory of capital-goods prices we have a theory of interest which now enters 

Renicinber that, with Walras, marginal and average costs are of necessity equal. 
The correction that is necessary, if this is not so, is obvious. 

He realized, of course, that, w'ith positive saving, the economy under study was no 
longer stationary. But he also realized that its theor\' may still be static, if the pro¬ 
pensities to save (dispositions h Vepargne) and the projjensities to consume (dispositions 
d la consommation) remain unchanged during a certain time itllements, p. 244; this is 
perhaps the most convincing passage for showing that Walras fully grasped the distinc¬ 
tion betw'cen a static theory and a stationary' process (sec above, sec. 3). 

Let us note that the most important modern sponsor of this identification— 
w'hich implies the belief that the existence of the ‘rate of perpetual net return' is an 
undeniable fact that docs not require either proof or verification—is Professor F. 11 . 
Knight. 

From this it might be inferred, though not quite conclusively, that Walras asso¬ 
ciated the fact of interest with a ‘progressive' society and was not unaware of the 
possibility that it might vanish in a retrograde, if not a stationary one. 1 take this op¬ 
portunity to refer the reader to the brilliant papers of Professor C. Bresciani-Tunoni, 
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all demand and supply equations. From these, then, a comprehensive theory 
of its role in the economy may be read off.°^ The prices of the capital goods 
themselves do not enter any of the final equations of the Walrasian system 
other than those that describe their own conditions of supply and demand qua 
products. Third, since saving is merely a species of demand, there cannot be 
any question of equalizing its ‘demand and supply’ by varying the rate of in¬ 
terest or anything else. What is equalized by virtue of an equilibrium condi¬ 
tion—not merely set tautologically equal—is the amount that people have de¬ 
cided to save and in>est and the costs of the new eapital goods. Now if this 
equality is not realized, this means that the values of new capital goods will 
be abo\c or below their costs to the firms that produce them and therefore 
will have a moti\c to expand or restrict their production. But there is another 
aspect to this. Suppose that the values of new capital goods have risen above 
their costs. If for the .sake of argument w-e assume that the expected net yield 
of the capital goods has not changed, this implies that the rate of perpetual 
net return has fallen, in other words, that a unit of perpetual nef return will 
be more expensive for the capital-goods purchasing capitalist than it was be¬ 
fore: it is this rise in the numeraire prices of new capital goods which brings 
home to the capitalist the implied fall in his rate of net return. In still other 
W'ords, it is not the fall in the rate of interest which plays any direct causal 
role, but it is the rise in the \alues of capital goods which reduces (tautolog- 
icalh) the rate of intercst.'^"^ Of course, the rate of interest thereupon also as¬ 
sumes an active role so far as it enters the demand and supply functions of all 
products and services. Yet it is important to notice that, in this analysis, it 
plays a passive role in the first instance because this puts a different com¬ 
plexion on its significance in the economic process and seizes especially to put 
the capitalists’ reactions in a different light: they are reactions to the increase 
in the price of a particular hpe of goods the capitalist demands and not re¬ 
actions to the decrease in the price of a service he renders.®*^ Finally, it follows 

on ‘'riie Theor\' of Saving,* Economica, February and May 1936, which shed a lot of 
light on the theor>' of saving and its liistory. 

'Iliis was a stroke of genius. But its validity, of course, depends on Walras" con¬ 
ception of interest. It is in order for me to observe, neglecting my principle of effacing 
in>-.sclf in this book, that the admiration I keep on expressing for the ingenuity, nay, 
grcatne.ss of W'alras’ analysis, should not be understood to imply agreement in every 
rcsj?ect. 

'Ihe individual capitalist’s loss may. of course, be compensated, in part, wholly, 
or more than wholly, by the gain he will then make on the stock of capital goods 
he owns already. "ITiis fact, however important in other respects, is not relevant here. 

Without nientioning Walras, Casscl adopted the same view'—for him also .sav¬ 
ing consists in demanding cai^ital goods or in applying productive services to their pro¬ 
duction. But he -failed to understand how, on introducing genuine money, Walras 
shifted his .standpoint radically, as we shall see in a moment. Another matter may be 
adverted to here. An increase or decrease in the prices of assets to be acquired is less 
likely to be neglected than would be a decrease or increase in the price of a sennee: 
this provides a possible argument agiunst the view so frequently voiced at pre.scnt that 
moderate variations in the rate of interest do not seem to have any noticeable in- 
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from the preceding argument that, sharply renouncing allegiance to the Turgot- 
Smith theory of saving, Walras' analysis agrees witli Bohm-Bawerk’s in yield¬ 
ing the result that the prices of consumers' goods and prices of capital goods 
will, within the assumptions of this analysis, in principle move in opposite 
directions. 

At last, we introduce money and monetary transactions. Deferring Walras* 
other exploits in the field of monetaiy' theory and policy to the next chapter, 
wc must see right now how he fitted monc>' into his schema of the economic 
process, how he determined absolute prices in mone\’ as well as in numeraire, 
and whether he was right in claiming that his monetary economy enjoys the 
same properties of determinateness and stabilih' that may be attributed to his 
numeraire economy. For this purpose it will suffice to deal with the case of 
a money of given quantit}' that consists of a material of negligible use value 
and to note briefly that \\’’alras, who in the first edition (1874-7) of his 
f'.lements had based his monetary anahsis on the concept of the economy’s 
‘monetar}' requirements,' adopted in the second edition the concept of the 
'amount of cash people desire to hold' (encaissc dhiree),^'* which was, how¬ 
ever, not made part and parcel of his pure theory of general equilibrium—not 
fully amalgamated with it—before the fourth edition (1900).°® It is there that 

Alienee. Also, since the use of assets for capitalists consists in reaping their yields, the 
Walrasian theor\- leaves room for the possiliility that an increase in the price of capi¬ 
tal goods may cause demand for them to expand just as . . . |notc incomiilete.] 

As we shall see in the next chapter, Walras also analyzed the cases of mono¬ 
metallism, bimetallism, and monometallism ‘regulated' by the issue of token money. 
But his fundamental analysis is carried out for the case of a go^'c^nmcnt pa])er money 
of given quantity'. Observe at once that this means only that the material money is 
made of has no use value but not that this money itself has none: this \^ill be ex¬ 
plained pre.scntly. But observe also that the simplification which consists in not hav¬ 
ing to attend, when discussing fundamentals, to the problems that are raised by the 
value, as a commodity, of the money material is bought at the price of having to 
postulate an arbitrarily fixed quantity of money. In this trivial sense, our question is 
an.swered already: since this quantity is arbitrar>% absolute prices cannot be determined 
uniquely. But the question we ask is not this one: wc ask instead whether the i)ricc 
level and all the other monetary and non-monetar>’ quantities in the system arc uniquely 
determined when the quantity of monc>' has been fixed. 

58 Circulation d desservir —an old concept already familiar to Petty. W'alras himself 
(preface, p. ix), borrowed this concept from the physiocrats. The encaisse desirec ap 
peared first in the Theorie de la monnaie (18S6). 

We are in the habit of as.sociating this ‘cash-balance approach’ with Marshall, who 
developed it independently during the i88o's. See on the significance of this approach 
and cognate matters Professor Marget’s scholarly articles, ‘Leon Walras and the Casli- 
Balance Approach to the Problem of the Value of Money,’ Journal of Political Econ¬ 
omy, October 1931, and 'The Monetary Aspects of the Walrasian System,’ ibid. 
April 1935. 

Or, more exactly, before he presented, in the bulletin of the Socic^te vaiidoisc des 
Sciences Naturelles, his paper on ‘Equations de la circulation* (1899). This is much 
later than Marshall may be assumed to have arrived at roughly similar results (.sec 
J. M. Keynes's Marshall biography. Essays in Biography, pp. 196-206). But not only 
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the whole of the Walrasian strueture of pure theory appears in all its logical 
beauty. 

'fhc ground floor of this structure is the theory of the 'market* of consumers* 
goods. On the second floor we find the theory of production and the ‘market* 
of production ser\ iees, not separated from, but integrated W'ith, the first mar¬ 
ket. On tlie third floor we have the ‘market* of capital goods similarly inte¬ 
grated with the two others. And on the fourth floor there is another ‘market/ 
integrated with the other three, of ‘circulating capital/ that is, of the stocks 
or in\cntories of goods—new capital goods for sale at the establishments of 
their producers, and consumers’ and producers* inventories of all kinds—that 
are necessary to keep things going.“^ 

'I’hus, after having determined, in his theory of production, the equilibrium 
{iiwueraire) prices and quantities for both consumers* goods and productive 
scr\'ices—all of which, once determined, are to remain unchanged while the 
goods arc being produced—W'alras lets actual deliver^' of these services and 
of (eqiii\alent) goods begin at once, that is, before the program of production 
decided on ‘in principle’ has been carried out. Of course this presupposes that 
households and firms are from the outset in possession of stocks of goods (in¬ 
ventories) which are now introduced among the data of the general-equilibrium 
problem.As we have already seen, Walras treated them formally as he had 

(lid Marsliall not piiblisli these results until twenty years after W'alras’ paper, but also 
he never foriiuilatecl tlie logic of them as rigorously and completely as did Walras. 
Still it should be borne in mind that, in princii^le, all that follows applies to Mar¬ 
shallian as well as to W’alrasian economics. 

In order to facilitate the mathematical treatment, Walras extended the meaning 
of coefncieiits of production in a manner that is interesting because a similar device 
has been recently adopted by Professor Leoiitief in his input oiiti)ut analysis. Briefly 
and concretely, if we have a product (A) which has, with respect to the capital-goods 
service (Tv), a coefficient of production then this aj. is to include not only the quan¬ 
tity of {K) that is necessary to produce a unit of (A) but also the quantity of (K) that, 
if the production of (A) is increased by a unit, is required for the concomitant in¬ 
crease in stocks held by producers (Walras, fllements, p. 298; W. Leontief, ‘Input 
and Output Analysis . . .* American Economic Association, Papers and Proceedings, 
May 1949. pp. 219-20). 

These stocks exist of course in specific forms, such as wine in cellars or handsaws 
in workshops. In reality, these siiecific goods need not at any given moment be, even 
approximately, what the maximizing conditions for the subsequent period would re¬ 
quire. Here, so it seems to us now, we ha\e the essentially dynamic problem how' the 
economic process nda]>ts itself to situations that arc inherited from the pa.st and are 
always out of date when they liavc to be acted upon. But \N'alras eliminated this prob¬ 
lem by the heroic assumption that stocks, like capital goods, are exactly as if they had 
been produced in the past with a view to conditions obtaining in the present. This 
is the meaning of his phrase, constmeting the equilibrium system ab ovo. We may 
render it by saying that he created an economic world in which every element fits 
perfectly into its niche, even if, owing to the fact that production takes time, it had 
to be produced when nobody could have known exactly what the niche would be 
like. There is point in such a construction. But, once more, it is but the first mile¬ 
stone on a long road. 
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treated the capital goods: there are the stocks themselves and, in addition, 
there arc the services they render currently, namely, the services d*approvi- 
sionnement, lienee stocks and their ser\iccs have to be priced separately, but 
the price of each stoek stands to the price of its serxice in the same relation 
as the price of the serxice of each capital good stands to the price of the 
capital good itself.'*-* Note that the introduction of stocks and the services of 
stocks constitutes W’alras* method of synchronizing the economic process: on 
condition of paxing the price of the service—that is, an interest charge on the 
circulating capital involved—households arc noxv able to ‘transform’ their pro- 
ductixe services immediately into consumers’ goods. But this is evidently no 
mere detail but an essential feature of the general equilibrium system to 
xvhich, by way of antici]xition, W alras already adverted in his theory of i>ro- 
duction {tAementSy p. 2i«;). 

W'^ith the stocks enters money. It is simplx' a particular item in the list of 
inxcntorics and also renders a service d'approyisiounementj xxhich acquires a 
price, like anx other service, by virtue of its marginal utility functions.'** This 

This conceptual arrangement, presupposing as it does the existence of a net price 
of each service d'appwvisionnement, is open to the same obiection that may Ik* raised 
against (he postulate of the net yield of a capital good. But as soon as xvc admit the 
existence of such a service d'approvisionnement that is capable of having a net ijrice 
(i.e. a price greater than depiction of the stock plus insurance), \\e cannot object to 
the distinction of stock and service on the ground that this spells double counting. 
In fact, since W alras derives the prices of stocks, via the rate of interest, from the 
prices of their services—i.e. in a manner equivalent to a discounting process—there is 
here a remarkable affinity xvith Bbhm Baxverk’s .schema although, almost tragically, 
those txvo great men completely misunderstood one another. But the affinity becomes 
obvious if we state the matter like this; the households receive the products they xxant 
at once (instead of receixing them at the end of the period of production), and they 
pay interest in order so to receive them. See next sentence in the text. 

This price must not be confused xvith the price of money itself. Let p' denote the 
price of money in terms of the niimcrairey the price of its service d*approvisionne¬ 
ment, and i the rate of interest, then, according to the rule for the value of capital 
goods that do nf)t xvear out (such as land), we have -V - p'i. If money serves as 
numeraire, p — i and jt - i. 

As regards the marginal utility ciirxes for the services of money and stocks in general, 
it must be obsened, hoxvcver, that they are not 'given' in the same sense as are the 
marginal utility curves for beer or bread: in Frisch’s terminology, they are not as 
autonomous as arc the latter, and they are valid rmly for a structure of production and 
for habits of payment whicli the economic process itself keeps on changing. W’alras 
saw this difficulty but he comforted hiin.se1f by ])ointing out that in i)ractice house 
holds and firms normally knoxv 'very* approximately' how great a revolving fund of 
goods and money they need. This is true, but the theorist who avails himself of this 
fact must indeed point out, as did W'alras, that he is excluding uncertainty by special 
hypothesis. Incidentally \\e may remark that W^alras tlius dispo.sed, without intending 
to do so, of the later theory (J. R. J licks) that there would be no need for holding 
cash in the absence of uncertainty of any kind and that, therefore, the phenomenon 
of money depends for its existence on uncertainty. W^alras, within his schema, had no 
opportunity to do justice to the importance of the element of uncertainty. But he 
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price emerges in a special market, which Walras called the capital market 
(marche du capital) —in distinction to the market of capital goods (marche des 
capitaux) —and which is an ‘annex' of the market of all productive services 
{Elements, p. 245). All suppliers of services arc now paid, and buy products, 
in money. Capitalists save no longer by exchanging productive services against 
capita] goods but they save in money and we have a quantity called monnaie 
d'epargne in addition to the two quantities of transaction money [monnaie de 
circulaiion) in the hands of households and of firms. The latter borrow money 
and buy new capital goods. The equilibrium price of the 'coinniodiW' in this 
market, namely, of money's service d*approvisionnement, is determined by tlic 
condition that people's demand for this service—represented by their encaisse 
desiree —be equal to the total amount of money in existence. Having deter¬ 
mined this equilibrium price we may clioose money itself for numeraire and 
then restate the eondition by saying that the rate of interest should be sueh 
as to equalize the encaisse desiree and the total amount of money in exist¬ 
ence.'*'’ 

So far, the ‘existence’ of a unique set of solutions or of equilibrium values 
for the W'alrasian system is not affected at all by the introduction of money: 
the situation in this respect remains, qualifications included, much as we found 
it in the case of the numeraire economy. This could be proved but should be 
intuitively clear from the fact that Walras fits in money by a device that 
amounts to setting u]3 its service d'approvisionnement as just one more service 
(of no direct utility) to be traded in—which evidently no more changes the 
logic of the situation than would the introduction of any other additional 
commodity or service. It should be added, however, that owing to the nature 

sliowcd that meeting uncertainly is not essential for money to circulate and to be 
lield, so that there is no warrant for the proposition that a money economy is neces¬ 
sarily dynamic. 'Ihis does not amount to denying that all the really troublesome prob¬ 
lems about money arise in evolutionary processes. 

It should cause no sunirisc that we find ourselves suddenly in close proximity to 
the Kex'uesian theory of interest (the ‘own-rate* theor\% see General Theory, p. 223). 
The affinity stands out particularly well—^and so docs the difference—if we observe 
that, within Walras' schema, there is only room for the first of Keynes’s three motives 
for holding cash, viz. the transaction motive, whereas there is no room for the other 
two, viz. the ‘precautionary' and the ‘speculative' motives [General Theory, p. 170). 
The saving .schedule thus coincides with the supply schedule in the capital market. But 
the two other motives can be readily in.scrted into W'alras' picture. If we do so, then 
the savings schedule no longer coincides with the supply schedule of loanable funds. 
But this does not invalidate the Walrasian theory': it only amounts to supplementing 
it by additional hypotheses. Sec on this O. Lange, ‘The Rate of Interest and the 
Optimum Propensity to Consume,' Economica, February iq?8, and Franco Modig¬ 
liani, ‘liquidity Preference and the llieory of Interest and Money,' Econometrica, 
January 1944. 1 lie "argument of these writers is not invalidated by D. Patinkin's criti¬ 
cisms in ‘Relative Prices, Say’s Law, and the Demand for Money,' Econometrica, April 
1948, although it is open to others. 

®®This has been denied of late, precisely on the ground that Walras excluded 
money from the things or services of things that have marginal utility functions, i.e. 
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of the service that money is supposed to render, the price of its service enters 
the demand and supply equations that determine the prices of all the other 
commodities and services in a peculiar way. This may be seen most easily by 
obser\ing that variations in the price of the scr\icc of money—or, choosing 
money for numeraire^ interest—affect directly the \alucs of capital goods and 
stocks (in\'cntories) and through these all the other prices and quantities in 
the system, including those of the producthe services such as wages and the 
quantity of labor demanded and offered, 'lliis is important to keep in mind: 
any variation in any price affects all other prices, offers, and demands, but vari¬ 
ations in the price of money have an additional influence of particular impor¬ 
tance. Hence inonc>' prices arc not simply translations of prices expressed in a 
numeraire that is not money into prices expressed in another numeraire that 
is not money: money prices are not proportional to numeraire prices; they arc 
prices adjusted to a new condition, that is, the condition that governs equi¬ 
librium in Walras' capital market. We nia> still formulate this nionetar\- equi¬ 
librium condition as \^•c did abo\c, namely, that total encaisse desiree should 
be equal to the total quantity of money in existence, but we must keep in 
mind that the encaisse desiree depends, among other things, on the total 
numeraire value of transactions and that the latter also depends on the price 
of the service of money and cannot remain constant if this price—or the rate 
of interest—changes. In other words, we cannot fulfil the monetary equilibrium 
condition by treating as given not only the existing quantity of money but also 
the total encaisse desireCy and letting monetar>- equilibrium come about by ap¬ 
propriate \ariations in the rate of interest alone. If this fact is realized and 
acted upon, then we may aver indeed that the Walrasian argument deter¬ 
mines a consistent set not only of relative but also of money prices or, if you 
wish, the price level. 

W'alras himself realized this situation and must therefore be credited with 
having created a theory of money that is complete, consistent, and perfectly 
adequate, within its own assumptions, to determine absolute prices in terms of 
moncy.**’^ But at the critical point he failed to go through with it. On the 
ground that the influence of \ariations in the rate of interest upon the sum 
total of transactions, hence upon the encaisse desiree, is only ‘indirect and 
feeble' {Elements, p. 311) he decided to neglect it altogether and then pro- 

from the set of things that qualify for commodities. But this view is based on nothing 
but a misunderstanding of Walras’ decision to consider at first a kind of money, the 
material of which has no value as a commodity (Elements, p. 303) in order to defer 
the problems that arise if mone>' is made of a material that has an appreciable value in 
consumption or production, such as gold or silver. Tliis question has nothing to do 
with two other cognate ones: (a) whether the concept of a ‘service of money' is ad¬ 
missible; and (b) whether Walras did or did not emphasize the parallelism between 
monetary and ‘real' processes too strongly. * 

This theory has in particular nothing to fear from the man of straw some con¬ 
temporary economists have baptized Say's Law. Nor is it affected by zero homogeneity 
of demand and offer functions although in Walras' theory, as in any other, it must 
of course remain indifferent whether people calculate in dollars or in cents. 
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ceedcd to base much of his reasoning about applied monetary theory on the 
simplifying assumption of its absence. Tliis assumption, quite apart from the 
question whether it is factually justifiable or not,"* would change the whole 
situation if wc were to take it as part of Walras' rigorous theor\'. 'rhen, as 
Walras himself observed, the equation of monetary circulation would indeed 
be ^external to the system of equations that determine economic equilibrium’ 
(ibid.), and then there would be some warrant for saying that Walras’ system 
is essentially a ‘real’ or numeraire system, complete as such, on which he threw, 
as a separable piece of apparel, the ‘veil of money’ (sec, however, next chap¬ 
ter).®* Money interest and money prices would then be no longer determined 
simultaneously with the relative prices and would in general be inconsistent 
with them.*® In view of the spirit as well as the wording of Walras* text, it is, 
howc\cr, much more natural to say that, for the purposes of applied monetaiy' 
theory, \\’alras decided to abandon his method of general analysis and to 
adopt that of partial analysis. This means that he decided to adopt an approxi¬ 
mation to which the standards of rigorous analysis do not apply. 

But the question of stabilit)’ (and of the presence of a tendency in the sys¬ 
tem to realize the equilibrium values of its elements) is now much more dif¬ 
ficult to answer than it was before. 'Fhis is not owing to any change in the log¬ 
ical situation that the introduction of money has brought about—which is much 
as it w'as in the numeraire economy—but to the fact that in a money economy 
it is more difficult to accept Walras* general jjattern of the economic process. 
Of this \\’alras w-as perfectly aware. Proof of it is his cmj)hasis upon the in- 
stabilih* of bank credit (e.g. fllementSy pp. 353-4). Apart from this it stands 
to rea.son that the insertion of a monetary capital market offers the economic 
engine new opportunities for stalling which arc absent in a numeraire econ¬ 
omy: we may exclude uncertainties in obedience to Walra.s’ directions; but in 
the case of a ‘commodih’ which is as volatile as money and which can be 

r.8 It seems to me beyond question that in general it is not. It may, however, ser\'c 
some particular purposes. 

I’his assumption is the second reason (in addition to Walras’ careless statement 
on p. 303 of the tAements, that money is to be considered as an objet sans utilite 
propre) that may be adduced in favor of writers who inter])rct W’alras in that sense. 
There is a third one. Walras’ exposition docs without money as long as possible 
and thereby creates the impression that the theory’ of monc\' is indeed something 
to be plastered upon the facade of a building that had been completed beforehand. 
Closer analysis shows, however, that this is no more than an expository device which 
is of a piece W'ith his method of abstracting from the facts of production in his prescH’ 
tation of his theory of exchange. 'Ihe great master of ‘universal interdependence’ 
should be free from suspicion on this score. 

70 This is obvious. If a change in the rate of intcrc.st involves, in principle at least, 
rearrangements of all real and monetary magnitudes in the system, then the postulate 
that the encaisse dhiree .should remain untouched is equivalent to introducing another 
condition that will in general make the system overdetermined and, in this sense, 
spell contradiction. 

The main motive seems to have been a wish to gain possession of a simple form of 
'quantity theory.' 
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SO easily redirected at a moment’s notice, wc cannot help thinking of them 
all the same. Under these conditions the practical value of the final result, at 
which we arrive ne\'ertheless, is no doubt much reduced. It reads: both for a 
numeraiTe and for a money economy, Walras* system of the economic process 
is determined and stable, though he did not quite succeed in pnn ing this rig¬ 
orously; for a process \^hich is stationary' except for positive or negative invest¬ 
ment on traditional lines, it is hitchless in the sense defined above, and full 
employment of resources is in fact one of its properties; conclusions other 
than these can be arri\ed at onb’ by introducing h>]iothcses at \ariance with 
those of Walras."- If in the last analysis Walras’ system is perhaps nothing but 
a huge research program, it still is, owing to its intellectual quality', the basis 
of practically all the best work of our own time. 

8. The Produciion Function 

All that remains to be said about the period's work on the higher levels of 
theoretical analysis may be grouped convenientb around the two sets of data 
that were the two pillars of the classical temple of iqoo, the given tastes of 
consumers and the given technological possibilities within the horizon of pro¬ 
ducers. Tlie former topic will be dealt with in the appendix to this chapter, 
the latter best fits in here. In both cases we shall be only supplementing what, 
for a lower lc\cl of analytic rigor, we have already learned before. In both 

"2 This may he illustrated by the question of the possibility of iinclereniidoynicnt of 
labor in equilibrium that has idaycd so conspicuous a role in the Keynesian controversy. 
In the Walrasian system such underemployment is possible only if tlie Walrasian supply 
conditions of labor are replaced by the hypothesis that watje rates arc ‘rigid down¬ 
wards’ at a figure higher than the Walrasian equilibrium figure. But we may add the 
further hypothesis that, if rigidity be removed, the fall in wages that would ensue 
fails to attain equilibrium because this fall may so reduce firms’ receipts or, even 
without doing so, create such pessimistic anticipations as to induce shrinkage of opera- 
tions all round so that the falling w'age rates w'ould never catch up with the ever 
falling equilibrium level. We may reach a similar result, given some wage rigidity, by 
assuming that capitalists, while bent on s;iving without any regard to returns, arc un 
willing to accept the current returns to investment and wish to hold whatever they 
have decided to save ‘in the form of immediate, liquid command (i.e. in money or its 
equivalent)’ (Keynes, General Theory, p. 166). Whatever wc may think of the realistic 
virtues of such assumptions, the point to be kept in mind is that, even if accepted, 
they would not invalidate Walras’ theory within his assumptions. In particular, they 
would not prove that the Walrasian ‘condition of full employment*—which is not a 
postulate but a theorem—makes his system overdeterminate and, in this sense, self- 
contradictory. It should be added again that economists who wish to establish a tend¬ 
ency in the capitalist economy to produce perennial unemployment have nothing to 
fear from a proof that, on so high a level of abstraction, perfect equilibrium in perfect 
competition would involve full employment. Nor has this proof itself anything to fear 
from the ubiquity of unemployment in a world that is never in perfect equilibrium and 
never perfectly competitive. 
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cases I shall carry the story to the present situation. In both cases I shall have 
to be sketchy to the point of incorrectness.^ 

[(a) The Meaning of the Concept.] Wc begin by recalling the concept of a 
production function as it is commonly used today. Suppose that a busi¬ 
ness man A contemplates producing a well-defined commodity X at the rate 
of X per unit of time in a single plant that is to be constructed for this pur¬ 
pose. TTiis may require a unique set of rates of inputs per unit of time—such 
as Vj, V2» of the equally well-defined services Vj, V2, ••• V„—that are 

technologically fixed like the Walrasian coefficients of production and define 
for us economists the only ‘process’ or ‘method’ of production that is avail¬ 
able. As a rule, however, there exist several or even infinitely many such 
processes or methods of production by which x can be produced. Each of 
them is identified by a distinct set of time rates of inputs—^again, for us econo¬ 
mists: should it happen that two or more technologically different processes use 
exactly the same combination of rates of inputs in order to produce x, they 
would be the same process for us. Mr. A will choose between these possibili¬ 
ties with a view to minimizing the total cost of producing x and hence reject 
from the outset all those processes that use more of all the (scarce) services 
than docs another. Among the rest, which we may call the 
eligible choices, he will choose according to the price situation he expects to 
prevail in the factor markets during the period for w'hich he plans. 

The complete list of all those eligible choices, wath which A or his consult¬ 
ing engineer is fully familiar, defines A’s or his engineer’s technological hori¬ 
zon.- Allowing the v’s to vary continuously and smoothly ® and letting x vary 
continuously and smoothly also, w'e may express a man’s technological horizon 
by setting up a transformation function of the form, x = /(v^, v«, • • • v,^), 
which w'c call the production function and w^hich associates with any given set 
of the ViS{i -- 1, 2, n) a definite maximum value of x w'hich it is possible 
for him to produce with the given set. Any change in the technological hori¬ 
zon, for example, caused by the discover}^ of a new process or even by some 
known process becoming commercially available which w’as not so before, de¬ 
stroys tins production function and replaces it by another. All this is quite 
simple, and it should be fairly obvious which properties w^e arc to assign to 
the production function on the various levels of abstraction that are prescribed 

1 My inability to present an account of either topic that would be at the same time 
brief, elementary, and correct—an inability of which I was never fully aw'are before I 
put that appendix and this section into their final shapes—had to be stressed because 
it illustrates so tellingly the conditions in both fields, in which faltering advance was 
incessantly being undone by mutual misunderstandings between workers—attended with 
unnecessary peevishness—and all but universal unwdllingness to pull the same way. 
Confusion went so far as to make it difficult, sometimes, to make sure what writers 
really meant e.g. by the marginal productivity theory. 

2 From this must be distinguished the firm’s (or anybody’s) time horizon, i.e. the 
time span over which it plans. The concept of a time horizon has been introduced 
by Tinbergen. 

« A continuous function has no jumps, a smooth function has no kinks. 



lOzS iv: FROM 1870 TO 1914 AND LATER 

to US by the requirements of the particular problems we wish to investigate. 
Thus, when we are high up in thin air and hunting for the ‘purest' features of 
the logic of production, we shall assume, as we ha\c just done, that produc¬ 
tion functions are continuous and also that they are differentiable twice in all 
directions.'* Reality very frequently fails to correspond to these assumptions. 
But this is no objection so long as we are concerned with the pure logic of 
production. It becomes an objection only when we apply results, derived by 
means of them, to patterns and problems for which discontinuit}' and non¬ 
existence of partial derivatives of the first and second order are relevant: there 
is no sense whatc\cr in either asserting the presence of continuity and differ- 
entiabilit}^ or denying it for all patterns and all problems. Neglect of this trivial 
truth has been an unbelievably fertile source of futile coiitrovers\' to this day 
and has impeded analytic advance in a manner that is most interesting from 
the standpoint of the student of ‘scientific progress’ and of the ‘w'a\s of the 
human mind.’ In order to bring out this aspect it will be convenient to touch 
first upon a number of points as they present themselves today in order to 
clear the ground (or part of it) for our story of the historical dcNelopnient and 
in order to supply to the reader information that may heli^ him to appreciate 
it. Some modern expositions of the theory of production and cost (mainly of 
static aspects) are listed for reference in the footnote below\® 

(1) Wc have come to distrust the idea of any well-defined commodity or 
service. Moreover, firms do not as a rule produce just one commodih' in one 
quality but many commodities in many qualities, and abilih to shift their 
production from one to the other is obviously an important consideration in 
the choice of a productive set-up.*’* Finalh', a change in the combination of 
productive ser\iccs will frequently affect of itself the qualih' or even kind of 
the commodity a firm produces. To some extent, this may be taken into ac¬ 
count by admitting many commodities (x^, Xo, • • • x,„) into the production 
function and by wTiting the latter in the implicit form, q?(xi, X2, **• x,„; Vj, 

^ That is, we shall assume that, and Vj being representative productive ser\'iccs 
(t, ; = 1, 2, ••• n), all expressions of the forms ^ and ■ exist and are con- 

fivj* 6v^ tiVf 

tinuous. 

®R. G. D. Allen, Mathematical Analysis for Economists (1938); on the production 
function and constant-product curves, see especially pp. 284-9, which arc readily un¬ 
derstandable for non-mathematicians and reading of which would greatly facilitate the 
perusal of this section. J. R. Hicks, Value and Capital (2nd ed., 1946), especially Part 
II. P. A. Samuelson, Foundations of Economic Analysis (1947), particularly ch. 4, 
perusal of wdiich, strongly recommended, requires some mathematics, but very little. 
E. Schneider, Theorie der Produktion (1934). Gerhard Tintner, W Contribution to 
the Nonstatic Tlieory of Production’ (w^ith an excellent summary of the static theory) 
in Studies in Mathematical Economics and Econometrics (H. Schultz memorial vol.), 
1942. 

^ Louis M. Court, 'Entrepreneurial and Consumer Demand Theories for Commod¬ 
ity Spectra’ {Econometrica, April and July-October 1941) has considered the case of 
infinitely many commodities, an idea of great importance. 
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' Vn) = o. Tliis has been done by Allen, Hieks, Leontief, Tintner, and 
others. 

(2) If we wish to base our theorj^ of produetion on the Jevons-Bohm-Taussig 
theory of the ‘roundabout’ process, we may introduce time explicitly into the 
production function, that is ])y writing: x “ \|j(vi, v^, ••• v„; t). 'J’his practice 
is strongly suggested by Wickscll’s treatment of capital problems and has been 
adopted by several modern authors. (Sec c.g. Allen, op. cit. p. :;62.) ’ Evi¬ 
dently, howe\'cr, there are other characteristics of a firm’s technological pattern 
besides rates of inputs and time: the rates of change of these rates, lags in 
some of them, ciinuilation (integrals) of others, outputs that are expected not 
for the immediate but tlic more distant future, may all be significant. With¬ 
out going into these problems, we will advert to the practice of inserting shift 
])arainetcrs (a, p, •••) into the production function, which then looks like 
this: X /(Vj, Vo, ••• v„; a, p, ‘**). 'lliis amounts to not more than a purely 
formal recognition of the fact that production functions do change in time. 
’J'hc practice may justify itself any day, of course, but so far it seems to me 
that this fact is equally well expressed by saying, as we said above, that an 
innovation destroys a production function and sets up a new' one.'* 

(3) h'or the economist a process or method of production is defined by the 
independent \ariables in the production function, even though this may 
amount to throwing together what arc very different processes or methods to 
the engineer: this practice simply means that technological differences per se 
are without interest for us. But it follows that we must include all the pro- 
diicti\e ser\ ices that may be required for any of the eligible methods of pro¬ 
ducing a commodity’, although sonic of these methods may require services that 
arc not required for others. This creates a difficulty that has induced some 
theorists (see, e.g., Schneider, op. cit. p. i) to include in the production func¬ 
tion only those processes or methods that use the same services (though in 
different proportions) and to define the technological horizon not by one pro¬ 
duction function but by many. 

More important, how'e\CT, is another point. As defined, our production func¬ 
tion refers only to a single firm—strictly, only to a single unit of production 

^ 'Fhe treatment of time as an independent variable fits well also into the Marshallian 
system, although for other reasons. But though Marshall so treated it in his verbal 
statements, he did not do so in his mathematical formulations, except of course for 
value problems—^which is a different matter. 

* If, in the manner of Marshall and Hicks, wc form a separate category of those 
innovations that are ‘induced* by mere expansion of production—which must not be 
confused with .simple changes to method.s of production that are within the firm’s 
technological horizon from the first but do not pay until a certain output figure has 
been reached—we do in fact recognize an intermediate class of cases which it is useful 
to separate out for some purposes. But so long as it is not possible to foresee the effects 
of induced innovations exactly, there is no point in introducing them into the produc¬ 
tion function or into cost cur\’es. If it is possible to foresee these effects exactly, then 
induced innovations must be already within the horizon and need not be ‘introduced.* 
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or 'plant' ®—and not to the economy as a whole. But throughout that period 
and even today, it was and is common practice to reason as if there were such 
a thing as a social production function,’** and it is not difficult to see the reason 
why: we obviously wish to speak of a 'social* marginal productixity uhen ex¬ 
pounding the thcorx of distributixe shares. And so most of the leaders of that 
period, among them Bdhm-Baxverk, J. B. Clark, Wickstced, and \\*icksell, took 
the existence of an aggregative (social) production function for granted, at 
least by implication, without realizing that the logical right to use this concept 
must be acquired by proof.’^ Many modern authors, especially those of the 
Keynesian txpe, are just as careless. 

(4) Mathematically, the production function enters the theoretical set-up— 
in order to yield demand functions for productixe services, sec for example 
Allen, op. cit. pp. 369 et seq.—^as a restriction upon firms* behaxior: these 
strixe to maximize net profits subject to the possibilities listed in the produc¬ 
tion function, ^^’^c might trx- to croxvd into a single expression the xvholc of the 
technological facts that, for any purpose in hand, seem relex'ant to us. But 
exen where this is possible, it is much more conxenient to make a single rela¬ 
tion basic—xvc shall of course choose one that has some primary economic 
significance; of this presently—and then to introduce the other facts (hy¬ 
potheses) that are to be taken into account as further restrictions or, as xx'c 
may say, as restrictions upon the restriction that we regard as fundamental. 
Tlic best xxay of making this clear is as folloxvs. Suppose xve haxc u services ’- 
which define a ‘production surface* in fn -f 1) dimensional hypersixice. In gen¬ 
eral xve shall find that firms cannot moxc about freely oxer the whole of this 
surface and that technological conditions permit choice only within the bound¬ 
aries of a certain region. Thus there may be ‘limitational factors,* xvhich 
must, by technological neccssitx', be alxxays used in strict proportion to the 
quantih- of product or to the quantitx' of some other factor (R. Friscli); there 

® The problem of production functions for concerns tliat ojicrate more than one 
plant will be excluded from consideration in order to save space. Some work has, how 
ever, been done on it of late. 

Marshall and Walras xxere really the only authors whose argument, carefully scru 
tinized, turns out to be free from any implication.s of this kind. 

To overlook this was perhaps natural for those literarx' economists xvho did not 
have any explicit concept of the production function at all. It was less natural for 
Wickstced and Wickscll. But we must not forget that, under conditions of pure com¬ 
petition, the equilibrium relations between the marginal physical productivities real¬ 
ized in different fimis and industries are easy to establish and that this is all that was 
required for their purpo.scs: Marshall’s 'marginal shepherd* was xvell qualified to repre¬ 
sent the marginal productivity of his kind of labor in any employment, hence the 
social productivity' of this kind of labor in general/ 

Of course, if we consider scarce services only, account must be taken of cases in 
which it depends on the extent of firms* demand whether a given service is scarce or 
not: water may cease to be ‘free* in a given spot if firms need more than a certain 
amount of it. We have touched upon this point already in another eonnection. 
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may be also restrictions of other types (A. Smithies).^® We shall return to this 
ill a moment, but must now advert to a particular short-run type of these ad¬ 
ditional restrictions, the importance of which for the theory of marginal pro¬ 
ductivity has been pointed out by Professor Smithies. 

I have emphasized the fact that the full logical meaning of the concept of 
])roducti()n functions reveals itself only if we think of them as ‘planning' func¬ 
tions in a world of blueprints, where every element that is technologically 
variable at all can be changed at w^ill, without any loss of time, and without 
any expense. 

But whenever we apply the concept, as we certainly wish to do, to firms 
that own going concerns and are already committed to plant, equipment, and 
jicrliaps part of an existing administrative apparatus, then, according to the 
time we allow for adaptation, those elements of their existing set-up that are 
resistant to change will act upon technological choice as further restrictions.*'* 
"lb assume them away will bring us back into the sphere of pure logic and 
not alter tlic fact that reality will fail to correspond to the theoretical model 
and to the theorems, especially the marginal prodiicti\it\' theorems, that arc 
deri\ed from the model; and to allow time for full adaptation—Marshall's 
inelhod of dealing with this situation—will not help us either, because during 
the lapse of the necessary time other disturbances will occur that will prevent 
correspondence to the model from ever being brought about. It is as impor¬ 
tant to realize the inevitable discrepancies betw^een theory and fact that must 
result from this as it is to realize that they do not constitute a valid objection 
to the former; it is no valid objection to the law of gravitation that my watch 
that lies on iny table docs not move toward the center of the earth, though 
economists who arc not professionally tlicorists sometimes argue as if it were. 

(«;) It is therefore under exceptionally favorable circumstances onl\' that we 
can observe ‘logically pure' production functions, "llns is the ease particularly 
in agriculture, where \\v have not only observational but also experimental ma¬ 
terial with which to construct them. But whenever we tr\' to do so from ob- 
ser\ati()ns of going concerns alone, we meet difficulties similar to those that 
we meet in tr> ing to construct statistical demand curves and cannot in general 
exiKCt—not at any rate without taking special precautions—that we get the 
production functions of economic theory. Ne\crthclcss and in spite of the 
errors in interpretation to which they may give risc,^® ‘realistic’ production 

R. Frisch, ‘Einige Pniiktc ciiier Prcistlicoric . . .' Zeitschrift fiir Nationaloko- 
nomie, September 1931. A. Smithies, ‘The Boundaries of the Production Function and 
the Utility Function,' Explorations in Economics, Notes and Essays Contributed in 
Honor of F. W. Taussig (1936). 

Marshall was well aware of this fact and of its importance for the inten^rctation 
of actual business behavior. See his Pittsburgh gas case. Smithies op. cit. p. 328. 

One of these errors stems from the obser\'ation, in itself quite correct, that a 
going plant, designed for a particular output and for a particular process of produc¬ 
tion, is often very rigid and leaves little room for adaptations to new situations of the 
productive combination it embodies, especially to changes in relative prices of ser\accs. 
Consideration of these relative prices, as foreseen at the time when the plant was 
erected, is embodied (often subconsciously) in the set-up of the plant itself. 
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functions are of great importance. 'Ilicy help to destroy the layman’s impres¬ 
sion that production functions and marginal productivity schedules are just 
theorists’ fictions. I’hcy confront us with new problems and shed light on the 
stretch of road before us. For examples I refer the reader to the rcjjort of a 
committee of the Econometric Society published in Econometrica {April 1936) 
by its chainnan, Mr. E. H. Phelps Brown. 

[(b) The Evolution of the Concept.] As ^^•e have seen in the preceding chap¬ 
ter and in Parts ii and iii. schedules of marginal productivity', in terms of 
physical and of value products, have been in use c\er since the times of 
Turgot and even before, 'i'he production function itself appeared in ‘classic’ 
times under the name of the State of the Arts—it being recognized that cer¬ 
tain arguments hold onl\- if technological knowledge is assumed to be con¬ 
stant. The most important of these arguments was the law of decreasing re¬ 
turns from land, but already Ricardo, by recognizing that 'real values’ of com¬ 
modities arc ‘regulated’ by the ‘real difficulties’ encountered by the least-fa\ored 
firm, pointed toward a wider generalization. And then there was what Marshall 
called Thiinen’s ‘great law of substitution.’ All this had still to find its proper 
relation to the princij^le of marginal utility, but the rest looks to the backward 
glance—^iipart from the more difficult problems that lurk behind e\en the 
simplest case—like a fairly easy task of polishing, co-ordinating, and developing 
existing ideas, all of which were to be found, in one form or another, in }. S. 
Mill’s Principles or, at all e\ents, in Mill plus Thunen. The Austrians accom¬ 
plished this in their way and Marshall in his.’*'* In Marshall’s Principles wc find 
in fact, though he did not avail himself of the production function explicitly, 
a very complete and properly qualified marginal productivity theory of the firm 
and of distribution, and in addition many indications that he saw the prob¬ 
lems beyond.^” If wc take in his treatment of the subject fully, even in the 

other contributions sliould be mentioned here that seem to have remained 
almost unnoticed for a reason tliat is higlily characteristic for the conditions prevailing 
in our field—their brevity: A. Berry in a paper on the ‘Pure 'Pheoiy of Distribution,* 
read before section F of the British A.s.sociation for the Advancement of Science and 
published in its Report, 1890, presented ‘equations of marginal productivity* that 
equated prices of productive services to marginal physical productivities multiplied by 
the prices of products. And Edgeworth, in 1889 and then again in 1894 (see Papers ii, 
p. 298 and HI, 54) did the same. Both use production functions explicitly and present 
the equalities referred to as elements of a comprehensive equilibrium system. Neither 
rec*eived much credit for what must be listed as a considerable achievement. Professor 
Stiglcr, however, noticed them both (Production and Distribution Theories, pp. 132 
and 322). Owing to their close relation to Marshall and, especially in Edgeu'orth*s 
case, to all other builders in that field, it seems hopeless to try to appraise individual 
‘rights.* But their contributions help us to realize the breadth of the wave, at the crest 
of which stands Marshall’s work. 

Professor Stiglcr (op. cit. ch. 12) has shown very well how Marshall, pushing his 
way slowly through traditional underbrush, ended up by accepting eventually the whole 
of the marginal productivity apparatus. If, however, he would never admit the full 
extent to which he actually did $0, this is, 1 think, adequately explained by (1) his re- 
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form given to it in the first edition of his Principles, we cannot help feeling 
some surprise at the statements at the beginning of Wicksteed’s Essay, to wit, 
that ‘in investigating the laws of distribution it has been usual to take each 
of the great factors of production ... to inquire into . . . the special nature 
of the service that it renders and ... to deduce a special law regulating [its] 
share of the product’ and to unify these lavss on the basis of ‘the common 
fact of service rendered.’ But Wickstced, dropping Marshall’s wise hesita¬ 
tions and qualifications and writing down the production function explicitly, 
did set forth boldly the naked logic of the matter and also attempted a proof 
of the propositions—both of them guardedly affirmed but not proved by Mar¬ 
shall—that every ‘factor’s’ distributive share will under ideal conditions tend 
to equal its quantity multiplied by its marginal degree of productivity'; and 
that those shares will tend to sum up to (to ‘exhaust’) the net product of every 
firm and, in the sphere of social aggregates. Marshall’s ‘national dividend.' 
Now, both propositions are equilibrium propositions and need not hold out¬ 
side of the point of equilibrium, assuming that one exists. Marshall was of 
course aware of this but it was left for Wicksell to state it explicitly.^" Wick- 
steed, however, based his proof on the sufficient but not necessary postulate 
that the production function is homogeneous of the first order, in which case 
the ‘exhaustion theorem’ would hold identically, that is, all along the line and 
not only in equilibrium.He did recant later on (see Common Sense of Po- 

Inctancc to throw in his lot with the non-Knglish economists who did the same thing; 
(2) his justifiable aversion to assigning a ‘causal’ role to the partial coefficients of the 
production function; and (3) his aw'areness of conceptual difficulties, some of which 
were alluded to above. 

*** P. II. W’ieksteed, An Essay on the Co-ordination of the Laws of Distribution 
(1894), p. 7. If the statements above are hardly fair to Marshall, they arc strikingly 
unfair to Walras and even to J. B. Say. The irritation that ^\’al^as displayed in his 
‘Note sur la refutation de le theorie anglaisc du fermage [rent of land] de M. Wickstced’ 
(Recueil puhli 6 par la Facultd de Droit de VUnirersite de Lausanne, 1896, rcpubl. as 
appendice iii of the 3rd ed. of his Elements, but left out in the 4th, which, however, 
contains the new' no. 326 on marginal productivity) is therefore less unjustified than 
Professor Stigler declares it is. Moreover it is a misunderstanding to think that Walras 
claimed personal priority for the theory of marginal productivity as defined by himself. 
As far as this goes, the note on p. 376 of the Elements is conclusive. 

^"See his Lectures i, p. 129. Professor Stigler’s e.\position of Wiekscll’s share in the 
solution of the ‘modern’ marginal productivity theory—I call it ‘modern’ in order to 
distinguish it from that of Longfield and 'niiincn—is very interesting because it shows 
how' difficult it is, even for first-class minds, to grasp and appreciate relatively new' 
ideas that have already been displayed in broad daylight. Wicksell might have learned 
all or nearly all that was to be learned from Marshall and the Austrians. But it took 
him another decade, after having himself adumbrated tlie theory' in 1893, to arrive at 
his final view of the matter (sec Stigler pp. 373 et seq.), in part, as an acknow'ledg 
ment shows, with the help of Profc.ssor D. Davidson. 

2® A function of two or more independent variables is called homogeneous of the 
first order or ‘linear and homogeneous’ in all or some of these variables if, when these 
increase or decrease in a given common proportion—for instance when they are multi¬ 
plied by a constant \—^the dependent variable increases or decreases also in the same 
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litical Economy, p. 573n.) but without carrying out the alterations that this 
recantation would have called for. Before going on we had better see what 
happened at about the same time in Lausanne. 

Remember that \\'alras originally used \\hat may be called a degenerate pro¬ 
duction function, that is, a production function restricted to technologically 
fixed and constant coefficients of production. In 1894, Barone suggested to him 
the idea of turning these technological constants into economic variables and of 
introducing, for the determination of these, a new relation, the equation de 
fabrication, which was to express the fact that, if some coefficients arc de¬ 
creased, output may be maintained by an appropriate compensatory increase 
of others: the new ‘unknowns,' that is the new variable coefficients, were then 
to be determined by means of the condition that costs be minimized for any 
given output and any given factor prices. Barone himself started work on these 
lines and published two installments of a corresponding theory of distribution 
(‘Studi sulla distribuzione: la priina approssimazione sintetica') in the Giornale 
degli Economists February and March 1896,-^ without however going on with 
it—we shall presently see why. Walras had alread\- glanced at variability of 
coefficients of production in connection with his theory of ‘economic progress,’ 
which he defined (in contrast to ‘technological progress’) as progrcssi\e substi¬ 
tution of the services of capital goods for services of ‘land.’ He then repro¬ 
duced Barone’s suggestion in his ‘Note’ of 1S96 (mentioned above) and in the 
new no. 326 of the fourth edition (190c) of the Elements. There he fornui- 
latcd ‘the theory of marginal productivity* in three propositions of which the 


proportion. Call x the product as before, although now tliis x. standing for the total 
national dividend, would raise veiy delicate index niinibcr problems, and (V|. • • • 

v„) the quantities of scarce factors used in producing x. 'I hcn the production function, 
X = /(Vp V2, ••• v„) is said to be homogeneous of the first order if ),x — • * • 

hv„) for any point (Vp v^, and any h. In this particular ease the relation, 

X = ^ 4 . Vg ^ 4- 1 - v„ liolds over the whole iiiterx’al in which the x-fiinc 


bvo 




tion exists. 'I’his is Euler’s theorem, or rather a special ease of Euler’s theorem, on homo- 

bx 

geneous functions. Identifying the -—’s with the various factors’ marginal degrees of 

6v, 

physical productivity, we see that their shares exhaust the social product over the whole 
of that interv'al and whatever the amount of the product, although all that w'c can 
aver in eases not linear and homogeneous is that they do so in the eciuilibrium point. 
Translating this into economic terms, first order homogeneity means that there are 
neither economies nor diseconomies of scale, or that large- and small scale production is 
equally efficient, or tliat there arc ‘constant returns to scale.’ In itself this implies noth¬ 
ing, of course, about what happens when only one of the ‘factors* is increased, the 
others remaining constant, i.e. about the shape of each ‘factor’s’ marginal productivity 
curve. Note that, since X is arbitrary', we may put it equal to the reciprocal of any of 


the v/s, e.g., to 


Then the production function reads: •- 

V, 


i.e. the 


Vl V, Vj V, 

average productivities of all ‘factors’ are functions of the proportions but not of the ab¬ 
solute amounts in which they are used. 

See Stigler, op. cit. pp. 357 et seq. 
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last was omitted, without warning, or motivation, from the idition definitive 
(1926): (1) free competition brings about minimum average costs; (2) in 
equilibrium and if average cost equals price, the prices of productive services 
are proportional to the partial derivatives of any production function [that 
contains only substitutional (compensatory) services] or to the marginal pro¬ 
ductivities; (3) the whole amount of product is distributed among the pro¬ 
ductive services.-’- Jn 3S97 {Cours ii, \ J 714-19) Pareto criticized the mar¬ 
ginal productivity theory—mainly on the ground that it breaks down in the 
case of what are now called limitational factors—and blocked out a theory that 
covered all the more important possibilities and which was technically im¬ 
proved in the Manuel. But he looked upon this not as an improvement—espe- 
eially not as an improvement on ^^^alrasian lines—but as a renunciation of the 
marginal productivity theory, which in the Resume of his Paris course (1901) 
he declared ‘erroneous/ It was ncccssar\' to inflict these details upon the reader 
because they .serve to clarify the situation in the late iS9o's.-® 

By 1900, then, the production function had established itself, as a result 
of the efforts of many minds,-* in its key position, alongside the utility func- 

2- In proposition (2) I have italicized the word 'and'; and I have inserted the proviso 
that only substitutional factors are included because this was clearly Walras’ meaning, 
as a i)rcceding sentence on the .same page (375) shows, where he explicitly recognized 
the existence of other, non-substitutional ones. 1 think that both alterations only em¬ 
phasize Walras’ true meaning. But I am unable to offer an explanation why, changing 
his careless (and meaningless) original statement that each service’s rate of rcmuncra 
tioii is ‘equal’ to the partial derivative of the production function into the statement 
that it is proportional to it, he did not say what the factor of proportionality is, namely, 
in full ci|uilibrium of pure competition, the price of the product. And I am also un¬ 
able to say why, .seeing that he imijoscd the condition that total receipts be equal to 
total cost, he dropped the exhaustion theorem w'hich follows from this condition. Ob¬ 
serve that, since firms will always tr\' to miniiiiizc total cost, whatever their output, 
propositions (1) and (2) hold also for outputs other than the equilibrium output of 
pure competition. Then the factor of proportionality is no longer product price, but is 
still marginal cost. 

23 Tlie reader finds many further details in Stigler’s work (especially pp. 323 et seq.) 
and in H. Schultz, ‘Marginal Productivity and the General Pricing Proce.ss,’ Journal 
of Political Economy, October 1929. This paper contains much useful information and 
cspccfially the simplest exposition in English of Pareto’s theory of production. Un¬ 
fortunately it is also misleading not only in individual points but also in the total im¬ 
pression it conveys. In this respect, perusal of J. R. Hicks’s ‘Marginal Productivity and 
the Principle of Variation,’ Economica, February 1932, and of the subsequent con¬ 
troversy between Hicks and Schultz (ibid. August 1932) would provide an antidote. 

2^ It is hardly possible to be more si)ecific than that. The names of Berry, Edge- 
worth, Marshal], Barone, Walras, and Wicksteed all enter in some way or another 
W'hen we discuss this difficult case of paternity. Remember, we are now discussing the 
birth of the production function as such and not the older or newer marginal productiv¬ 
ity ideas that had more or ]e.ss definitely pointed toward it for a century or more. The 
Walras-Barone Equation de fabrication is of course nothing but a particular form of 
the production function. 
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tion, as the second of the two descriptive functions that 1 have called the two 
pillars of the classic theory of that time.-"* 'ITie old 'laws of returns/ properly 
generalized and polished, lay at hand to supply the properties which the pro¬ 
duction function was to ciijo\', either gencralh’ or ‘normally/ and which we 
shall now’ restate again. If we wish to define marginal productivity of a service 
as the partial dcri\ativc of the production function with respect to the quan- 
tit\' of that scr\icc, we must, as has been pointed out already, assume first of 
all that these partial derivatives exist. We may postulate in addition that they 
are positi\c, that is, that a small increase in the quantity of any services will in¬ 
crease the quantit>’ of the product.-** Following 'I’urgot we may postulate fur- 

ther that this rate of increase itself iiiercascs at first f passes 

through a single maxiinum and, after having reached this point, keeps on de¬ 


clining 


(M. 

Vftvr 


o; law 


In this 


of decreasing returns in the primary sense ^ . 

case two corollaries follow': (1) there exists a point beyond which tlic average 
productivih- of every scr\ ice fx v,) decreases also (law of decreasing returns in 
the secondary sense); (2) cross derivatives are positi\e. which means that if I 
increase the quantity of a productive service v,- by a small amount, this w'ill not 
only decrease (after the point indicated) its own marginal producti\ity but 
also increase the marginal produeti\ ities of all the other producti^•c services 
b-f 


( il- > o') 
VSv.Sv, ^ ) 


ybVibVj 

A methodological remark may be usefully inserted here. Among the prop¬ 
erties to be assigned to the production function, there arc some that follow' 
from others and therefore may be ‘proved dcducti\cly’ or ‘stated as theorems.* 
Thus decrease of a\erage productivity (after a certain point) may be deduced 
from, or proved by, the decrease of marginal producti\ ity and there is then 
no need for any separate obscr\'ati«)nal or experimental proof. TTius Wicksell 
(see his article in the Tluinen Archiv, 1909) was right in holding, and I". 
Waterstradt (ibid.) was wTong in denying, that the ‘law* of decreasing average 
productivity follows from other proj^erties of the production function w'hich 
we usually assume. But, though we have in general some latitude in deciding 
W'hich properties we wish to postulate and which we w'ish to formulate as 


23 See first sentence of this section. By using this simile, I do not mean to deny that 
from some standpoints, especially the Austrian one. there is reason to object to looking 
upon the utility and production functions as completely equal in analytic status, and 
something to be said for regarding utility as the one and only pillar of the building. 

2'"* Beyond an ‘operative interval’ this need not be so of course: so many workmen 
may be already employed in a plant that additional w'orkers would reduce output— 
everybody treading on the toes of somebody else. It does not make any real difference 
whether this possibility is expressed by saying that after a certain point marginal pro¬ 
ductivity becomes negative or by .saying that, since no employer, if a free agent and 
acting upon the rules of economic logic, will take on any service increments that will 
decrease output, marginal productivity cannot fall below zero. For certain purposes the 
first alternative is preferable. 
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theorems, this is not always so. Tims, there is no eeonomie axiom that would 
imply the proposition that physical marginal productivity (after a point) dc- 
creases nionotonically. And in any case we always have to postulate some prop¬ 
ositions for which, within a deductive sector of our (or any) science, it is not 
possible to provide logical proof. This raises the question of their status or 
nature, horinally they enter as hypotheses (or as definitions in B. Russell’s 
sense), which on principle we can frame at will. But when, with a view to ap¬ 
plication, we ask whether tlicy arc 'true’ or 'valid,’ tliat is. whether results ar¬ 
rived at by means of them may be expected to be ^crifiable (in general or 
with rcsjjcct to certain phenomena or aspects of phenomena), then there are 
only two possibilities: they may be deductively provable in some wider sys¬ 
tem that transcends economics or its deductive sector, or they must be estab¬ 
lished I^y observation or experiment. This is the case of the proposition that 
asserts decrease (after a point) of the marginal productivities of productive 
services in function of the quantities of these services. This means that when 
we assert this proposition we are asserting a fact and this imposes upon us the 
dut>’ of factual v erification. Of course evidence for such a proposition may be so 
overwhelming that wc may refuse the challenge as vexatious. But since there 
is no logically binding rule for deciding what is and what is not vexatious, wc 
must on principle be always prepared to meet the challenge: we have no 
logical right to reply that the challenged proposition is 'obvious’; and we are 
committing a definite error, if wc call it ‘evident.’ For us, these truths are im¬ 
portant because they have been and are frequently sinned against in the mat¬ 
ter of ‘laws of returns’: wc shall presently sec an interesting instance of this 
is the discussion on first-order hornogeneih-. Let us note in passing that here 
wc arc brushing against an interesting problem of general epistemology. 

I take this opportunity to mention Edgeworth’s analysis of the ‘laws of return’ (pub 
lisljcd originally in the Economic Journal, 1911; republished in Papers Relating to 
Political Economy, vol. i, pp. 61 ct scq. and 151 ct seq.), which has been rightly 
called one of his most important contributions to economic theor>' by Professor Stigler 
(op. cit. pp. 112 et seq. to which the reader is referred). It is as interesting to note that 
ICdgeworth had still to struggle for the recognition of quite elementary matters such 
as that the ‘law' of diminishing returns does not apply to land only, as it is to note 
that Edgeworth, whose chief merit it was to teach the distinction between decreasing 
marginal and decreasing average retunis, had repeatedly confused the two himself and 
that his presentation in the paper in question is not correct in every detail. The matter 
was taken up again by Karl Monger (the mathematician, son of the economist) in his 
‘Bemerkungen zu den Ertragsgesetzen’ (two articles in Zeitschrift fur Nationdlokono- 
mic, March and August, 1936; sec also a comment by K. Schlcsingcr, ibid.). We must 
be grateful to the eminent mathematician for the lesson on slovenly thinking which 
he administered to us and which may serve as a shining example of the general tend¬ 
ency toward increased rigor that is an important characteristic of the economics of our 
own period. But in effect, the logical crimes revealed—except the confusion between 
decreasing marginal and average returns—have hardly been productive of serious er¬ 
rors in results. Even as regards that confusion it should be mentioned that, though no 
less a thinker than Bohm-Bawerk committed it, it remained quite harmless in his 
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case, for he reasoned correctly about decreasing marginal returns to his roundabout 
process. 

The reader will have no difficulty in understanding why it was that the 
properties of the production function—that is, the use of a production func¬ 
tion that constitutes the only relation between the producti\c services em¬ 
ployed, all of which arc as.sumed to he ‘substitutional’—recommended them¬ 
selves to theorists, particularh' for classroom and textbook purposes. Such a 
production function is eas\’ to handle and yields simple results. Morco\er it 
picks up, from the mass of relevant technological facts, just those that are 
subject to economic choice and thus serves well to display the economic logic 
of production. It cannot be repeated too often that this production function 
is valid onl>' on a high lc\el of abstraction, for planned and not for existing 
plants, and for a limited region of the production surface at that. But on that 
level, and for that range, it is an advantage and not a blemish that it discards 
all the cases in which the economic logic is thwarted by additional restrictions 
of a purely technological nature. These additional restrictions exist however, 
even in the stage of planning an enterprise; many more impose limits upon 
long-run and still more upon short-run adajjtations of existing concerns; and 
as we approach the patterns of real business life wc lose that pure logic more 
and more from sight, especially because the restrictions i)rc\'ent even immedi¬ 
ately adaptable services—such as labor that can be hired by the week or day 
or hour—and their prices from behaving according to the marginal producti\'- 
ity rules, even apart from the facts that perfect equilibrium and pure compe¬ 
tition are never fully realized. And the reader will also understand that some 
economists will express this situation by saying: ‘the marginal productivity 
theor\^ is of universal application on a high level of abstraction,’ whereas other 
economists will prefer to say: ‘the marginal productivity' theory is erroneous.’ 
Barring the regrettably frequent cases of failure to grasp the meaning of the 
thcorv', this is all there is to the controversy on the production side of ‘mar¬ 
ginalism’ that has been carried on to this day.*" In particular, all that Pareto 

2" 1 tiling illustrations of this statement may be gleaned, e.g., from the controversy 
between Professor R. A. Lester, ‘Shortcomings of Marginal Analysis for Wage Employ¬ 
ment Problems' {American Economic Review, March 1946) and Professors I*'. Machliip, 
‘Marginal Analysis and Empirical Research' (ibid. September 1946) and G. J. Stigler, 
‘Professor Lester and the Marginalists* (ibid. March 1947, where the reader also finds 
I.ester's reply to Machhip and the latter's rejoinder). In this connection a warning 
to the reader suggests itself; in appraising an author’s view on marginal productiv¬ 
ity theory it is always necessary to make sure what an author means by this term: 
Pareto and Stigler, e.g., seem in places to mean only theories that assume all ‘factors' 
to be connected by one relation only, this relation expressing universal substitutability 
Statements may be true of this marginal productivity' that arc not true of marginal 
productivity theories that admit also other relations between the factors. 'Phe latter is 
the meaning adopted here. For instance, Walras’ original theory, which worked with 
constant coefficients of production and admitted no substitution except the substitu* 
tion of production of a product for production of another product, and Wieser’s theory 
which did the same are still marginal productivity theories for us. Tliis is important 
to remember: the circumstance that a th^iy includes boundary conditions, which will 
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can have meant by renouncing the marginal productivity theory is that we 
cannot be content to deal with the case of substitutable services—the case of 
the single substitutional relation—any more than we can be content to deal 
with the ease of constant coefficients, but that we must take both into account 
and, in addition, cases in which coefficients of production vary with the quan- 
tih' produced —which simply amounts to saying that the fundamental ana¬ 
lytic schema that uses nothing but the substitutional relation needs to be sup- 
plcnieiitcd if we wish to approach reality more closely,“'■* but remains valid 
within its proper sphere. 

[(c) The Hypothesis of First-Order Homogeneity.] If, following Wickstced, 
we further endow' the production function with first-order homogeneity, that 
is, if W'C assume that there arc no economies or diseconomies of scale, we se¬ 
cure further simplifications wiiich explain why many authors cling to it,®® 
e\'cn thoiigli it is generally recognized b\’ now that we do not need it for prov¬ 
ing that distribution according to marginal productivity' rules will just exhaust 
the product. Again I have to report a long, inconclusive, and unnecessarily 

prevent some factors from earning at the rate of marginal physical productivity' multi- 
])licd by either the prices of the product or the marginal rexenue, does not prevent us 
from calling this theory a marginal productivity theory. 

I’his led him to define the coefficients of production in a new way, which is use 
fill only if we wish to retain these coefficients while getting rid of the assumption of 
their constancy. lie expressed the quantities of productive .services employed as func¬ 
tions of the quantities of ]iroducts. Ilis coefficients of production arc then the partial 
derivatives of these functions with respect to the various serx’ices {Manuel, p. 607). A 
similar idea was used by W. E. Johnson ("riie Pure 'I’heory of Utility Curves,’ Eco¬ 
nomic Journal, December 1913) and in some respects generalized by A. W". Zotoff 
(‘Notes on the Mathematical 'Fheory' of Production,’ ibid. March 1923, a brilliant con¬ 
tribution, the neglect of which might provide subject matter for another homily about 
the manner in which economists work). Neither author acknowledged indebtedness to 
Pareto. 

In trying to do so we discover of course that the range within w'hich ‘factors* 
can be substituted for one another rapidly decreases as we make factors more and more 
specific. With the time-honored triad of the services of land, labor, and capital, substi¬ 
tutability holds almost unrestricted sway. When it comes to Douglas fir lumber, 
dentists, and cutting tools, it almost vanishes in the short nm. 'Fhis merely means 
that w'c must state, in each instance, w'hat type of factors, of periods, and of prob¬ 
lems we have in mind, and there should be no reason for quarreling either about mar¬ 
ginal productivity or about ‘method* in general. It sounds almost incredible and yet it 
is the fact, nevertheless, that this has remained a source of controversy to this day— 
of controversy that was, in part at least, kept alive and embittered because both parties 
erroneously believed that there was a political interest at stake. 

In order to satisfy himself of this the reader need only observe the frequency 
with which first-order homogeneity turns up (sometimes unnecessarily) in Professor 
Allen’s treatment of problems of production and distribution (see his Mathematical 
Analysis for Economists, passim). A still more telling instance is Professor Hicks’s ‘Dis¬ 
tribution and Economic Progress,* Review of Economic Studies, October 1936. One 
of the most important of these simplifications refers to the coefficient of elasticity 
of substitution. 
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acrimonious discussion which hardly deserves more than the following com¬ 
ments. 

First of all, he who asserts first-order homogeneitv' of the production func¬ 
tion asserts a fact, at least hypothetically. Since this fact is not implied in any 
of the other properties that, in general, normally, or for particular purposes we 
have previously agreed to attribute to the production function,'*- it can be es¬ 
tablished or denied onl>' by factual evidence if at all. Edgeworth's early criti¬ 
cism of Wickstcccl’s use of first-order homogeneity is indeed disfigured by 
misplaced irony. But it had at least the merit of realizing correctly that it is 
facts and not speculations which arc needed to refute the hypothesis: this is 
why he hunted for contradicting instances. 'I’lic \ast majority of participants in 
the discussion, however, ha\c tried to this day to ‘prove’ or to ‘refute’ it by 
logical argument or by appeal to its obviousness or lack of obviousness,““ which 
inevitably leads into deadlock. 

Second, we must not forget that asserting (denying) the practical possibility 
of multiplying all ‘factors’ by a constant X is one thing: and asserting (dcin- 
ing) that output would also be multiplied b\' if it were practicalh' possible 
to multiply all ‘factors’ by is quite another tiling.^* Nobody denies that the 

3 ^ It is not possible—and neither would it be profitable—to follow this discussion in 
detail. Therefore I shall mention here, besides \\'icksteed and his earliest and inf)st 
severe critic, Edgeworth, only a few modern contributions, namely: h’. 11 . Knight. Risk, 
Uncertainty and Profit (1921); N. Kaldor. ‘I’hc Equilibrium of the Firm,’ Economic 
Journal, March 1934; A. P. Lerner, Economics of Control (1944). jjp. 14^, 

C. J. Stigler, Theory of Price (1946I. p. lozn. —all of whom stand for first order homo 
geiieity. Strongly on the other side of the fence: P. A. Samiiclson, Foundations, p. S4; 
and E. II. Chamberlin, ‘Proportionality, Divisibility, and Economies of Seale,’ Quar 
terly Journal of Economics, r’ebriian' 1948. See ibid. Fcbruar>^ 1949 for two criticisms 
and Chamberlin’s rebuttal. 

•"*2 Such a particular purpose properh' is that all ‘factors* be substitutional. Some 
writers seem to have believed, though more often implicitly than explicitly, that first 
order homogeneity follows from this property. M. Schultz even tried to prove it {‘Mar 
ginal Productivity and the General Pricing Process/ Journal of Political Economy, 
October 1929, Appendix ii. This is an error. 

23 Appeal to obviousness can of course be met by simple denial, but it should not 
be met by saying, as has been .said by Professor Samuelson (Foundations of Economic 
Analysis, p. 84) that the hypothesis is ‘meaningless’ since anyone who declares it to 
be ob\iou.sly valid will, if challenged, defend it by labeling any contradicting facts as 
‘indivisibilities* (see footnote 35, below), thus making the hypothesis true by definition. 
This is not so, though I do not deny that imcritical reference to indivisibility of some 
factor ‘which must of course c.xist if the production function docs not di.splay first 
order homogeneity* does give some color to the indictment: indivisibilities, too, arc 
facts that call for, and admit of, empirical verification. Nor is it relevant (see Samuel 
son, ibid. p. 8411.) to point out that any function may be made homogeneous in a 
variety or hyperspace of higher dimension: the relevant ([uestion is whetlier it is homo¬ 
geneous in the n factors (or a subset of these) which it is always possible to enumerate 
completely. 

2* Pareto for instance denied validity of the first-order homogeneity assumptions on 
both grounds (Cours ii, J 714). 
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practical possibility is more often absent than present. Controversy should 
therefore be confined to theorems for which the assumption is both necessary 
and sufficient. Since neither assumption is necessary for the ordinary marginal 
productivity' theorems, it is readily seen that the room for disagreement could 
have been greatly reduced if this distinction had been kept in mind. It is a 
striking illustration of the lack of rigor prevailing in economic discussion that 
this was not done. 

'i'liird, one obstacle to first-order homogeneity' that is universally recognized 
by its sponsors is indivisibility or dumpiness* in some factor or factors—such 
as management, railroad tracks, rolling mills. Such factors cannot be varied by 
small quantities even in the blueprints of a plant that is still in the planning 
stage—where size of plant is a \ariablc—^and much less so within the frame¬ 
work of a going concern,'*"' where it is only or mainly variation of output from 

"l o deny the existence or importance of such indivisibilities and their relation to 
often very large intervals of increasing physical returns would be absurd. 'Fhe claim 
that they account satisfactorily for observ'ed deviations from first-order homogeneity 
can therefore certainly be made good to some extent, and the theorist, especially the 
teacher of elementary Iheoiy, who assumes homogeneity of the production function 
(with projicr c]ualificatioii as regards a direct relation between output and the quantity 
of some ‘factor’ or ‘factors’), disturbed by indivisibilities^ may feel sure that he is cover 
ing perhaps all the ground he cares to cover. Also, indivisibilities may be reduced by 
taking account of the cases in which ‘lumpy’ factors, such as managers, may be varied 
by hiring the ])art-time services of consultants or again the cases in which the ‘lumpy’ 
units in which a ‘factor’ is available (units of costly machinery for instance) may be 
explained by the structure of the demand for it and not by technological necessity. I 
am not denying anything of that. All I wish to show is, on the one hand, how all 
this explains the duration and inconcliisivencss of the debate and, on the other hand, 
how easy it is to sli]?. from the tenable as.sertion of these facts, into a habitual and 
thoughtless airpcal to indivisibility in general. Indivisibility of course also interferes 
with the assumptions of continuity and differentiability of production functions. On 
this see V. Samuclson, op. cit. especially pp. 80-81. 

I'inally, reference should be made to cases w'here absence of first-order homogeneity 
(presence of economics of scale) is made to spell indivisibility (and vice versa) by defi¬ 
nition (Stigler, Kaldor). I’here is no point in quarreling about definitions. In this case 
Professor Samuclson is right in holding that indivisibility is void of empirical content 
(and in this sense ‘meaningless’) but this is no reason for refusing to work out theories 
that rest on the homogeneity hypothesis, which does retain empirical content however 
we label the cases to w'hich it does not apply. On the other hand the choice of the 
word indivisibility seems to suggest that Professors Stigler and Kaldor mean more than 
a definition. I’hey may mean to agree with Professor Knight, w'ho declared absence of 
economics of scale to be ‘evident’ if all services in a combination and the product are 
‘continuously divisible.’ This is an assertion about supposedly unchallengeable facts 
and not meaningless in Sanuiclson’s sense: we may challenge either the facts or, even 
if we do not challenge the facts of any particular case, we may deny that the proposi¬ 
tion in question is universally ‘evident.’ If a product requires n kinds of services and 
if one of them is a lubricant—all of them being substitutional and as divisible as you 
please—it is not evident to me that the quantity of lubricant applied must be pro¬ 
portionately increased in order to increase the product in the same proportion, even if 
all the other services must. 
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a plant of given 'size’ whieh is under diseussion. We eonelude by glaneing at a 
eircumstanee of a different hpe. 

Fourth, then, we note that a given hypothesis may be verified not only by 
obscr\ations that bear upon its validit\" direct!) but also by observations that 
do so indirectly by verifying consequences that follow from it: many physical 
hypotheses arc verified in this way alone. Now, if there were any seme in 
speaking of a national production function at all, first-order homogeneity of 
this function would supply a very simple explanation of a remarkable fact, 
namely, the relathe eonstancy of the main relative shares of 'factors' in the 
national dividend. For two factors, v, and Vo, such a ‘sociar production func¬ 
tion of the form, x -- Vo* (a < i), ^^as first suggested by W'ickscll (Lec¬ 
tures, I, p. 128) and has been extensively used by Douglas and Cobb.**® 

So far we ha\e, throughout this section, defined marginal degree of pro¬ 
ductivity by means of a partial derivative, that is, our marginal product has 
been the increment of product which we get when adding an infinitesimally 
small amount to the quantity of a ser\'ice emidoyed while keeping the quanti¬ 
ties of all other scr\ ices strictly constant.*^" ^^'^e ha\c indeed seen that the lat¬ 
ter is not alvva\s technologically possible and that when it is not, marginal 
productivit)’ breaks down. But now we ha\e to add that e\eii where the addi¬ 
tion of an infinitesimal amount to some ser\icc cmplo)ed, all other condi¬ 
tions remaining the same, \ iclds a determined increment of product, this pro¬ 
cedure need not be the most economical method for securing this increment: 
it may be more economical to adjust the quantities of the other scT\iccs em¬ 
ployed as well. It is true that these adjustments ma)- be of the second order of 
smallness, especially if we arc very strict about the smallness of the increment 
we contemplate adding in the first place. But this need not be so. Further¬ 
more it is true that there arc purposes for which it is proper and useful to 
keep all other services constant in order to isolate the effects upon product 
of the one singled out for study; but there are other purposes, among them 

C. W. Cobb and P. H. Douglas, *A 'Ilicory of Production,' American Economic 
Review, Supplement, March 1928. This was the original paper that was to be fol 
lowed by an impressive scries of econometric studies. Professor Douglas' treatise on 
The Theory of Wages (1934), and further studies summed up in his Presidential ad¬ 
dress, 'x\re there Laws of Production?' American Economic Review, March 1948. Also 
see V. Edelberg, ‘An Econometric Model of Production and Distribution,' Economet- 
rica, July 1936. Professors Cobb and Douglas inserted a second constant into the for¬ 
mula above so as to make it read: x ~ cv^o. but this does not make much dif¬ 

ference. 

37 See Marshall's Principles, p. 465. 

88 W^e then get the marginal productivity curves turned out, e.g., by agricultural ex¬ 
periment stations. Thus, a steer may be kept in strictly invariant conditions except for 
the number of pounds of hay he is being fed: this will isolate the effects upon his 
w'cight of successive increments of hay. Or, the wheat yield of a given plot of land may 
be studied in this manner as a function of the quantity of nitrogen contained in a 
fertilizer applied. It will be observed that this method will produce a theoretically in¬ 
finite number of marginal productivity curves for each 'factor,' one for each of the 
theoretically infinite number of combinations of other circumstances. 
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the analysis of business behavior and of the behavior of distributive shares, for 
which it may be quite misleading to do so. I'his difEeult>' worried Marshall 
greatly and induced him to emphasize the dangerous concept of Net Mar¬ 
ginal Product,that is to say of the marginal product that results from an in¬ 
crement in the quantity of a factor, after corresponding rearrangement of the 
others. Marginal prodiictivit)' in this sense is no longer properly expressed by a 
partial differential coefficient.**® 

Output being evidently measurable, the production function is not exposed 
to the criticism that induced economists, or most of them, to drop the utility 
function: you can see and count loaves of bread; you cannot see and measure 
satisfaction, at least not in the same sense. Technically it is however just as 
possible to do without the production function as it is to do without the 
utility function: the fundamental theorem that the marginal productivity 
(utility) of a dollar’s worth of each ‘factor’ (consumers' good) must be (at 
least) equal to the marginal productivity (iitilih ) to the firm (household) of the 
marginal productivity (utility) of a dollar’s worth of any other 'factor’ (con¬ 
sumers’ good) follows in both cases, though in a different garb, whether we use 
production (iitilih') functions or simply marginal rates of substitution or trans¬ 
formation. Tliis can be visualized, if we agree to admit two factors only, 
and and mark off their quantities, Vi and Vo, on the tw^o axes of a rectangu¬ 
lar system of co-ordinates in space, reserving the third axis for output: the 
latter then swells up from the factor plane in a loaflike fashion, forming the 
production surface.^* Sections parallel to the factor plane will cut out contour 


See Principles, j^p. 585 6. The net marginal product is a value concept and the 
difficulty in question arises in the precincts of the cost problem rather than in the 
iniinediatc neighborhood of the production function. W’e may, how'cver, bring it in 
here by defining the marginal degree of productivity by means of an ordinary instead 
of a partial differential coefficient. Suppose again that there are two ‘factors’ only, 
Vj and so that the production function reads: x ~ /(v^. Vg). Write the total dif¬ 
ferential 


dx = 


dv. + S dv. 


6v. 


bv» 


Then, dividing through, e.g. by dv^, we can define marginal degree of productivity as 


dx __ bf bf dvg 

dVi 6Vj fiVgdVj 

For use to be made presently, note that if dx = o, we have 


/iL 

dVj 6v^ / bv2 

Marshall also observed that, if we take rearrangements into account, marginal pro¬ 
ductivity will vary according to the time that is allowed for adaptation. See on this 
F. Schneider (op. cit. p. 28) and his concepts of total and partial adaptation. 

Readers not familiar with this construction which is by now classic had better 
look up Allen, op. cit. no. 11.8, pp. 284-9, and, for the derivation of (stable) demand 
functions for 'factors,’ pp. 370-71 and 502-3. 
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lines that are loci of constant output. Projected on the factor plane they will 
cover the positive quadrant of the latter with equal-product curves or iso- 
quants,'*^ each of which depicts all the combinations of the two factors that 
result in a given qiiantitj* of output,^'* and isolates nicely the relation of substi- 
tutabilih’ from the other relation that enters when we proceed from any 
equal-product cur\c to a higher one, that is, increase output.'** All this has 
been worked out and made fruitful—and brought into general use—only in 
our own time, mainly b>' the efforts of Professors Allen and Hicks and their 
followers. I mention it here to emphasize the historically important fact that it 
stems from Edgeworth and Pareto and that, by 1914, all the elements of the 
modern theory were present at least cmbryonically. Similarly, it should be in¬ 
tuitively clear that the theory of production functions and of the families of 
equal-product curves must have done much to iinpro\c the theory of cost. 
The great contribution of the period to 1914 was indeed the thcor\‘ of op- 
portunih cost—^and its application to the problems of income formation— 
which has already been dealt with in Chapter 6 and owes little to the rigor¬ 
ous elaborations in the field of cost phenomena with which we are concerned 
here.^'"' But in itself this contribution touched btit pcriphcrically upon the 
problems of what we now- understand b> the theory of cost. So far as exact 
aspects are concerned Pareto’s was the chief performance. However, instead 

term ‘isoquant' was introdiiccd by R. k’risch but originally for a different 
concept, for which it should have been resened. 

43 That is, along each equal product curve, dx o. 'I’lie marginal rate of substitu¬ 
tion (dr.j/dr^) is subject to the usual restrictions (to whidi homogeneity t)f the pro 
duction function may or may not be added). 'I’lie ‘law of decreasing returns’ to any 
(substitutional) service is expressed by the condition tliat equal-product curves be convex 
to the origin in the operative interval. 

4 * I hesitate to call this other relation complementarity because this term has by 
now acquired a different meaning (see Allen op. cit. p. 509). But the two-factor dia¬ 
gram (Allen, p. 371) is perhaps the best means of showing, on an elementary level, 
how' .services that C0'0])erate in production may within limits compete with one an¬ 
other and vice versa and how the two relations stand to one another in the case of 
two substitutional factors. 

45 It is perhaps not siiperfiiious to mention that a rigorous formulation of the theory 
of cost from the standpoint of the maxinuim problem of the individual firm—with the 
production function introduced as a restriction—is one of the best means of settling 
the question of the pricing of factors that have no, or no eligible, alternative oppor¬ 
tunities of employment. From this standpoint, the opportunity-cost principle reveals 
itself as a special case of a more comprehensive princii)le. But this procedure is not the 
only possible one. The Austrian theory' of imputation also took care of this case (the 
vineyards that, unless used as vineyards, could not be used at all or used only for graz¬ 
ing goats), and Bdhni-Bawcrk, in particular, .said all about this that there is to be said. 

4 « For a good prc.scntation of Pareto’s theory of cost, see II. Schultz, op. cit. sec. v. 
Along with i^areto we should again mention W. E, Johnson. For modern prc.sentations 
see Allen, passim; J. R. Hicks, Value and Capital {1939), Part 11; P. A. Samuelson, 
Foundations, eh. 4. Also see von Stackell>crg, Grundlagen einer reinen Kostentheorie 
(1932) and L. M. Court, ‘Invariable Classical Stability of Entrepreneurial Demand and 
Supply Functions,’ Quarterly Journal of Economics, November 1941. 
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of entering into these developments, I shall eonelude by notieing another de¬ 
velopment that stems dircetly from Marshall. In doing so we re-enter the field 
of ]3artial analysis but in a region that borders upon general analysis. 

(d) Increasing Returns and Equilibrium. Marshall himself undoubtedly did 
more than any other leader to pack a maximum load of business facts upon his 
theoretical schema. The widtli of his grasp shows nowhere more impressively 
than in his theory of production. But we may duly admire this performance 
and >ct feel that his marvelous comprehension both of purely analytic and of 
‘realistic’ aspects resulted in an exposition that seemed to leave many loose 
ends about and certainly left plenty^ of problems for his successors. Thus, his 
emphasis upon the element of time in relation to the phenomena of decreasing 
marginal and average cost constitutes a major contribution.'*** His familiar 
concepts of prime and supplementary costs, of quasi-rent, of the representa¬ 
tive firm,*** of normal profit, and, above all, of internal and external economics, 
together with his attention to particular patterns of the data that individual¬ 
ize almost every firm’s environment,•*" go far toward presenting all the clues that 
arc needed for a satisfactory treatment of decreasing costs in all its various 
meanings and aspeets. Nevertheless we get clues only and Keynes was right in 
asserting that in this field Marshallian analysis was least complete and left 

'J'liroii£;liout the discussion that \vc are about to sur\’ey, decreasing cost and in¬ 
creasing returns, increasing cost and decreasing returns, were as a rule treated as syno¬ 
nyms, which of course they arc not. .\s late as 1944, Professor Lcrner found it neces¬ 
sary to advert to this (Econowics of Controly p. 164). But I am not aware of any 
error that could be attributed to this bad habit. However, it may have confused many 
a beginner. 

*** Modern factual investigators who keep on disco^•e^ing the existence and impor¬ 
tance of the intervals of falling average and marginal cost in the cost curves of indi¬ 
vidual firms—intcr\'als, as wc have already seen, that may cover the whole of tlie ob¬ 
servable range of these cost curves—and believe that these findings .shake the founda¬ 
tions of 'nco classic’ cost analysis, are really rediscovering Marshall: a striking illustra¬ 
tion of the fact that the majority of economists do not read. 

'*** The analytic intention that gave birth to the methodological fiction called Repre- 
sentatix e h it in stands out on p. 514 of the Principles; and so does its relation to de¬ 
creasing cost. In the subsequent discussion. Professor Pigou introduced the concept of 
the Eciuilibrium f irm, which differs from Marshall’s representative firm only in that 
the latter does, and the former does not, represent the modal conditions of the indus¬ 
try (sec Economics of WelfarCy 3rd cd. p. 788). This conception of a modal firm is 
important for more than one possible puri^osc of realistic theory but has never been 
exploited fully. (Sec however the study by S. J. Chapman and T. S. Ashton on ‘Tlie 
Sizes of Busines.ses, Mainly in the Te.\tile Industries,’ Journal of the Royal Statistical 
Society, April 1914.) 

Sec, c.g.. Principles, p. 306. But chs. 10 and n of Book v are full of suggestive 
remarks—and warnings—of this kind. It should be emphasized again that Marshall 
made it more difficult for himself to expre.ss his meaning, and for his readers to under¬ 
stand him, by the false or at least misleading parallelism that he had before (pp. 
397-8) set up between the ‘laws’ of decreasing and increasing returns which he him¬ 
self disavowed repeatedly, e.g. by the statement that increasing return shows seldom 
in the short run (pp. 511-13). 
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most to do (Essays in Biography, pp. 22 j;- 6). 'Fliis was, I tliink, because of 
Marshairs a\ersion to going through with pure analj tic schemata and to his 
bent toward misplaced realism. He insisted on including internal and external 
economics in his (industrial) ‘supply’ schedules (though he noticed the objec¬ 
tion to this, Principles, p. 51411.)—I suppose, in order to make these more 
realistic—in spite of the fact that he thereby destroyed their reversibility and 
rendered them useless for the purposes of static theory: they really represent 
liieees of economic history in the form of diagrams.He thus blurred the 
clarifiing distinctions between falling cost curves and downward shifts of cost 
curves and between costs that fall while production functions stay put and 
costs that fall in consequence of changes in production functions.-’^ At any 
rate it is understandable that both the leads given by Marshall and the loose 
ends left by him must have started di.scussion in any environment that took 
any interest at all in the foundations of economic theory. Tbc only thing to 
wonder at is that this discussion took so long to burst into print and to pre¬ 
sent results to the scientific public at large, for instance. Professor Vincr's fa¬ 
mous paper on ‘Cost Cur\es and Supply Curves’ that, starting from Marshall’s 
analysis, successfully cleared up a large part of the ground, appeared only in 
September 1931 {Zeitsclirift fiir Nationalokonomic): Professor A. A. Young’s 
paper on ‘Increasing Returns and Economic Progress’ only in December 1928 
(Economic Journal). We shall group our brief comments around the topic In¬ 
creasing Returns and Equilibrium, and even so shall have to confine ourselves 
to but few of the many valuable contributions that ought in fairness to be 
considered.’’* 

It is only from the standpoint of static theory that Professor Stigler’s strictures on 
Marshall’s concepts of external economies are fully justified fop. cit. pp. 68 et scq.). 
Both internal and external economics are concepts that denote undeniable facts wliitli 
dcsci^e to be divided up in these two categories (see. however, P. II. Knight, Fallacies 
in the Interpretation of Social Cost, first publ. in 1924. that is, at a very early stage of 
the controversy on decreasing cost; repiibl. in Ethics of Competition, 1935). We shall 
understand by external economics nothing but the downward shifts in the marginal 
and average cost cur\'cs of individual firms that may result from the historical gro\^'th 
of their environments (not necessarily from the growth of their ‘industries’), bearing in 
mind that Marshall expres-sed this fact by declining ‘cost cur\*es’—which arc similar in 
nature to demand curves that may rise owing to similar causes and, like these, are 
simply curves fitted to the points of a histogram—and that some of his followers. 
Professor Robertson particularly, kept to this mctliod. 

5 “ What seems to me to be overemphasis on industrial ‘supply* schedules as against 
cost schedules may perhaps be e.xplained similarly. We cannot go into this but shall, 
for tlie purpo.scs of our exposition, use nothing but individual cost curves. 

By a stroke of editorial genius, Keynes arranged a symposium (D. 11 . Robertson, 
G. F. Shove, and P. Sraffa) on the matter (‘Increa.sing Returns and the Representative 
Firm’ published in the Economic Journal, March 1930) that is still eminently w'orth 
reading. He prefaced it by a fragmentary- bibliography to which I refer the reader. I 
wish to add several important notes by Mr. R. F. Ilarrod, especially his ‘Notes on 
Supply,’ Economic Journal, June 1930, and his ‘Law of Decreasing Costs’ ibid. De¬ 
cember 1931; also Mrs. Robinson’s article, ibid. December 1932, and Professor Rob¬ 
bins’, ibid. March 1934. 
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After rumblings which we must neglect, there appeared in the Economic 
Journal (December 1926) the famous paper by Professor Sraffa that was des¬ 
tined to produce the English branch of the theory of imperfect competition.®* 
But for our present topic, his criticism was not anything like as ‘destructive’ 
as Keynes, to judge from his introductory remarks to the SymiDosium, seems 
to have considered it to be. Sraffa had simply pointed out that, under condi¬ 
tions of pure competition, a firm cannot be in perfect equilibrium so long as 
increase in its output would be attended by internal economies.®® Partly in¬ 
fluenced by Sraffa and partly by way of developing Marshallian teaching, Pro¬ 
fessor Pigou, in his ‘Analysis of Supply’ {Economic Journal, June 1928, in¬ 
serted in the third cd. of Economics of Welfare, Appendix in), pointed out 
that, if we base declining industrial supply curves on external economics only, 
we may retain rising supply curves for individual firms and thus avoid— 
formally at least—any conflict between ‘increasing returns* and competitive 
equilibrium conditions, granted that we really believe in the existence of such 
a conflict at all. He added that if the growth of an industry or its environment 
induces increased specialization and this again increased size of the firms coin- 

Piero Sraffa, *Thc Laws of Returns under Competitive Conditions/ But the main 
ideas, critical and constnictivc, liad appeared a year before: ‘Sidle rclazioni fra costo e 
quantita prodotta,' Annali di Economia, 1925, which shows Sraffa*s starting points 
and the nature of his brilliantly original pcrfonnance much better than does the Eng¬ 
lish article. See also his contribution to the ‘Symposium.' 

®® I'his means only that, given a market price at w'hich any single firm is able to 
sell as much as it pleases, it will, so far as pure logic is concerned, always be advan¬ 
tageous for the firm to increase its output if tliis can be done at falling marginal costs 
in the short run and at falling average costs in the long nm, and that therefore equi¬ 
librium output cannot be attained before these conditions have ceased to operate, 
lienee the proposition in our text above may well seem self-evident. Nor had it ever 
been denied by Marshall, who.se cqiiilibriiiin points on falling supply cimcs—industrial 
supply curvc-s—must, as we shall see presently, be based upon the facts of external 
economies. Only. Marshall was so anxious to point out the many circumstances that 
in practice (where jnirc competition practically never prevails) prevent the firms we have 
any 0]iportunity of observing from acting upon our proj^osition that it nowhere stands 
out clcarl^. His followers, especially Professor Robertson, whose common sense was 
imj^rcssed by the ubiquity and importance of internal economies even in industries 
that are considered as competitive, thought that denying the presence of internal 
economics amounted in these cases to denying the obvious. It is interesting to notice 
why: they thought so for the same reason that is at the bottom of the reluctance of 
so many economists to admit the proposition that there are no net profits in perfect 
cquilibriiini of pure competition (see below, footnote 56 and siibsec. e). Both theorems 
apply to states of perfect etpiilibrium only and, since perfect equilibrium exists in real 
life still less often than does pure competition, intcnial economies, just as net profits, 
may in fact be ubiquitous without thereby impairing cither the validity or the value 
of either theorem. But if the proviso ‘in the point of perfect equilibrium' be left out 
and still more if our proposition be thrown into the faulty form that makes it read 
‘pure competition and internal economics arc incompatible,’ then we speedily cease 
to wonder how it was possible for a proposition to be considered as obviously wrong 
by some that appeared as self-evident to others. 
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posing that industry and increased opportunities for harvesting internal econo¬ 
mies, wc get a type of external-internal economies (as Professor Robertson 
called them) that may be of some analytic use. More important was his sug¬ 
gestion to make the costs of firms functions both of their own outputs and of 
the output of the industry or groui)—provided we can make definite sense of 
these concepts—to which they belong. Much has been done to put the topic 
into a more promising shape by Harrod, Sho\c, Viner, and Young, but I have 
said all I can say in the available space to coiney to the reader this striking 
instance of the slowness and roundaboutness of analytic advance,^” and to set 
him pondering over the question why results were established in and after 
1950 that might easily have been established b\' 1S90. 

Instead of grouping our comments around decreasing costs we might as well 
have grouped them around Marshall's complex doctrine of Nonital Profit, 
which survived well to the present time when it is still quite common to find 
teachers dividing the profit item into Marshallian normal profits and windfall 
profits.^* Since wc have dealt with this range of problems already (see above, 
ch. 6) we have only to add two points that are more easily dealt with on the 
higher theoretical level on which wc arc moving now: the one refers to the 
relation between production functions and cost functions in general and the 
other to the ‘tendency toward zero profits’ in particular. 

[(c) Tendency toward Zero Profits.] But since the subject of profits is still 
more than are others infested by confusions, it will be well to restate first a few 
propositions that will serve to disentangle the points that interest us now 
from others w'ith which they are habitually associated. Marshall as a rule con¬ 
sidered the profit item of the balance sheets of business practice—and espe¬ 
cially the balance sheets of owner-managed firms—rather than anything that 

s** The reader iimst not think, as he might from the brevity of my account, that 
this bit of housecleaning was all that resulted from the w'ork that went into that eoU' 
troversy. 'riiiis, the useful distinction between the marginal value product to the indi¬ 
vidual firm (the marginal private net product; and the marginal social net product 
was worked out by Pigou and Shove. In a sense this work culminated in R. I*’. Kahn’s, 
‘Some Notes on Ideal Output,' Economic Journal^ March 19SS. 

The concept of a normal rate of profits has been refined by several modern econo¬ 
mists, particularly by Mrs. Robinson, Mr. Shove, and Mr. Ilarrod. See especially liar- 
rod’s ‘A Further Note on Decreasing Costs,' Economic Journal^ June J933. The con¬ 
cept of windfall profits is now' mainly in use for aggregate inofits that arise (if for 
this purpose w'C may use the terminology of Keymes’s Treatise on Money) from a sur¬ 
plus of investment over saving, so that individual profits that are due to chance tend 
to drop out of the picture. It might be argued that this arrangement misses the es¬ 
sence of the profit phenomenon and falls below' the level attained by Marshall. It 
might also be argued that Mr. Ilarrod’s definition—the normal rate of profit is the 
rate of expected profits that leaves a firm w'ithout motive either to increase or to de¬ 
crease its capital commitment—re establishes the connection between profits and re¬ 
turn to physical capital, which it was the main achievement of the period before 1914 
to sever. But all this does not matter here w'herc wc arc concerned only with the 
question of the surplus of receipts over payments (actual or imputed) to ‘factors* that 
is relevant to the construction of cost curves. 
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has any claim to be called ‘pure profit/ and he considered this profit item as 
it is rather than as it would be in (static) equilibrium of a stationary process. 
Tliough careful analysis, in this as in other cases, can no doubt unearth the 
contours of a comprehensive schema in which everything finds its appropriate 
place—but of a schema that is Ulysses’ bow to less powerful minds—tlic ordi¬ 
nary reader simply finds a fricassee of such things as: earnings of management 
of all possible kinds, including also the earnings of bcttcr-than-common man¬ 
agement; gains from successful risk-taking and unccrtainh^-bcaring, that is the 
sort of thing that gives a favorable bias to the relation between expected and 
actual results; gains from advantages incident to the control of particular fac¬ 
tors, some of ^^’hich would, in other firms, not contribute as much to results 
as they do where they arc; chance gains that go to the owner as residual claim¬ 
ant, due regard being paid to the wisdom of Goethe’s dictum that only the 
able enjoy consistent luck; and, among other things, gains that accrue to a 
firm as it grows, or else, because it has grown, relatively to its competitors or 
absolutely or both; an element of monopoly entering, implicitly or explicitly, 
wherever required. Kvidcntly, the.se items do not constitute a logically homo¬ 
geneous whole, in the same sense as do for instance wages, in spite of all the 
qualifications that have to be added also in their ease. Nc\crthclcss Marshall 
created a sort of normal rate of profit out of this compound—warily treading 
his way through the dangers of circular reasoning—uhich he associated felici¬ 
tously with the reprcsentati\'e rather than with the marginal firm.-’'* This nor¬ 
mal rate of profit may be loosely defined as the rate that makes it worth while 
to enter, and to stay in, business (these expressions mean the .same thing in 
the end), and thus acquires a distinction from the managerial salary that is 
easier to justify in a common-sense manner than in strict logic. Somehow all 
this has grown into the simplified normal profit of Marshall’s followers and 
then into the marginal efficiency of Keynes’s General Theory. 

Now, nobod\’ has ever asserted that this rate of profit cither is or tends to¬ 
ward zero. Walras meant something entirely different when he set up his con¬ 
cept of an entrepreneur ne faisant ni benefice ni perte.^^ What he did mean 

Observe the wisdom of this move. Operating with the marginal firm, the theorist 
leaves out of account the broad fringe of ‘submarginar firms, the existence of which 
often dominates an industry’s situation and casts doubts on tlie vcr>' definition of the 
marginal firm. This is another argument for the concept of the representative firm, to 
which justice has not been rendered even now. 

5 ** 'riie almost violent aversion displayed toward W^alras’ concept, first by Edgeworth 
and then by a long line of economists to this day, is therefore wdiolly unjustified and 
rests on nothing but a complete failure to understand Walras. Barring this, however, I 
n'ish to rej^cat that two objections to it are invalid on logical grounds. First, it has 
been asserted, already by Edgeworth, that to speak of a zero profit, in an analysis of 
a capitalist economy the motive force of which is profit, is in itself absurd: but there 
is nothing absurd or self-contradictory in holding that the drive for profit is the mo¬ 
tive force of the i>rivate-enterinisc economy and in holding at the same time that profit 
would be eliminated in perfect equilibrium of pure competition. Second, it has been 
as.serted that the zero-profit propo.sition is ipso facto disproved by economic reality. 
But for the analogous reason, even if the existence of net surpluses were much more of 
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can be most easily realized if we analyze the list of causes that produce the 
Marshallian rate of profit. We then also realize that the Marshallian theory, 
according to which profits have no tendency to vanish, and the Walrasian 
theory, according to which they do, not only do not contradict one another 
but, referred to the same level of abstraction, turn out to be identical, llic 
reader can satisfy himself of this by observing, first, lhat MarshalFs theory, as 
he him.self presented it, is geared to phenomena of change or growth that static 
equilibrium excludes; second, that the inonopoloid elements lhat enter Mar¬ 
shall’s analysis, though implicitly more than explicitly, and which arc not nec¬ 
essarily excluded by the assumptions of static equilibrium, do \iolatc the as¬ 
sumptions of pure competition; and that, if we are resohed to display the log¬ 
ical properties of perfect equilibrium in pure competition, Marshall’s profits 
will in fact vanish as completely as will Walras’. 

Observe that this docs not necessarily exclude institutional gains such as 
may accrue to an innkeeper from good relations with the police.'*' Nor does it 
exclude the existence of net surpluses in the system, (^nly they should in good 
logic not be associated with profits but rather with the control of the thing 
that gi\es rise to them. K\cn with the most perfect competition, ‘factors’ will 
frequently rcccixc more than is necessary to induce them (a) to offer their 
scr\ ices for productive use and (b) to offer their scr\'ices at any particular spot 
in the system.As mentioned before, Pareto also noted, from a somewhat dif¬ 
ferent angle, the surpluses that may arise from technological or institutional 
obstacles to optimum allocation of resources (transformations incompletcs) 
that are the cornerstone of his theory of rent. Careless handling of these sur¬ 
pluses may easily lead into circular reasoning or to ‘meaningless’ appeal to 
some logical necessity, according to which they ‘must’ be associated with sonic 

an established fact than it is, there would be no force in such an appeal from an 
equilibriiiin pro])osition of the kind involved to facts culled from an cvoIutionar\- real 
ity, which is never in equilibrium and never is, or can be, purely competitive. ()bsen*c 
this interesting feature of the situation: we have liere a proposition that can liardly 
apply to reality under any conceivable circumstances; and which is nevertheless of the 
utmost importance in order to understand tliis reality. 

In particular it excludes the function of managing uncertainties, whose impor¬ 
tance links up with change. 

Such institutional positions of vantage, if their importance is a.sserted, must of 
course be identified and established or reference to them is indeed meaningless. But 
since, subject to this condition, theorists can stress them as they please, I have never 
been able to understand why denial of the zero-profit proposition should have become 
the cherished badge of theorists with radical leanings. Moreover, for their comfort, 
there is always the monopoly clement to fall back tipon. 

'^Fhese two cases are not always kept distinct. 'Flms, Mrs. Robinson {Economics 
of Imperfect Competition^ 1933) defines such suriduscs in the first sense on p. 102, 
and in the second sense on p. 103. But it should be noted that her distinction between 
cost curves that do and cost curves that do not include such surplu.ses (ch. 10) .spelled 
an important advance. She called all these surpluses Rents. We have already noticed 
that this concept of rent (foreshadowed, as w'e know, by Senior, J. S. Mill, and also 
Marshall) comes in usefully for some purposes. 
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factor or other. But their existence and also this association arc indubitable 
facts that arc not difficult to establish. Because of this I feel unable to give 
instances from the literature that would clearly illustrate either of these mis¬ 
takes.®® Finally, it is convenient to use this opportunity to point out the rela¬ 
tion between decreasing costs and profits, even though we have already seen 
that, so far as perfect eciuilibrium in pure competition is concerned, there is 
no need to worry about them. 

For this purpose we cannot do better than borrow the argument of Marx. 
As wc know, he made in\cstmcnt of industrial exploitation gains—which are 
not profits, though he called them so, but capital gains—the main motor of 
economic e\oliition. If \\c press this process into a schema of cost curves that 
fall owing to internal and external economics and incidentally to increasing 
sizes of individual firms, we immediately realize two things. First this process, 
while it docs not benefit the individual firms or the bourgeois class as a whole 
ultimately, is attended at every step by temporary gains that are profits in our 
sense and accrue to firms that grow in this manner more quickly or more suc¬ 
cessfully than do others. Disequilibrium pre^•ails throughout, but Marx saw 
that this disequilibrium is the ver\' life of capitalism,®® and it is with this dis¬ 
equilibrium, on the one hand, and with decreasing costs in this sense, on the 
other, that pure profits arc chiefly a.ssociatcd. Second, Marx's process, as he did 
not fail to notice, must in strict logic lead to monopolies or oligopolies of those 
firms that have once gained an initial advantage. Marshall’s treatment of the 
same set of problems in general, and of decreasing costs in particular, really 
comes to the same results on both points, due allowance being made for his 
superior technique and his anxiety to do justice to all the facts, frictional and 
other, that prexent those iiklividual trees from growing into the high heavens. 
We shall ha\ c to return once more to this historically important, though only 
‘objective,’ doctrinal affinih*. Having thus cleared the ground wc can settle 
our two questions verr^ quickly. 

The emergence of the production function into explicit recognition, a de¬ 
velopment that we may for our present purpose associate with Wickstecd’s 
Essay on the Co-ordination of the Laws of Distribution (1B94), raised a prob¬ 
lem of co-ordination of the theories of production and of cost that did not 
exist before. Tlie old theory- of production, such as wc find it in J. S. Mill and 
even in Marshall, was simply a discussion of the ‘factors of production’ and 
fitted in easily with the 'laws of cost.' But however effectively the intrusion 

The difficulty of agreeing on such instances is greatly increased by the fact that 
authors who le\7 this charge, from Marsliall to Samuelson, have invariably abstained 
from giving references. Of course there may be plenty in bad textbooks. 

'I'his is not quite correct, of course. But it will do for our present purpose. 

An inkling of this truth must have been present in the mind of A. Smith when 
he wrote that it is the firm with the lowest average costs in the industry that sets the 
price of the product. 'ITiis does not, as Marshall thought {Principles, p. 484), contradict 
Ricardo’s opposite statemeuts: Smith thought of an evolutionary and Ricardo thought 
of a stationary process, and there is in fact a tendency for the lowest costs to prevail 
in the first case and a tendency for the highest costs to prevail in the second case. 
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of the production function clarified other problems, it obscured for a consider¬ 
able time the problem of the relation between the technology and the eco¬ 
nomics of production, or, as we may also say, between technology on the one 
hand and cost and distribution on the other. ITiis may be best illustrated by 
Wickstccd's own attempt to deri\e a proposition on the distribution of the na¬ 
tional dividend, namely the proposition that distri])iiti\'c shares determined ac¬ 
cording to the marginal productivih* principle will just exhaust the national 
dividend, apparently from nothing else than a property of the production 
function, namely first-order homogeneit>*. It is easy to see now' that the pro¬ 
duction function alone does not determine cither cost of production or distri¬ 
bution and in particular that, by itself, it cannot tell us much about the exist¬ 
ence or absence of net gains to firms. Not less easy is it—now—to sec how' the 
production function fits into the cost and distribution phenomena. All that w^e 
need for this purpose is to keep in mind that, in the sphere of pure economic 
logic, the production problem is the problem of maximizing the difference be¬ 
tween a firm's receipts and costs and that this maximum is subject to the tech¬ 
nological restrictions embodied in the production function.'’* But around 1900 
this was not so easy for the average economist to see, es])ecially if he was not 
in the habit of throwing His ideas into tlic simple mathematical form w^hich in 
this instance clears up everything. A center of such confusion as there may 
ha\e been w'as of course the zero-profit proposition, the meaning of which 
w^c haNC taken pains to make clear. 

From what has been said above it should be clear that there is a perfectly 
good w'ay of satisf> ing ourselves that, on the way toward perfect equilibrium 
in pure competition, with the qualifications that have been indicated —and do 
not render the proposition either circular or tautological —pure profits tend to 
vanish. All we have to do is to list all the sources of such .surpluses over paid 
out or imputed costs vve can think of and then to show cause why they all 
shrink and, in the limiting case, di.sappcar on that way. Fquality between 
(properly discounted) planned receipts and planned costs may be legitimately 
inferred from this—though only with the reservation that somebody may any 
day present specific instances to the contrary—and is further strengthened by 
the consideration that firms that make less than total costs in the sense above 

I say 'apparently' in order to emphasize that this interpretation is unfair and not 
only because of his later recantation. Other conditions are i)artly stated and partly 
implied. 

There may be of course many other restrictions. Among them is one that is verv* 
important from the .standpoint of any individual firm and that has not received the 
attention it merits, viz. the funds at the disposal of the firm. 

Again I do not wish to mention instances. I*’or, with economists' Ioo.se w'ays of 
expressing themselves, 1 find it very difficult to array individuals whose statements 
might be amenable to more favorable interpretations. 

It is particularly important to keep in mind that, with correct handling of imputa¬ 
tion, imputed subjective costs of managerial activity are no loophole for circularity or 
tautology to enter. On the contrary, it is the objector who commits these sins if he 
vaguely refers to unspecified possibilities of unspecified gains. 
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will, in the long run, go out of business and men who expect to make more 
than total costs in the sense above will, under the eonditions assumed, be 
drawn into business in the long run.'** But a more rigorous though still ele¬ 
mentary i)roof has been oflFered and has gained some currency in classroom 
work. 

h’or brc\ity’s sake we assume away all but substitutional factors—so that the 
only restriction upon a firm’s maximizing beliavior is the ordinary or ‘normar 
production function as deSned above—and also the problems that arise in the 
case of discontinuities of cost curves.^^ In perfect equilibrium and perfect com¬ 
petition, marginal costs to a firm wall be equal to the price of the product 
which, like all factor prices, the firm accepts as data. In a large class of cases 
this condition determines output uniquely. Since, in strict logic, the firm will 
minimize total and a\'crage costs for any output, average costs must be at a 
minimum also for this output. But in the point of its minimum, the average 
cost curve is intersected, from below, by the marginal cost curve. Therefore 
marginal and average costs arc equal in this point and both arc equal to price. 
It is true that in the Cambridge theory of the early 1930’s (R. I*’. Kahn, J. Rob¬ 
inson) average cost includes normal profit. But this schema applies only to sit¬ 
uations of imperfect competition: only in imperfect competition can this normal 
profit contain ain thing besides returns to ow'ned factors evaluated at the mar¬ 
ket prices of these factors. Hence pure profits are zero in perfect competition. 
This may be unduly ‘abstract.’ But there is nothing WTong w'ith it in logic. 


Appendix to Chapter 7 

Note on the Theory of Utility 

In this Note wc shall survey, in the briefest possible compass, the whole career 
of the utility theory of ^alue, both its earlier developments which we know 
already and its later developments dowm to its metamorphoses in our own 
epoch. Let us keep in mind throughout that, although w^c shall now' deal w'ith 
utilit>' theory (and its successors) as a theory of consumers’ behavior, its im¬ 
portance extends far bejond this field into those of production and income 
formation as has been pointed out in the preceding chapter. 

Explanation of numbers and sizes of firms offers no difficulty at all, even in the 
case of first-order homogeneity. I mention this here once more in order to draw' atten¬ 
tion to the surprising fact that, so far as general theory is concerned and always except¬ 
ing Marshall, these problems of evident interest have been almost completely neg¬ 
lected or declared to be insoluble. 

Space forbids our entering into these problems which have attracted some atten¬ 
tion in our ow'ii period. A single reference will have to suffice: G. J. Stigler, ‘Note on 
Discontinuous Cost Curves,’ American Economic Review, December 1940. 

72 'riiere is hardly any justification for Professor Samuelson*s formulation of this 
theory on p. 83 of his Foundations; and none at all for his statement on p. 87 that 
‘net revenue’—if this means ‘pure profits'—does not tend to be zero even in (perfect 
equilibrium of) pure competition. 
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IV: FROM 1870 TO 1914 AND LATER 


fi. The Earlier Developments] 

Wc know that, from Aristotelian roots, this theory was developed by the 
scholastic doctors whose ana]\sis of value and price in terms of ‘utility and 
scarcity’ lacked nothing but the marginal apparatus. Wc also know that, along¬ 
side of scholastic tcacliing and presumably not entirely without its influence, 
the utility theory of value began to be taught by laymen—Da\an7.ati being our 
star instance—and that it went on developing quite normally right into the 
times of A. Smith—Galiani’s work being the peak achie\cmcnt of the epoch, 
though GcnoNCsi should not go unmentioned.' Encii the ‘paradox of value'— 
that comparatively ‘useless’ diamonds are more highly valued than is ‘useful’ 
water—had been explicitly posited and resolved by many writers, for example 
by John Law. And there was, though standing by itself on a side line, Daniel 
Bernoulli’s expression for the marginal utility of ineoine (Part ii, eh. 6, sec. 5b). 
But then this development came to a standstill: though many economists, 
particularly on the Continent and still more particularly in krance and Italy, 
referred to the element of utility as a matter of course—and though Bcnthani 
formulated explicitly what was to be known as Gossen’s law of satiable wants— 
they failed entirely to exploit it any further. Some who tried to do so did it 
in so veix' infelicitous a way as to discredit rather than to spread its use. Con¬ 
dillac, for instance, who may be considered its most important sponsor in the 
last quarter of the eighteenth centim', explained the utility of air and w’atcr 
by the effort involved in breathing the one and drinking the other. A. Smith 
and, follow'ing him, practically all the English ‘classics’ with the exception of 
Senior evidently did not realize the possibilities of the utilih' approach to the 
phenomenon of economic value and were content to turn away from ‘value-in- 
use’ with a reference to the paradox of \alue that should not ha\'c been a 
paradox any more. Let me repeat that it is quite wrong to explain this attitude, 
especially in the ease of Ricardo, by saying that, while seeing all there is to sec 
about utility', they did not care to elaborate so ob\ ious an aspect of things: it is 
quite clear—and can, for Ricardo, be proved from his correspondence—that 
they did not follow up the utility’ clue because they did not sec their way to 
using it effectively. But Senior’s treatment docs constitute a definite step in 
advance. In France and Italy the old tradition that favored the utility approach 
did not die out entirely. But neither did it bear fruit. J. B. Say, who made an 
attempt on this line, spoiled his chance by his liandling of the matter that 
w^as still more clumsy than it was superficial and led nowhere. 

A number of ‘forerunners’ began to emerge, how^cver, though none of them 
received any recognition at the time. The two who achie\’cd the largest meas¬ 
ure of posthumous fame have been mentioned already, H. H. Gossen and 
J. Dupuit. There were several others, but it W'ill suffice to mention three: 

^ [These men and their work arc discussed in Part ii.] 

2 Malthiis should not, I think, be listed as another exception, though his criticism 
of Ricardo’s theory of value does point in the direction of a utility theory. 
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Walras, the father of Leon; Lloyd, who published three years later; and Jen¬ 
nings.” The three perfonnanccs are closely similar in nature and results. In 
particular, the marginal utility concept (Walras' rarete and Lloyd's special 
utilih ) ^ is clearly present with all three authors and so are those general argu¬ 
ments about how wants and utility are related to value that became so familiar 
half a century later. 

[2. Beginnings of the Modern Development] 

Ix‘on Walras tells us that he started from his father's teaching. But Jevons 
and Mengcr undoubtedly rediscovered the theory for themselves. In so doing, 
all three of tlicm improved and amplified it, but their historical achievement 
consists in the theoretical structure they erected upon it and not in these 
improxenients. As we have already seen, they all restated Gosseii's or Bentham's 
or Bernoulli's Law of Satiable Wants; in so doing they all treated utility (or 
the satisfaction of wants) as a psychological fact that is known to us from 
introspection, and as the 'cause’ of value; they felt little or no compunc¬ 
tion about its measurability; * and they all made the utility of every commod- 

” A. A. Walras, De la Nature de la ricliesse et de Vorigine de la valeur (1831). His 
Theorie de la richesse sociale (1849) adds nothing to the theory of value, so far as I 
can sec, but contains several other points that are of interest, e.g. the definition of 
capital as evciy^ good that scr\'cs more than once. W. F. Lloyd—'student' of Chnst 
Church (this admirable title which miglit be considered the only one fit for a scholar 

is at present Mr. Ilarrod’sl and Professor of Political Economy in the University of 

Oxford, 'A Lecture on the Notion of Value . . delivered before the University of 
Oxford in 1833 (1834L It is strange that an Oxford professor of economics should 
have needed rediscovering. Nevertheless, such was the case. The merit of having res¬ 
cued Lloyd's name from oblivion belongs to the late Professor Seligman (‘On Some 

Neglected Britisli Economists,' in Essays in Economics, pp. 87 et seq., the work to 
which reference has repeatedly been made already). Our text .shows, however, that 
Professor Seligman was in error when he allocated to Lloyd the 'proud position of 
having been the first thinker in any country to advance what is knowm today as the 
marginal theory of raliie, and to explain the dependence of value on marginal utility' 
(op. cit. p. 95). 

[J. A. S. did not complete this note. On Richard Jennings (Natural Elements of 
PMical Economy, 1855), see the article in Palgraves Dictionary and Jevons' Theory 
of Political Economy (2nd ed., ch. 3).] 

^ As everydjody knows, Leon Walras retained the term rarete; Gossen had spoken 
of ‘utility of the last atom'; Jevons introduced final utility and final degree of utility; 
tlie phra.se marginal utility (Grenznutzen) is von Wiescr's; Wickstecd suggested frac¬ 
tional utility, J. B. Clark specific utility, Pareto ophelimite elementaire. 

1 Walras indeed eventually convinced himself or was cominced by J. Henri Poincard, 
the great mathematician, that utility, though a quantity, was unmeasurable. But this 
did not induce him to delete, from the text of his Elements, statements and implica¬ 
tions to the contrary. Sec, c.g., p. 103 of the edition definitive (1926), where he defines 
his rarete (marginal utility) as the derivative of total utility with resi^ect to quantity 
possessed, borrowing his father's analogy to velocity—the derivative of displacement 
with respect to time. 
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ity to its possessor depend upon the quantity of that commodity alone.* 

Further work, partly induced by hostile criticism, transformed this 'psycho¬ 
logical’ or ‘subjccti\c’ or ‘modern’ thcor>* of \aliic before long. In order to 
convey the essentials of a story that cannot be told satisfactorily in the space at 
our command, we shall confine ourselves to a miniminn of names and reduce 
to a sequence of logical steps what actually was a sequence of controversies, 
which were sometimes as acrimonious as they were pointless. 

[3. The Connection with Utilitarianism] 

The first task that confronted the sponsors of the ‘new’ theory' of value was 
to defend it against all the misunderstandings—some of them quite puerile— 
to which it had given rise.^ E\er fuller restatements resulted—nourished by 
applications to particular cases, which were not \aluelcss thougli they w^tc 
sneered at as futile casuistry—that did something to clear the ground for fur¬ 
ther advance. For instance the Austrians, who faced German opponents of 
strongly anti-utilitarian tastes, pretty quickly realized the neeessih' of clearing 
their skirts of hedonism. The historical alliance of utility theory with utili¬ 
tarian philosoph>' was obxious. \\"e cannot blame men who were no theorists 
for suspecting that there was also a logical one. Moreover, some of the most 
prominent exponents of marginal utilih' were in fact convinced utilitarians: 
Cossen was, and Jevons, and Edgeworth. Thc\’, and others too, had used lan¬ 
guage that was apt to create the impression that marginal utility theory de¬ 
pended upon utilitarian or hedonist premisses—Benthain certainly thought so 
—^and could be attacked successfully by attacking these. Jevons was the chief 
culprit: he e\en went so far as to call economic theory a 'calculus of pleasure 
and pain’—Verri had done so before—and elicited from Marshall the rebuke 
that he was mixing up economies with 'liedonics.’ 

It was one of the many merits of Marshall’s treatment of utilit>- that he 
deplored and renounced the alliance with utilitarianism (sec especially his foot¬ 
note, pp. 77-8 of his Principles, Book i, ch. 5). But in one respect he followed 

2 But, unlike Gossen, they did not postulate linearity of the marginal utility function. 
That this is not a harmless and insignificant detail can be shown by asking ourselves 
such questions as how a moderate inflation affects the marginal utility of money income 
for those whose money income remains constant in the process. 'Ihc answers differ 
according to the form of the function. .\nd since the straight line form is certainly un¬ 
realistic (except for infinitesimal intervals), the answer derived from it is practically 
sure to be wrong. Sec R. Frisch, New Methods of Measuring Marginal Utility (1932). 

1 The protagonist of the Austrian group who did most of this work w'as Biihm- 
Bawerk. I shall mention only his controversy with Dietzel in the Jalirbiicher fiir Na- 
tionalokonomie (1890-92), and both the text of and the appendices to the third edi¬ 
tion of his great treatise on capital and interest (Kapital und Kapitalzins). A brilliant 
and compact survey of arguments and counterarguments has been presented by P. N. 
Rosenstein-Rodan in the article "Grenznutzcn’ in the German encyclopedia (Hand- 
worterbuch der Staatswissenschaften, 4th ed., vol. iv, 1927). 
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Jevons in teaching a doctrine that comes more naturally from a utilitarian 
although, again, the relation is one of association rather than logic. From the 
standpoint of a calculus of pleasure and pain, ‘disutilities’—the term is Jevons’ 
—should be in fact introduced on the same level as utilities, 'rhis is what 
Jevons did. Walras did not do so and the Austrians, Bohm-Bawerk in par¬ 
ticular, were strongly opposed to doing so. But Marshall and Pigou kept to the 
Jevonian standpoint: Marshall developed it into his doctrine of real cost (ef¬ 
forts and sacrifices), which, in a w-ay, was the olive branch presented to his 
‘classical’ predecessors. J. B. Clark and, in Vienna, Aiispitz and Licben also 
accepted it. Notice that this standpoint, however independently arrived at, 
stands in line with old tradition (compare, c.g., what has been said above on 
Caliani’s theory of value); and that, outside of the utilit)' theory tradition, it 
had the support of A. Smith (and of many philosophers of natural law). In 
Fngland, Cairncs sponsored it, but it was renounced by Wiekstecd and, more 
effccti\eh', by Keynes. The analytic importance of the question lies in its bear¬ 
ing upon the concept of supply of labor and, if we adopt an abstinence theory 
of interest, of capital. In all other respects it makes little difference whether 
we take the a\'ailable amount of labor as given or insert into our system an¬ 
other equation (marginal utility of real wages = marginal disutility of labor) 
in order to determine it. 

Actually it is not difficult to show- that the utilit>' theory* of value is entirely 
independent of any hedonist postulates or philosophies. For it docs not state 
or imply anything about the nature of the wants or desires from which it 
starts.® 


[4. Psychology and the Utility Theory] 

Once we recognize the purely formal character of the theorist’s utility' con- 
cei)t, w’c arc naturally led to question the relations between the utility theory 
of value and psychology. Some of the early Austrians seem to have believed 
that their theory was rooted in psychology and even that they were develop¬ 
ing what in essence was a branch of ‘applied psychology.’ 

I'his belief was encouraged by some Austrian psychologists such as von Meinong 
and von Khrenfels, who held that Menger had made a valuable contribution to psy- 

2 We have also seen above that the theoiy docs not imply any hypothesis concern¬ 
ing the role of egotism in human behavior and that it is not particularly 'individualistic.’ 
It is, however, interesting to notice, first, how difficult it is for people to realize all 
this whose v^hole thinking runs in ‘philosophic’ terms and who are primarily interested 
in possible philosophic implications; and that this difficulty is greatly increased by the 
I^resencc of eases where sponsorship of the theory is actually combined w'ith hedonist 
or individualist philosophies or 'politics or where, even in the absence of such philo¬ 
sophical or political preferences, the language of an author invites interpretation in a 
hedonist or individualist sense. In the latter ease it may be next to impossible to get 
rid of undesired associations evoked by the words used. I’his explains the many at¬ 
tempts that have been made to replace the word utility, w'hich seems to convey more 
than the fact that a thing is actually being desired, by other terms such as desiredness 
(Fisher) or ophelimity (Pareto). 
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chology which was capable of more general application. Certain applications, for in 
stance to the psychology' of religion, were in fact made which it is impossible to report 
without a smile though they were far from being nonsense. 'I'hns, von Khrenfels actually 
spoke of marginal piety and of the marginally pious individual. But many non-Aus¬ 
trian economists, who sympathized with the Austrian theory, also thought (and even 
think) a great deal of the importance of its psychological aspects. On this compare: 
Maurice Roche Agussol. Lm Psychologic economicfue chez les An^lo-Americams ( 1918 ) 
and Etude hihlio^ratiliique dcs sources de la psychologic economique (1919); also the 
same author’s 'Fsychologisclie Okononrie in Frankrcich,' Zciischrift fiir Nationalciko- 
nomie. May 1929 and January 1930 . 

Let us note in passing a side issue that has never received the attention it deserves. 
If psychology is to render effective assistance to economics at all, economists must not, 
of course, neglect experimental psychology and especially the work that turns upon the 
measurement of sensations. It is. to say the least, a curious fact that one of the early 
exploits in this field, the one that was undertaken by E. II. W'cIkt. has led to a re¬ 
sult amplified by G. T. Fechner (see above ch, 3 , sec. 3) into the 'fundamental law 
of psycho-physics,' which is formally identical with the Bernoulli Laplace hypothesis 
about the marginal utility of income: it postulates that, if y be the intensity of .sensa 
tion, X the physically measurable external stiinuhis. and k an individual constant, then 
dy — k dx/x. 

This was in fact noticed by some econoini.sts. But it was brushed aside by the lead¬ 
ing Austrians, W'ieser, for example, decl.iriiig {Thcorie der gcscllschaftlichen Wirt- 
schafty J 1) that this law had nothing whatever to do with Gossen’s law of satiable 
wants. But however that may be, the efforts of psychologists to measure ps>chical 
quantities is not a matter of indifference to any economist who is not entirely lacking 
in scientific imagination. For examples of recent progress in the measurement of sensa 
tion, sec especially Professor S. S. Stevens' 'A Scale for the Mcasii rein cut of a Psycho 
logical Magnitude: Loudness,' Psychological Review, September 193!), and his and }. 
V^olkmann's, 'The Relation of Pitch to h’requeiicy,* American foimial of Psychology, 
July 1940. 

But both the Austrians and others soon came to realize that their ‘psychol¬ 
ogy’ was a mistake: the utility theory of value has much better claim to being 
called a logic than a psychology of values. Opponents, however, at first did 
not sec this, any more than did adherents. In eonsequenee, the sponsors of the 
‘psychological theory of value’ had to face two additional indictments: first, 
that they were exploring ps\choiogical aspects of value-in-use that were irrele¬ 
vant to the objective facts of the economic process; second, that their psychol¬ 
ogy was bad. The first indictment has no other basis than a failure to under¬ 
stand the import of the theory .^ The second would be quite true, if any psy- 

1 It was formulated by many Marxists, c.g. by Karl Kautsky in his Preface to Marx’s 
Theorien iiber den Mehrwert: the psychological theory describes how iiidividiKils feel 
about the process of valuation which, determined by hyperindiiidual social forces, runs 
its course irrespective of the.se feelings c.xactly as a railroad accident happens irrespective 
of what the passengers feel about it. The reader should carefully distinguish between 
the error in this—which consists in overlooking the measure of success with which the 
theory' explains precisely those very objective facts that this argument holds arc beyond 
its reach—and the perfectly sound principle that the facts of a social process must 
never be confused with the images of them in the individual psyches. But many non- 
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cliology were in^'olvc(^ in the utility theory of value considered as a theory of 
ccoiioiuic cciuilihriuin. If we ask how eonsumers come to behave as they do 
in all those wider problems of hinnan behavior for which particular psy¬ 
chological projjositions become rclcxaiit, we must in fact appeal to all that 
modern professional psychology—of all varieties, from Freudianism to behavior¬ 
ism—might hax'c to give us. 

As a rule, howexer, the necessity of such an appeal docs not arise in tech¬ 
nical economics—it is different, of course, in economic sociology. Most of us 
would indeed find it difficult or at least liighly inconxenient to avoid entirely 
all reference to motives, expectations, comparative estimates of present and 
future satisfactions, and the like, however fervently xx'c might hope for an 
economic theorx' that would use nothing but statistically obscrx'able facts. But 
such use of jjsychical observations must not be confused xvith the use of meth¬ 
ods or results borroxved from professional psxdiology. Like all other research 
xx’orkcrs, xxhatexer their field, xve take our facts xxhcrc xve find them, irrespective 
of xxhether or not they arc also dealt with by other sciences. We do not be¬ 
come dilettantes in physics xxhen xxc use the physical facts that arc im¬ 
plied in the classical laxv of decreasing returns in agriculture. No more do 
xve become dilettantes in psxchology—or borroxv from professional psychology 
—xvhen we speak of motixes or, for that matter, of xvants or satisfactions. But 
though this practice does not present any problems concerning the rcla- 
, tion betxvccn economics and psychology, it docs present another. Early utility 
theorists talked about psychical facts with the utmost confidence. They in¬ 
cluded them in the stockpot of common experience—that source of knoxvl- 
edge of the course of cveiydax- life, no element of xxhich a reasonable man 
could possibly call into question. But so far as these psxchical facts are 
known to us only from observation of xvhat goes on in our oxvn indi¬ 
vidual psxches—from introspection—their standing evidentlx' leaves something 
to desire, exen though most of them, such as the satisfaction incident to 
quenching one’s thirst, arc so simple and so little problematical that he who 
quibbles about them might easily eomproinisc himself in the eyes of men of 
less delicate methodological conscience. In any case, nobody xvill deny that 
it is preferable to derixe a given set of propositions from externally or ‘ob- 
jectix'clx ’ obserxablc facts, if it can be done, than to derive the same set of 
propositions from premisses established by introspection. And, as we shall 
presently sec, this can actually be done in the case of the utilitx^ theory' of 
value, at least so long as xve do not ask it to do more for us than to furnish 
the assuin])tions or ‘restrictions’ that we need xvithin the equilibrium theory of 
values and prices. This is the Leitmotiv of subsequent developments.® 

Marxists also held tliat, by its probings into the 'psychologx' of valiic-in-iise, the utility 
theory contributed nothing to our understanding of economic processes. For an ex¬ 
ample see the article ‘Cirenziiutzcn’ by W. Lexis, in the second edition of the Hand- 
wort crbiich der Staatswissemchaften. 

2 Before proceeding I wish to advert to a type of pseudo-psychology which is noth¬ 
ing but an abuse. Keynes’s wcll-knoxvn psychological law about the propensity to con¬ 
sume is an outstanding e.\ample. It avers that both individuals and societies will, if 
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5. Cardinal Utility 

Let me repeat once more: in the beginning, utilit}', both total and marginal, 
was considered a psychic realih', a feeling that was evident from introspection, 
independent of any external obscr\ation—hence, to repeat this also, not to 
be inferred from those externally observable facts of behavior in the market 
which were to be explained by it—and a directly measurable * quantit\. I be¬ 
lieve that this was the opinion of Menger and Bolnn-Bawerk. Marshall, though 
he spoke boldh of utilit)* as a measurable quantih, refined upon this, in the 
remarkably careful argument of Sections 2-9, Chapter 5, Book i of his Prin¬ 
ciples, by adopting the weaker assumption that, though we cannot measure 
utility or ‘motive’ or pleasantness and unpleasantness of sensations directly, w'e 
can measure them indirectly b\ their obserxable effects, a pleasure for instance 
by the sum of money a man is prepared to give up in order to obtain it rather 
than go without it.* This was no doubt a step in advance. But we shall hence¬ 
forth merge both these theories of utilih' measurement into one conception 
which W'e shall call (the theory of) Cardinal Utility. Botli present difficulties 
and are open to objection. But neither is simply nonsense. 

However, even on this level and apart from mere defense and elaboration, 
there was plenty to do. In order to illustrate, I shall mention three contribu¬ 
tions of major importance. First, none of the founding fathers, not even Wal¬ 
ras, had bestowed adequate care upon fundamentals.'* The theory badly needed 
rigorous restatement. Ihis was accomplished, in a manner that anticipated 

they experience an increase in income, normally increase their expenditure or con¬ 
sumption but by less than the increase in income. Whether this is so or not, it is a 
statement of statistically observable fact which Keynes raised to the rank of an as 
sumption. Nothing is gained, except a spurious dignity, by calling it a psychological 
law. Our experience with such ‘laws of human nature,’ from the seventeenth century 
on, is certainly not encouraging. But even Jevons would not do without them (Theory 
of Political Economy, p. 59). 

^ The meaning of direct measurability is best instanced by the measurement of 
length. It may be defined as the a.s.sociation, with ever\' utility sensation, of a real num¬ 
ber, unique except for the choice of a unit which is to be intcri)reted as a unit sensa¬ 
tion. Nobody held that this could be done as easily as it can in the case of length. 
But some authors did hold that there was no difficulty of principle involved. The pres 
ence of a practical difficulty—that would reduce utility measurements to rough ‘esti¬ 
mates*—was recognized by Bdhm-Bawerk (Kapital und Kapitalzins, 3rd cd.. Appendix). 

2 He guarded this carefully against circularity. The exact definition of measurability 
in this sense would run as follows: it is pos.sib]e to associate, w'ith every utility sensa¬ 
tion, a real number, unique except for the choice of a unit, which is to be interpreted 
as a unit quantity of an externally observable incentive producing an externally observ¬ 
able reaction. An illustrative analogy, which is how'ever not quite satisfactory, is pro¬ 
vided by the method of measuring heat by means of a thermometer. 

»Tliis may surprise readers who remember the prolix commentaries of the Aiis 
trians. But then Wicser and Bohm-Bawerk were fatally handicapped by their lack of 
the necessary mathematics. 
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many a later performance, by Antonclli.^ Second, Edgeworth did away with the 
assumption that the utility of every commodity is a function of the quantity 
of this commodity alone, and made the utility enjoyed by an individual a 
function of all the commodities that enter his budget. Marshall welcomed 
this step coldly (to say the least), perhaps because he thought of the mathe¬ 
matical complications involved in making the equations of utility theory par¬ 
tial instead of ordinary differential equations. As a third example w^e choose 
Marshall's attempt to make the measurement of utility operational by means 
of the concept of Consumer's Rent. 

I’he tcTin Consumers’ Siiri>liis or Rent is Marshall's, but the essential idea—not every 
detail—is Diii)iiit's. The reader should, if necessary, refresh his memory from Principles, 
Book III, Chapter 6, so that this space may be reserved for comments. There, Mar¬ 
shall docs not mention Diipuit's name, and only inadequate amends are made for this 
by means of a statement occurring in another and far distant place (Book v, ch. 12, 
concluding footnote), namely, that ‘the graphic method has been applied in a manner 
somewhat similar to that adopted in the present chapter by Dupuit in 1844 and, inde¬ 
pendently, by Fleeming Jenkin in 1871.* 'I’he idea of ‘measuring' the total utility ac- 
CTuing to an individual from the consumption of a given quantity of a given commodity 
b>' the sum of money represented by the definite integral, taken from zero to the 
given quantity, of his individual demand function (the consumers' surplus is then the 
difference between this integral and the price actually paid times the quantity bought) 
is at first sight open to a number of objections, which w'ere in fact raised but most of 
which rest upon misunderstandings of Marshall's meaning. Appreciation of the value 
of the tool w'ill be best conveyed by a frank recognition of the limitations to which, 
at least in the original Marshallian formulation, it must be understood to be subject. 
I'irst, it was meant to be essentially a tool of partial analysis; the price of one com¬ 
modity only is made to vary, all other prices being kept constant. Second, even within 
this range, the concept of consumers' rent embodies a method of approximation (though 
it may be exact in certain cases), hor it assumes that the marginal utility of income 
docs not change if the individual, having acquired a first unit of the commodity in 
question for, say, $100, a second for, say, $99, a third one for, say, $90, goes on spend¬ 
ing more and more money on additional units as they are offered to him at decreas¬ 
ing prices. Strictly, this is inadmissible. But if this expenditure is but a small part of his 
total expenditure—.so that his other expenditures arc not perceptibly affected by this one 
—w'c may neglect, as of second order of magnitude, the variations in the marginal utility 
of income that actually occur. Of course, this limits the method .severely: it cannot be 
applied to such things as food in general or house room or it can be applied only to 
small ranges of variations in the prices of these, and Marshall knew why he used tea 
as an example by which to display it. But within these limits the method is neither 
incorrect nor valueless. Even the sum of all consumers* rents enjoyed by an individual — 
a concej^t that looked absurd to some critics—^and the sum of all consumers' rents en¬ 
joyed by all individuals buying an individual commodity may be made to carry mean¬ 
ing by means of further assumptions that are not w'orsc than others w'C habitually 
make. However, consumers* rent had a bad reception from the first, and Professor 
Pigoii, who developed Marshall's teachings so faithfully in other respects, did not 
throw the weight of his authority into its scale. But of late. Professor Hicks, impressed 
by its usefulness in welfare economics (see below, sec. 8), recalled it—or something 

^G. B. Antonelli, SuUa teoria matematica delta economia politica (1886). 
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like it—from the limbo of dead issues to what looks like another lease on life. See 
his note to Chapter 2 of yalue and Capital and his articles ‘'ITic Rehabilitation of 
ConsuniCTs' Surplus' (Review of Economic StudieSy Febniar>' 1941 1 ; ‘Consumers' Sur¬ 
plus and Index Numbers’ (ibid. Summer 1942); and ’The Four Consumer’s Surpluses’ 
(ibid. \\'inter 1943). fCf. also R. L. Bishop, ‘Consumer's Surplus and Cardinal Utility/ 
Quarterly Journal of Economies, May 1943.] 

6. Ordinal Utility 

Of course, if measiirabilih' were the only stumbling block in the w'ay to ac¬ 
ceptance of the marginal utilih' theor>-, critics could be satisfied by a reformu¬ 
lation that retains the coneept of utilit\' or satisfaction but makes it a non- 
measurablc quantih'.^ For there is in fact no compelling neecssity of insisting 
upon measurability so long as wc arc interested only in a maxiimim ijroblcm: 
there arc means of telling whether or not wc arc on the top of a hill without 
measuring the elevation of the place where we stand. And since the objection to 
measurability was the most serious of the objections that were raised from the 
first by nonmathematical opponents of the nonmathcmatical exponents of the 
marginal utilitv’ theorv’, some of these, Wieser cspccialh-. soon discovered that 
they could afford to yield the point/- at least with rcsjKct to total, as distin¬ 
guished from incremental, utility. Pareto, who, after having at first accepted the 
marginal utilitv- thcorv* in the Walrasian form, turned against it around igoo,’* 
also raised primarily this objection which then was anything but new, to wit: 
‘show me a utiliK or satisfaction that is, say, three times as great as another!' 
But nobody questioned people's ability to compare .satisfactions expected from 
the possession of different sets of goods without measuring them, that is to 
say, people’s abilitv- to array such sets in a unique ‘scale of preference.* 'Fliis 
is what wc mean by Ordinal Utilitv'. 

Only the briefest reference can be made to a point on which economists have not 
been able to reach agreement to this day. W'c can, as has just been stated, array hypo- 

1 A quantity or magnitude (the Greek ptYEHo?) is defined as anything that is capable 
of being greater or smaller than some other thing. This property implies only transi¬ 
tivity, asv'mmetry, and aliorelativity (the la.st term meaning that no thing can be 
greater or smaller than itself). It also covers the relation of equality, which is how¬ 
ever symmetrical and reflexive (the latter tcnii meaning the opposite of aliorelativej. 
Now, quantity in this vcr>' general sen.se does not imply measurability, which requires 
fulfillment of two more conditions: (1) that it be possible to defnie a unit; (2) that it 
be possible to define addition operationally, i.c. so that it can be actually carried out. 

2 Tliis is, I suppose, what Wieser meant w'hen he said that utility had no ‘extension* 
but only ‘intensity.’ If .my interpretation be correct, this turn of phrase was no doubt 
highly infelicitous. 

8 Pareto’s publications during the nineties, the Cowrv in particular, are substantially 
pristine utility theory (or ophelimity theory, as lie called it). I think that his change 
of heart was first revealed in the lectures he gave in 1900 at the Ecole dcs Ilautes 
Etudes in Paris. The first publication on the new line that I know is his ‘Sunto di 
alcuni capitoli di un nuovo trattato di economia pura,’ in the March and June numbers 
of the Giomale degli Economisti, 1900. 
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thetical sets of goods ordinally. Suppose that an individual tells us that he prefers a 
set of goods (B) to a set of goods (A) and a set of goods (C) to the set of goods (B); 
therefore he prefers (C) to (A) (transitivity). But can we go further and assume that 
tlie increase in satisfaction which, on the showing of the experiment, he must experi¬ 
ence when, having been promised (A), he is then promised (B), is capable of being 
greater or less than, or egual to. the increase of satisfaction he would experience if, 
having been promised (B), he is then promised (C)? This question is by no means 
otiose because it has been asserted by some and denied by others that admissibility of 
this assuini^tioii opens a way back to measurability (even though^ by itself, it is not 
sufficient to insure it). We cannot go into this question and must content ourselves 
with a reference to the three most imjjortant papers about it. 1 ’hey are: O. Lange, 'Tlie 
Determinateness of the Utility Inunction’ (Review of Economic Studies, June 1934); 
]\ A. Saniuelson, 'The Numerical Representation of Ordered Classifications and the 
Concept of Utility’ (ibid. October J938); and especially F. Alt, ‘Ober die Messbarkeit 
des Niit/cns’ (Zcitschrift fur Nationalokonomie, June 3936). I*or readers who can 
inustCT sufficient interest in questions of this kind, I shall however add this: the merit 
of having seen the importance of this assumption is I^angc’s. But he failed to see that 
it \Nas only necessary', but not sufficient, in order to prove the i)0ssibility of measure¬ 
ment. Samuel.sorrs argument points this out correctly. Alt’s argument, however (which 
was not known to Sainuelson), is logically adequate and reduces the problem satisfac- 
torily to one of empirical verification of the seven assumptions involved (which it is 
true lias not been attempted so far). 

Pareto proceeded to dev elop the idea of ordinal utility' and eventually worked 
out what must in fairness be considered the fundament of the modern theory 
of value.^ lie was not quite consistent about it and slid back again and again 
into the habits of thought he had acquired in his formative years. Further ad¬ 
vance was made, however, by Johnson and Slutsky although it was not until 
1934 that the job was completely done by Allen and Hicks.® Additional prob- 

^ See the Appendix to his Manuel in its entirety. But the later article in the French 
edition of tlu' encyclopaedia of mathematical sciences (Encyclopedie des sciences 
mathematicilies pures et applkiuces, 1911), contains several improvements (the earlier 
article in the Cerman cd. is of no importance). 

® W. E. Johnson, ‘'Ihc Pure Theory of Utility* Curves,’ Economic Journal, Decem¬ 
ber 1913. 'Ihis important paper contains sev'cral results that should secure for its au¬ 
thor a place in any history* of our science. But, having apparently been written in igno¬ 
rance of I’areto’s w'ork, it aroused not unnatural resentment on the part of Italian 
economists because of its failure to acknowledge Pareto’s priority in most essentials. 
The Russian economist and statistician Eugen Slutsky, Professor in the University of 
Kharkov, publi.shcd in the Giornale degli Economisti, July 1915, an article entitled 
'Sulla tcoria del bilancio del consumatore,’ the complete neglect of which outside of 
Italy may perhaps be excused on account of the conditions prevailing in that year. It 
keeps to the idea that utility is a quantity, though an unmeasurable one; posits certain 
assumptions about its properties; and then develops the theory of consumers’ behavior 
with which little fault can be found so long as that view' of utility is acc'epted. Ample 
amends for that neglect were made by Henry Schultz ('Interrelations of Demand, Price, 
and Income,’ Journal of Political Economy, August 1935); by R. G. D. Allen ('Pro¬ 
fessor Slutsky’s Theory of Consumers’ Choice,’ Review of Economic Studies, February 
1936); and by J. R. Micks, wbo in Value and Capital gave Slutsky’s name to the 
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lems cropped up in the process, some of them in several different forms, but 
the familiar outcome may be briefly stated as follows." Cardinal utility had 
been concci\ed as a uniqiiel> determined " real function of the quantities of 
commodities (per stated period of time) at the disposal of the individual or 
household. Ordinal utility cannot be so conceived. But it is still possible to 
describe its bcha\'ior b>' means of any real function of the same quantities that 
increases whenever we proceed from any given set of commodities to another 
which the individual prefers, decreases whenc\'er we proceed from any given 
set of commodities to another which is less acceptable to the individual, and 
assumes constant \alucs (does not change) whenexer we proceed from any 
given set of commodities to one which is equally acceptable to the individual— 
just as the hvo bundles of hay were to Buridan’s ass. Such a function will rep¬ 
resent the individuabs ‘scale of preference* mentioned alioxc but, unlike the 
function that represents cardinal utility, it will not do so in a uniquely deter¬ 
mined \xay, because all it is dexised to tell us is xvhethcr there is increase, de¬ 
crease, or equality of utility. Everything else about it, any further algebraic or 
numerical features it may display, is entirely arbitrary and has in fact no eco¬ 
nomic meaning. Hence, if qp be any such function,** any monotonically increas¬ 
ing function of cp, call it f(qi), xxill do just as xvcil. Pareto called such a func¬ 
tion an Index Function [funzione-indice). Ihey were to play the same role in 
the xalue theory that xxorks xvith ordinal utility as had been plaxed by the 
utility function in the value theory that xvorked xvith cardinal utility—in fact, 
xve might call them utilitx- functions that obviate the objection against meas¬ 
urability. 

As a matter of fact, hoxxcxer, it was not the index function as such, but an¬ 
other construct that became characteristic of this stage of xalue theory, namely, 
the indifference surfaces or, in the case of two commodities, the indifference 
curves (curxes of equal choice, curve di scelti uguali). It is very interesting to 
notice that historically these xvere independently ‘discovered,' for purposes that 

fundamental equation of the modern theory of value. Perusal of Professor Allen's ar¬ 
ticle, a shining example for xvhat in this book is considered correct behavior in the 
case of unexpected discovery' of predecessors, will tell readers unfamiliar with Italian all 
there is to know about Slutsky’s performance. No comment is, I trust, necessary on 
the famous ‘Reconsideration of the Theory of V'alue’ by Allen and Hicks {Economica, 
February and May 19^4), which marks substantial advance beyond Slutsky. 

I cannot do more than indicate the most important milestones on the main road. 
Many other things must go by the board. For instance, part of the development I am 
trying to describe in the text xvas paralleled by the thought of the later Austrians, 
though, ow'ing to the inefficiency of their nonmathcmatical method, they did not get 
x'ery far. On these Viennese developments, see A. R. Sweezy, ‘ 7 ’he Interpretation of 
Subjective Value 'Pheory in the Writings of the Austrian Economists,' Review of Eco¬ 
nomic Studies, June 1934. 

^ Tliis must of course be qualified in two directions: we are always free to choose a 
unit and we are always free to choose our zero point. In these two respects cardinal 
utility is also arbitrary—^but not more so than is any other method of measurement. 

" For technical reasons, we do, however, require certain other properties, such as 
continuity and differentiability. 
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had nothing to do with ordinal utility, by Edgeworth,® who fully accepted the 
doctrine of cardinally measurable utility. Let us for a moment return to this 
doctrine. Confining ourselves to the two commodity' case, wc can then lay off 
the quantities of these commodities on two of the co-ordinates of a three- 
dimensional diagram and represent by the third co-ordinate the varying 
amounts of total utility enjoyed that correspond to all the possible combina¬ 
tions of the two commodities, llie result is a utility^ surface that rises from the 
origin as the quantities of the two commodities increase, and possibly flattens 
out later on, presenting a shape not unlike that of a loaf of bread (Pareto 
called it la colline du pUtisir), A succession of horizontal planes—that is, of 
]dancs parallel to the plane of the two commodity co-ordinates—will cut out 
from this loaf curres along which total utility is constant, the quantities of the 
commodities varr ing in such a nay that the increase of one just compensates 
the individual for the corresponding decrease of the other. These curves, the 
whole meaning of nhich seems to rest upon the assumption that utility is 
measurable, are what Edgeworth called indifference curves. If we project them 
on the commodity plane, wc get the familiar ‘indifference map.’ Edgeworth 
used it wry eleganth' in his theory of barter, particularly in order to delimit 
the range of possible barter terms or exchange ratios.*® 

But so soon as nc project the indifference lines on the commodity plane, the 
utility dimension \anishes from the picture so that their meaning is no longer 
dependent on any liyi>othesis of measurability. "ITiey then tell us no more than 
(1) that the indi\idual considers certain combinations of the two commodities 
as equally eligible and (2) that he prefers combinations represented by any 
‘higher’ indifference cur\c to combinations represented by any ‘lower’ one. llie 
first man to sec the implications of this was Irving Fisher.He had no objec¬ 
tion to measurability. On the contrary, he tried to make it operational (see 
below editor’s note between sections 7 and 8). But in doing so, he encountered 
certain difficulties when, in the second Part of his work, he discarded the un¬ 
tenable assumption that the utility' of each good depends on its o\\ti quantity' 
only (‘independent goods’).At this point doubts were bound to arise not 
only about the measurability but also about its very existence. Accordingly, 
iMshcr prc.sented an analysis completely free from utility assumptions that 
worked only with indifference maps in the modern sense. With him—as later 

®Thcy put in appearance in his Mathematical Psy'chics (1881) and therefore ante¬ 
date ordinal utility' analysis of the Pareto type by about twenty years. 

1® Marshall was sufficiently impressed with this brilliant piece of work to reproduce 
the gist of it in a note in the appendix to his Principles. But this is all he had to do 
with indifference curves. It is incorrect to say that he anticii)atcd the idea by the ap¬ 
paratus of curves which he used in his Pure Theory of Foreign Trade (1879). 

Mathematical Investigations (see above, ch. 5, sec. 7b). It is not sufficiently recog¬ 
nized that, partly explicitly, partly by implication, this book anticipated the better part 
of modem value thcor>'. 

^2The nature of these difficulties will be indicated in the next footnote. It is my 
guess_not, I think, a very hazardous one—that it was these difficulties which mo¬ 

tivated Marshall’s adherence to the conception of independent goods. 
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on with Allen and Hicks—indifference curves w^ere the starting points of the 
analysis; they were not, as with Edgeworth, derived from a utilih’ surface. 

However, the indifferenee cur\cs arc part of index functions and can also be 
derived from these. I’his is what Pareto did. But they are just as independent 
of the particular index function chosen as they arc of the particular form of the 
cardinal utility function, being uniquely determined by the scale of preferences. 
This suggests the idea of doing also without index functions, especially because 
they give rise to difficulties similar to those that Professor I'isher met in the 
case of utility functions.^® But it took until 1934 to give full effect to it and to 
develop a theory that is nothing but a logic of choice: the theory of Allen and 
Hicks that was published in that year was, so far as 1 know, the first to be 
completely independent of the existence of an index function and eompletely 
free from any lingering shadows of even marginal iitilih , which is replaced in 
their system by the marginal rate of substitution.* * In consequence, elasticities 
of substitution and complemcntarih' arc defined exclusively from the scales of 
preference and likewise divorced from utilih'. Beyond this we cannot go. It 
must suffice to mention the most important of the problems that are as yet 
unsolved within the range of this theory of choice: so far, indifference curves 
are satisfactorily defined for individual households only; the question remains 
what meaning is to be attached to collccti\c indifference curxes—for example, 
indifference curves of a country—which have been used in some of the most 
brilliant theoretical work of our time.^® 

[The first six sections of the Note on the Theory of Utilih' had been substantially 
completed and had been typed. The next few paragraphs were found in inaniiscriiit, 
incomplete, with shorthand notes to indicate the argument contemplated. Sec editor’s 
note at end of this section.] 

7. The Consistency Postulate 

As the reader knows, indifferencc-curvc analysis has at long last become 
part of current teaching. The profession has got u.sed to it, and even the 
controversy concerning its suitability for a sophomore course has died out. But 
it should have been clear from the first that things would not stop at indiffer¬ 
ence varieties and that they are after all but a midway house. ITiey are more 
elegant and methodologically safer than was the old utility analysis but they 

Though we can always proceed from given index functions to indifference curves, 
we cannot always proceed from given indifference curves to index functions, h'or the 
latter to be possible, i.e. for an index function to ‘exist,’ it is necessary that the dif¬ 
ferential equation of the indifference curves be integrable. In the case of only two 
variables (two commodities), there is always an integrating factor; in the case of three 
or more there need not be one. This question of integrability was very serious for 
Pareto’s approach. Later developments have deprived it of its importance. 

It may be well to point out explicitly that this involves discarding Gossen’s law 
of satiable wants. 

See, e.g.. Professor Leontief’s paper on TTic Use of Indifference Curves in the 
Analysis of Foreign Trade/ Quarterly Jounud of Economics, May 1933. 
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have not helped us to results that the latter could not have reached; and no 
result of the latter has been proved definitely wrong by them. Moreover, if 
they ‘assume less' than docs the utility analysis, they still assume more than, 
for purposes of equilibrium thcor>% it is necessary and comfortable to assume. 
And if they use nothing that is not observable in principle, they do use ‘poten- 
tiar observations which so far nobody has been able to make in fact: from a 
practical standpoint we are not much better off when drawing purely imaginary 
indifference cur\'cs than we arc when speaking of purely imaginary utility func¬ 
tions.^ Accordingly, it has been pointed out, as early as 1902, by Boninsegni, 
and a few years later by Barone,® that for the purposes of writing the equa¬ 
tions of equilibrium theory we do not need either.* WTiat then do we need 
for this purpose if we leave every other out of account? A little reflection shows 
that even the early utility theory of value never actually used any other postu¬ 
late than this: faced with a given set of prices and a given ‘income,' every¬ 
body chooses to buy (or sell) in a uniquely determined way. Evcrj'thing else 
is idle decoration and justified, if at all, by such interest as may attach to it 
from the standpoint of other purposes. Barone had seen this but he had failed 
both to formulate this postulate exactly and to prove its sufliciency. lliis has 
been done by Samuelson,^ who formulated the consistency postulate: if 

• • • Pm J) (i = 2, • • • n), 

2 H’iP* "" J 

i-1 

* On the possibilities of ‘The Empirical Derivation of Indifference Functions,' see 
the ixiper with this title, by Allen Wallis and Milton Friedman, in Lange et al. 
editors, Studies in Mathematical Economics and Econometrics, 1942 (Henr>’ Schultz 
memorial volume)—though here again w'e must never say never; see, e.g., Professor 
WakPs important paper, ‘'['he Approximate Determination of Indifference Surfaces by 
Means of Fiigel Cur\'cs,' Econometrica, April 1940. Of course, this must not be al¬ 
lowed to obliterate the logical difference: it does make a difference whether or not a 
certain construct has, to use the phrase of Immanuel Kant, a ‘relation to possible ex¬ 
perience* (Relation auf mogliche Erfahrung). Also, it can of course be shown just as 
in the case of the utility analysis that indifference-variety analysis is not open to any 
indictment on the score of circularity or emptiness. 

2 P. Boninsegni, ‘I Fondamenti dell* economia pura.* Giomale degli Economisti, 
February 1902; and E. Barone, ‘II Ministro della prodiizione,* ibid. September and 
October 1908 (see above, sec. 5). 

* 7 ’hey realized, of course, the necessity of restrictive assumptions about consumers' 
behavior from which the properties of demand functions would follow. This distin¬ 
guishes their views from G. Cassel's, who simply advocated the scrapping of every¬ 
thing behind demand functions to make these the ultimate data. See his ‘Grundriss 
einer clementaren Prcislehre,* Zeitschrift fur die gesamte Staatswissenschaft (1899), 
which dcscr\x's to be mentioned because it was the first uncompromisingly radical attack 
upon the w'holc structure of the utility theory of value made by an economist trained 
in mathematics. In his Theory of Social Economy, Cassel substantially repeated the 
argument. 

* In his ‘A Note on the Pure Theory of Consumer’s Behavior,' Economica, Fcb- 
niaiy 1938; see also ‘Tlie Empirical Implications of Utility Analysis,* Econometrica, 
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and proved brilliantly that this gives all the restrictions we need for our 

n n 

= o and < o (not all (/% = o).® 

i-l i-1 

[Editor's note: The plan for the reinaincler of this Appendix to Chapter 7 (Note 
on the Theor>' of Utility) is not quite clear. 'I'liere is no doubt that J. A. S. intended 
to make his treatment of welfare economics a part of this Appendix, which is described 
as a digression or note on utility (see the first paragraph of section 5 of this chapter. 
The Theor\' of Planning and of the Socialist Economy) and there is some evidence tliat 
it was to be sub 8 (section Si. The .section on W'elfare Economics which follows was 
a preliminar>- treatment probably written in 1946 or 1947. Ibe first six sections of 
the Note on the Theor\' of Utilit>^ were apparently written at the end of 194S. 'Phis 
material had been typed and read by J. A. S. Sometime later he sketched out sec¬ 
tion 7 ('Ihe Consistency Postulate) and put down notes for a section 8 ("Ihe C'orpse 
Shows Signs of Life). It is conceivable that welfare economics would have been dis 
cussed here. "I'he Corpse* is so fragmentary, however, that 1 have simply presented it 
in the next two paragraphs as part of this note and have made Welfare Economics 
section 8 of the Appendix to Chapter 7. 

\S. The Corpse Shows Signs of Life, We have suncyed what in spite of backslidings 
and detours looks like a ver>* definite line of development to a goal that seems to have 
been definitely reached by Samuelson. However, the picture would be incomplete if 
we failed to notice a number of symptoms which seem to be at \aiiance with that 
line and to point in another direction. If these .symptoms could all be interpreted as 
sun'ivals of old views, they would not be worth while mentioning. It is but natural that 
a concept like utility, so deeply rooted both in centur\’-i)ld tradition and in the habits 
of ever>’day thought and parlance, should not give way easily. But there is more to it 
than this. It is true that it has by now been cogently proved that the concept of 
utility is superfluous in the theory' of equilibrium values—which is in fact not only 
the strongest but the only needful argument against it. But it has not been proved— 
and cannot be proved in the nature of thiiigs^—that the concept can never be useful for 
any other purpose. However we may feel about it, we cannot deny the heuristic ser\'ice 
it has rendered in the past—historically it was the discovery of the very theory which 
now can do without it—and there is no saying wdiether its fertility is exhausted for 
all time. In this connection it becomes relevant to note that some arguments against 
it have no weight and others have gone too far. It is even possible that the argument 
against measurability is among the latter. Of course, as far as this goes, if we ever 
come to devise methods of measurement, it would not be the old psychic reality: 
there is the possibility that we might wish for a potential; there is even a possibility 
that we might measure without subjective reality' [shorthand notes]. 

‘And in this connection [shorthand notes] whatever objections against them [short¬ 
hand notes]' 

[J. A. S. then jotted down the following references, which he obviously intended to 
discuss.] 

‘1. Irving Fisher, Mathematical Investigations in the Theory of Value and Prices 
(1925), his doctor's thesis first published in the Transactions of the Connecticut Acad¬ 
emy of Arts and Sciences, 1892. 

October 1938. Cf. N. Georgescu-Roegen, ‘The Pure Theory of Consumer's Behavior,' 
Quarterly Journal of Economics, August 1936. 

B [J. A. S. did not finish this section or fill out the mathematical symbols for the 
Samuelson postulate; the mathematical formulation above was supplied by R. M. G .1 
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2. Aupetit [not certain, writing illegible]. 

3. Irving Fisher, ‘A Statistical Method for Measuring ^'Marginal Utility” and Test¬ 
ing the Justice of a Progressive Income Tax,' in Economic Essays Contributed in Honor 
of John Bates Clark (1927). 

4. Ragnar Frisch, ‘Sur un Problcnie d'cconoinie pure,' Norsk Matematisk Forenings 
Skriften, 1926. 

5. Ragnar Frisch, New Methods of Measuring Marginal Utility (1932). 

6. Paul A. Sainuelson, ‘A Note on Measurement of Utility,' Review of Economic 
Studies, February 1937. 

... is not true [shorthand notes] welfare economics [shorthand notes] consistency 
[shorthand notes] parameter, features [shorthand notes] 

Potential, [shorthand notes] Engel Curves.' 

8. Welfare Economics * 

The reader is presumably familiar with the distinction made in current teach¬ 
ing between 'positive’ and 'welfare’ economies. Little beyond convenience of 
exposition can be adduced for this distinction so far as it means not more 
than that positive economics is to explain and welfare economics is to pre¬ 
scribe. For all propositions of welfare economics can be formulated in the in¬ 
dicative mood just as well as any propositions of positive economics can, by 
the insertion of the appropriate axiological postulates, be turned into an im¬ 
perative. Since, howe\'er, modern welfare economics has, as a matter of fact, 
acquired a distinct status of its own, it is convenient to notice its develop¬ 
ment separately. We have also an additional motive for doing so since the 
subject bears an ob\ious relation to the subject of interpersonal comparison 
of satisfactions that has not yet been touched upon. 

We know the hallowed antiquiN- of welfare economics: a large part of the 
work of Carafa and his successors as w'cll as of the work of the scholastic doc¬ 
tors and their successors was welfare economics. Wc also know that the wel¬ 
fare point of view was much in evidence in the eighteenth century and that, 
in Italy, the phrase felicitd pubblica appeared very frequently on title pages. 
For Bcntham and the English utilitarians generally this point of view was, 
of course, an essential element of their creed. Hence, the positive spirit of 
Ricardian economics notwithstanding, wc find it also in the English 'classics,’ 
p/articularly in J. S. Mill. So far as this goes, modern welfare economists merely 
revive the Benthamite tradition. 

The temporary victor}* of the utiliW theory naturally gave a new impulse. 
We can see this already with the forerunners, such as Dupuit and Gossen. But 
current work in welfare economics harks back to Marshall’s teaching, as devel¬ 
oped by Pigou, and to Edgeworth and Pareto. Marshall made two contribu¬ 
tions, besides offering many of those general considerations that were so con- 

* ['There were two treatments of welfare economics (one typed and one in manu¬ 
script), which had many points in common. The manuscript version is presented here. 
Both treatments were preliminary and were written earlier than the preceding seven 
sections of this Appendix on the Theory of Utility 
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genial to his propensity to preach. First, as has been mentioned above, he re¬ 
discovered Dupiiit’s consumers’ surplus or rent, and thus presented welfare 
economics with an analytic tool that is, or was thought to be, particularly 
adapted to application in this field. Second, he formulated several propositions 
of the kind that is hpical of modern welfare economics. The most famous 
one is noticed in the footnote below.^ Its importance consists not so much 
in the proposition per sc, but in the fact that it spelled a new departure: the 
virtues of the perfectly competitive equilibrium state—what Marshall called the 
doctrine of maximum satisfaction —^had indeed been questioned many times 
before from a \ariety of standpoints; but this was the first time that this was 
done within the range of the pure theory of that state, the first time that, 
on the theoretical plane, the possibiliK was considered of turning individual 
actions into channels more conducive to general welfare than those of laissez- 
faire. Edgc\\orth’s many contributions arc perhaps best cxemidified by that 
part of his theory' of taxation which is coneerned with justice. The treatment 
is in the spirit of his New and Old Methods of Ethics (1877), that is, in the 
spirit of hedonism or utilitarianism. The main points are the distinction be¬ 
tween, and the rigorous definition and quantification of, the concepts of equal, 
proportionate, and minimum sacrifice, the eqiialitarian implication of the last- 
mentioned idea coining duly into view.- Mainb’, Edgeworth’s efforts were di¬ 
rected against popular errors of reasoning such as arc implied, for instance, in 
the widespread belief that decreasing marginal utility of income is all that 
need be assumed in order to make progresshencss of taxation follow from the 
postulate of equal sacrifice.'* 

All this is simply revived Benthamism—or rather, Benthamism in the armor 
of a better technique—and implies not only a quantitati^e conception of utilih' 
or satisfaction or welfare but also the further idea that satisfactions of differ- 

1 Marshall {Principles, pp. 533 et scq.) averred that the sum total of satisfaction in 
a society might be increased beyond the inaxiinnni attaimible under laissez-faire in a 
state of perfect equilibrium in perfect competition by taxing the production of com¬ 
modities subject to decreasing returns and using the proceeds in order to subsidi/e the 
production of commodities subject to increasing returns. This proposition, winch we 
cannot discuss here, has been much amplified by Professor Pigou and especially by 
Mr. R. F. Kahn, the chief authority on the subject. Sec the latter’s paper ‘Some Notes 
on Ideal Output,’ Economic Journal, March 1935. 

2 7 ’he decisive proposition was that, in order to minimize the total sachfice involved 
in raising a given sum, taxation should, to the requisite amount, wholly absorb, first, the 
excess of the highest income over the second highest one, tiieii the excess of these two 
over the third highest one, and so on. 

»Ibis error can be found, as a witness to our loose habits of thinking, in the 
writings of quite reputable economists, though it should be obvious that, given the 
intention to take away from taxpayers equal ‘amounts’ of satisfaction, nothing follow'S 
from the ‘law’ of decreasing margiiial utility of income except that higher incomes 
should pay higher absolute sums than smaller incomes: w'hether a tax devised to give 
effect to that intention is to be progressive, proportional, or regressive depends on the 
particular fonn we choose to adopt for that law of decrease. 
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ent people can be compared and, in particular, summed up into the General 
Welfare of socich' as a whole—the idea of ‘interpersonal comparability of 
utility. I his idea, which few economists will care to defend nowadays al¬ 
though many use arguments that presuppose it, has had a chequered career. 
It has been challenged almost from the first, for example, by Jevons, and then 
again and again both by writers who raised no diffieulty about measurability 
and by writers who did. But it kept on intruding, the chief reason being, of 
course, that it seemed so useful in welfare economics. Marshall himself evi¬ 
dently did not object to it,'^ and Wicksell actually w^ent to the length of 
saying that parliamentary discussions on questions of taxation would be mean¬ 
ingless if it were impossible to compare the utilities of different persons." This 
is going rather far, but on the other hand it is also going rather far to state 
unconditionally that interpersonal comparison of utilih- ^ is meaningless in 
every sense and for all purposes. 

riow'cver, from the standpoint of those economists who arc steadfast op¬ 
ponents both of interpersonal comparison and of measurement of individual 
utilities, any attempt at either is of course no better than walking on clouds. 
Kc\eitheless, they were in no mind to give up w'clfarc economics. It is here 
that Pareto enters again to save the situation, at least in part. He and, fol¬ 
lowing him, Barone pointed out that objection to interpersonal comparisons 
(or mcasurabilih ) does not imalidatc those propositions of welfare economics 
which refer to events that benefit or injure some members of society without 
injuring or benefiting others.^ This principle will also enable us, in a more 
restricted sense, to speak of an event’s being ‘socially bcncficiar when some 
people are injured (lose something), but when those who arc can be fully in¬ 
demnified (so that they no longer prefer their old situation to the new' one) 

^ Sec L. Robbins, interpersonal Comparison of Utility,' Economic Journal, De¬ 
cember 1938. 

‘•It is true that he wrote (Principles, Book i. eh. 5, p. 76): ‘We eannot directly 
compare the jdcasures which two persons derive from smoking; nor even those which 
the same person derives from it at different times/ But the emphasis is upon the word 
‘directly’; and the sentence means not more than that, exactly as measurement of the 
desires of a given person is always an indirect one in the sense explained above, so 
interijcrsonal comparison must resort to indirect methods. Marshall's reasoning in fact 
repeatedly implies the possibility of interpersonal comparison. 

" See, c.g., his article on Cassel’s system, republished as Appendix i to the English 
edition of the Lectures, vol. i, p. 221. 

" Perhaps I should explain, as I have explained before with respect to measurability 
and integrability, that this need not amount to more than saying that it may be 
possible to frame hypotheses concerning the relation between the significance of a 
dollar to the poor man. A, and the significance of a dollar to the rich man. B, that 
yield none but reasonable results. 

" This means, of course, that such events, rearrangements, or measures can be called 
‘beneficial' or ‘injurious' irrespective of any interpersonal comparison and irrespective 
of the question by how much the beneficiaries or victims are benefited or injured. The 
case where all individuals are benefited or injured is evidently covered by our formulation. 
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at the expense of those ^^•ho ha\’e been benefited and when, after this has been 
done, the latter are still better off than they were before.® 

'I’he standard work from whieh the new Anglo-Aineriean welfare eeononiics 
stems, Professor Pigou’s Economics of Welfare (1920; 3rd rev. ed. 1929),^® 
though it docs take some account of the point of view just referred to, goes 
much beyond the limits drawn by the Paretian suggestion, especially as re¬ 
gards transfers of wealth from the relatively rich to the relatively poor. But the 
new Anglo-American welfare economics itself tries to respect those limits, 
though trespass on forbidden ground is still frequent. That is to say, it tries 
to confine itself, on principle, to propositions that can be established without 
the aid of cither interpersonal comparison or mcasureiiient of utility. Such self- 
restraint might seem surprising in view of the fact that its main result is to 
deprive of their scientific or pseudoscientific foundations many eqiialitarian ar¬ 
ticles of faith to uhich most modern economists are emotioiialK- attached. 
But not miicli self-restraint is actually needed, for a de> ice has been discovered 
that enables welfare economists to elude those restrictions. It is called Social 
Valuation and consists in replacing the conception of social welfare defined 
as the sum of individual satisfactions by the dictate of some agent who de¬ 
cides what rclati\c weights are to be attached to the (unmeasurable) desires of 
the members of socieh .‘^ I’hat this agent is nothing but the xolonte generale 
of the eighteenth century should be clear; so should the danger that this agent 
become but a name for the interests and ideals of the analyzing individual. 

Under these circumstances, the question arises once more in what way 
modern welfare economics differs from that of the English ‘classics.’ It dif- 

® The reader will realize on reflection that this is more than what it seems to be at 
first sight, viz. a very artificial definition of what is meant by making ‘society’ better off. 

^0 Originally Wealth and Welfare (191:). 

This may be illustrated by the parliamentary discussions on questions of taxation 
envisaged by W'icksell. According to the modern view, neither parliaments nor anyone 
else can compare the utilities of the persons who arc to pay the taxes and the utilities 
of the persons who are to receive the proceeds or to benefit in other ^^■ays by the corre¬ 
sponding public expenditure. But this does not really matter: the parliamentary ma¬ 
jority itself simply puts a comparative (ordinal) value upon the sacrifices and benefits 
involved. And similarly, the reader will no doubt put the value he pleases both on the 
comi>arative and on the absolute merits of the two procedures. 

’2 Since it is impo.ssible for us to enter into the methods and results of modern wel¬ 
fare economics, readers may welcome a few references: A. Burk (Bergson), ‘A Re¬ 
formulation of Certain Aspects of Welfare Economics,’ Quarterly Journal of Eco¬ 
nomics, February H. Hotelling, ‘The General Welfare in Relation to Problems 

of I’axation and of Railway and Utility Rates,’ Econometrica, July 1938; N. Kaldor, 
A\’clfare Propositions in Econ(jmics and Interpersonal Comparisons of Utility,’ Eco¬ 
nomic Journal, September 1939; J. R. Hicks, The I'oundations of Welfare Economics,* 
Economic Journal, December 1939; T. de Scitovszky, ‘A Note on Welfare Proposi¬ 
tions in Economics,’ Review of Economic Studies, November 1941; O. Lange, ^'I'he 
Foundations of Welfare Economics,’ Economeirica, July-October 1942; G. Tintncr, 
‘A Note on Welfare Economics,* Economeirica, January 1946. Professor Hotelling’s 
paper is of particular interest because it contains what is perhaps the most famous 
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fcrs, first, by a better teehnique. Second, partly because this better technique 
yields better results but much more because the preconceptions and affilia¬ 
tions of the modern radical differ from the preconceptions and affiliations of 
the old radical, it also differs by its attitude toward business and laissez-faire. 
But third it also differs by a circumstance that is not to its credit. Classic wel¬ 
fare propositions—including those of Jeremy Bentham—display a remarkable 
a^^'areness of the qualifications to which considerations of instantaneous wel¬ 
fare maxima becoinc subject as soon as we take account of the future. Not less 
remarkably, such considerations are almost completely absent from the writings 
of modern welfare eeonoiuists. Practically their only topic is the administra¬ 
tion of the means afforded by an existing industrial structure. This is no ob¬ 
jection so long as welfare propositions remain exercises in pure theory and arc 
frankh’ described as such. It is a fatal objection as soon as the welfare econo¬ 
mist, repeating a long exploded methodological error, proceeds to ‘prescribe.* 
'I’he chief objection to the most popular of all welfare precepts—equality of 
incoTucs—is not that it has no rigorously defensilde foundations; the chief ob¬ 
jection is that, even so far as lenahlCy it is completely uninteresting by com¬ 
parison with tlie question of its effects upon cultural and economic CNolution. 

‘practicar proiwsition of inoclcrii welfare* economics, namely, that maximizing general 
welfare (in a particular sense) requires that all goods and sers'ices should be i)rodueed 
and consumed in quantities such as to etiualize marginal costs and prices even where, 
owing to the presence of decreasing average costs, this involves losses to the producing 
industry—a proposition that is of great theoretical interest. Another excellent example 
for ‘modern welfare cconoinics at work’ is Professor Samuelson's ‘Welfare Economics 
and Ijiternational I’rade,’ American Economic Revieyw June 195S, supplemented by 
‘Gains from International 'Prade/ Canadian fournal of Economics and Political Science, 
May 1939. and Foundations (1947). ch. S. 

[When originally written, the latest reference in this section was to Tintner's article 
in Econometrica, January 1946. The reference to Samuelson's Foundations (1947) was 
added later in pencil.] 
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1. Practical Problems 

Once more the bulk of the \ast literature on money and related subjects, 
which the period under survey produced, grew out of the discussions of cur¬ 
rent problems. It contained, as the literature on money always did and does, 
a large quantity of completely worthless publications and a still larger quantity 
of publications which, though more or less meritorious within their range, arc 
uninteresting from the standpoint of a history of analysis. It is nevertheless 
necessary, recalling what has been said in Chapter 2, section 3, to restate a 
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few of those praetieal problems that induced discussions of some importance. 

(a) The Gold Standard. Tlic literary reflex of the tendency lliat dominated 
the monetary policy of the period, the maintenance or adoption of the gold 
standard, merits more careful analysis than it is possible for us to offer, llicre 
were in all countries, among those who discussed actualities of national mone¬ 
tary policy in a practical spirit, very many unconditional ‘pro’s.' They in¬ 
cluded, as docs every part}' to every practical controversy, narrow-minded 
fanatics without a trace of intelligence, but on its higher lc\cls this was a 
respectable group. 1 shall mention, by way of example, Bamberger, Giffcn, dc 
Paricii, though a dozen other such trios would do just as wcll.^ 

In view of the superficial sentence that some of us are in the habit of pass¬ 
ing on the monetary thought of that time, it should be noticed, first, that the 
opinions and rccoiimicndations of the uneoiiditional ‘pro’s' were incessantly 
under fire—so that nothing could be farther from the truth than the idea that 
the economists of that period as a body worshipped the golden calf—and, sec¬ 
ond, that these opinions receixed but qualified support from those leaders of 
scientific economics who actually worked in the field. As v\e shall sec, neither 
jevons, nor Walras, nor Marshall, nor Wickscll, nor Wicser, nor Fisher can, 
without qualification, be called either theoretical or practical gold mono- 
metallists. Later on, moreover, the depressions of the eighties and iiiTictics 
raised the question of gold’s responsibility cither for falling or for cyclically 
fluctuating prices. And the emergence of the gold-exchange standard raised the 

1 Ludwig Bamberger (1823-99) was a typical doctrinaire liberal of the German type 
—a rcvoIutionar>- in 1848, a staunch enemy of socialism, jirotection, and even social 
insurance ever after. As a member of the Reichstag he established himself as its author¬ 
ity on money, and his great aim was to get Germany on the gold standard and to keep 
her there. Me was a violent anti bimetallist (see siibsec. b), disposing of the bimetal¬ 
list argument by pointing to the silver interests behind it. But the particular task he 
manfully strove to accomplish and the particular historical conditions in >^hich this task 
posited itself to him must be taken into account before we condemn his views on the 
.score of theoretical inadequacy. The more important of his speeches and articles (Aus- 
gewdhlte Reden utid Aufsdtze iiber Geld- und Bankwesen) have been edited by K. 
Helfferieh (1900). 

Sir Robert Giffcn (1837-1910), an economic journalist and civil sers-ant. belongs to 
that category of meritorious or even eminent economists to whom this bool; cannot do 
justice. His Progress of the Working Classes in the Last Half Century (1884) and his 
Growth of Capital (1889) are landmarks in the hi.stor\' of economic statistics. Here wc 
have to notice his valiant defense of the gold standard (Case against Bimetallism, 1892; 
Evidence before the Royal Commission on Gold and Silver, 1886-8) and his almost 
ferocious hatred of Fancy (i.e. non-gold) Monetaiy Standards. 

F. E. de Parieu (1815-93) was by far the most important of the three. A public man 
—half politician, half civil servant—he specialized in the fields of taxation (income tax 
and related matters) and monetary policy. From 1857 on. perceiving the ineluctable 
drift of things, he advocated the gold standard—but with due respect to the French 
silver problems—and international monetary co-operation (see subsec. c below). His 
work on money is in his various reports. His works on public finance have been no¬ 
ticed already. [J. A. S. intended to but did not do this in the unfinished sec. 6 of eh. 6.] 
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question of the merits of actual gold circulation to which, as we know, Ricardo 
had already returned a negative answer.® 

(b) Bimetallism. This was, throughout that period, the most fertile source 
of ‘practical* controversy. The popular and political literature of the silver men 
—justice to silver; dollar of our fathers; You shall not crucify mankind upon a 
cross of gold—contains many arguments that kept on a much lower level than 
anything that can be found in the writings of the sponsors of gold. In particu¬ 
lar, it is infested by products of a scmi-pathologieal nature, for at that time 
biinctallisin ^^•as the chief hunting grounds of monetary monomaniacs. Never¬ 
theless, it is the fact—a fact that these semi pathological products and also the 
victor\’ of the gold part> tend to obliterate—that, on its highest level, the bi¬ 
metallist argument rcalh’ had the better of the contro\'ersy, e\en apart from 
the support that a number of men of scientific standing extended to the cause 
of bimetallism.-' 

(c) International Monctar)^ Co-operation. The various international mone¬ 
tary unions and con\entions, such as the Latin Union, the Scandinavian Union, 
the German Union (before the foundation of the empire), naturally sug¬ 
gested more comprehensive schemes. On the initiati\e of France, an interna¬ 
tional currency conference was held in Paris, 1867, tliat under the leadership 
of de Parieu succeeded to a surprising extent in keeping clear of the bimetal¬ 
list hornets* nest, considered the question of a uniform world cfiinagc of gold, 
and adopted what were so far the boldest proposals e\er made for a world-wide 
monetary union. But at the subsequent international conferences of 1S78, iSSi, 
and 1892, pressure by the United States diverted discussion and proposals to 
bimetallism and thereby killed the original idea.* IIowc\cr, at the conference 
of 1892, the German economist, Julius Wolf, proflFcred a new idea, namely, 

2 The gold-exchange standard was essentially a practitioner’s idea. Scientific analysis 
had little if anything to do with the ‘discover^.’ 'I'hcre arc, however, a number of 
critical interpretations of the exchange standard by scientific economists of which it 
must suffice to mention: L. von Miscs, ‘The Foreign Kxcbange Policy of the .\ustrO' 
Hungarian Bank,’ Economic Journal, June 1909; J. M. Keynes, Indian Currency and 
Finance (1913); Fritz Machlup, Die Goldkemwdhrun^ (1925); C. A. Conant, The 
Gold-Exchange Standard,’ Economic Journal, June 1909; and a series of important 
papers and reports by E. W. Kemmerer, see, e.g., his analysis of the case of the 
Straits Settlements in Political Science Quarterly, xix and xxi (December 1904 and 
December igo6). 

® It is. howxwer, quite impossible to sample that torrent of publications. Instead, I 
shall mention two works of undoubted scientific standing that may serve as an intro¬ 
duction to the popular literature also: J. S. Nicholson, Treatiae on Money and Essays 
on Monetary Problems (1888), and F. A. Walker, International Bimetallism (1896). 
There w'as a Bimetallic League whose many publications are recommended to readers 
desirous of going further into the subject. .Additional material is to be found in the 
reports and other W'ritings of S. Dana Horton, next to Walker the leading American 
advocate of international bimetallism. The outstanding purely analytic performance on 
bimetallism is that of Walras (Elements, legons 31 and 32). 

* On these conferences, whose reports contain many contributions of analytical merit, 
see H. B. Russell, International Monetary Conferences (1898). 
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that an international gold reserve be' deposited in a neutral country and that 
international banknotes be issued on the basis of this reserve—the idea that, 
though in an entirely different form, was to be partly realized by the Interna¬ 
tional Fund of Bretton Woods fame. 

(d) Stabilization and Monetary Management. The chief appeal of the bi¬ 
metallist argument, at least for people not directly interested in silver produc¬ 
tion, was of course in the prospect it held out of rising prices. Officially, how¬ 
ever, bimetallists preferred to speak of stabilizing the price lc\cl. But other 
schemes of stabilization, unconnected with silver, were also produced, for ex¬ 
ample, schemes that proj^osed to divorce circulation entirely from gold and to 
use paper monc>-. And though, during three decades of falling prices, it was 
primarily the price lc\cl people thought of stabilizing (as always, there was 
intentional or unintentional confusion of this aim with the aim of keeping up 
individual prices, especially those of agricultural products), broader aims were 
by no means absent. Even mere stabilization of prices implies—as its main 
purely economic motive—concern with stabilization of a country’s economic 
situation. But stabilization of employment was often mentioned explicitly. 
I'urthcr, cspccialh in connection with discussions of the gold-exchange stand¬ 
ard, there was much talk about stabilizing money rates. 

All this already meant monetary management of one kind or another. For 
instance, bimetallism spells management whcnc\er, in order to make it work, 
it is ncccssar)' to regulate the price of siher—that is to sa\-, to peg it by pur¬ 
chases in order to keep siher from driving gold out of circulation—for in this 
ease the monetary s}stcm no longer works automatically. All schemes that 

The ‘comedy of errors’ present in almost any discussion of economic policy may be 
instructively illustratcrd by one particular instance pertaining to that range of prob¬ 
lems. When Austria, in the nineties, adopted the gold exchange standard, it was urged 
by politicians and in the press that one of the advantages of this arrangement would be 
to secure lower interest rates than would prevail in the case of a fullfledged gold cur¬ 
rency. Truth and error in this should be easy to disentangle. A central bank that is to 
keep exchanges within gold points must, in the long run, do pretty much all that a 
central bank docs under the fullfledged gold standard, and refrain from doing what 
such a bank must not do. 'riierefore, interest rates in a money market that works under 
the gold exchange standard cannot be normally lower than they would be in a money 
market that works under a fullfledged gold standard. But, first, the total amount of 
gold necessary in order to start a gold-excliange-standard system is smaller than the 
total amount of gold that is necessary to start a system with actual gold circulation. 
Hence money rates in the initial period need not be kept on so liigh a level for so 
long in the former ease as would be necessar>' in the latter case. Second, with the 
central bank in control of the wiiole of a nation’s monetar>^ gold stock, it is easier in 
the former ca.se to avoid the necc.ssity of varsing bank rate in i^assing spells of difli- 
culty than it is in the latter. However, politicians and the daily ])rcss claimed that 
interest rates w'ould normally be low’cr with a gold-exchange standard than they would 
be with a fullfledged gold standard. And in their zeal to refute this erroneous proposi¬ 
tion, profc.ssional economists usually failed to admit the two true ones—so that, as so 
often happens in our field, both parties to the controversy were, in effect, right and 
wrong at the same time. 
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went further than this involved, of course, still more management. As an ex¬ 
ample, I shall mention a proposal that commanded some support: the pro¬ 
posal of an inconvertible i^apcr currency to be regulated by a government de¬ 
partment that was to buy goNcrnmcnt bonds for this currency—to increase 
liquidih'—whciic\er the price level fell, and to sell government bonds—to de¬ 
crease liquidity—for this currency whenever the price level rose. This proposal 
may be considered as one of the many precursors of the open-market opera¬ 
tions of the hederal Rcscr^■c System. But the idea of open-market operations 
was familiar in other forms also. For monctaiy- management was not confined 
to management of the currency. It extended to management of the foreign 
exchanges and, more important, of bank credit.” Nor did it remain in the realm 
of ‘plans.' It was increasingly practiced by all the great central banks." And it 
is not true that monetary managenicnt of this and other t\'pes knew no other 
purpose than to safeguard a nation's gold stock. It was practiced for thera¬ 
peutic purposes. These purposes differed from ours and the full-cmploymcnl 
purpose was not the dominating one. But it is as misleading to overstress the 
importance that was then attached to playing the gold standard game for its 
own sake as it is to speak of the monetary s\ stems prior to 1914 as ‘auto¬ 
matic.' * Unless this be clearly understood, it is impossible to appreciate the 
doctrinal developments of that age cither in themselves or in their relation to 
the thought of our own time. 

For the rest wc must be content to notice a few of the performances, in the 
field of ‘monetary reform,’ of the scientific leaders, jevons sketched out what 
seemed to him ‘An Ideally Perfect System of Currency’ ” in which gold, while 
retained as means of exchange and common denominator of values, was to 
cease to be the standard for deferred payments, ‘the amounts of debts, al¬ 
though expressed in gold, being varied inverseh, as gold varies in terms of other 
commodities.’ This revived the ‘tabular-standard plan' of Lowe (see above, 
Part III, ch. 7, sec. 3) and is also the keynote of Marshall’s suggestions.^” The 

® Thus, the issue of control of credit vs. control of money, which carries over into 
more recent times, was already discussed. 

^ For England, in particular, sec W. T. C. King, History of the London Discount 
Market (1936). 

« Tliey looked more automatic than they were because they functioned so smoothly. 
Moreover, if the Bank of England seems (statistically) to have reacted, in its discount 
policy, mainly to tlic inflow or outflow of gold, it must not be forgotten that, in the 
conditions that prevailed roughly until 1900, reacting to the inflow and outflow of 
gold involved essentially the same behavior as would have reacting to the domestic 
business situation, in nine cases out of ten. When this ceased to be so, central banks 
increasingly resorted to ‘gold devices,* i.e. increasingly abandoned the orthodox gold 
standard game. 

® Written about 1875 but first published in his important Investigations in Currency 
and Finance, posthumously edited by Mrs. Jevons and Professor Foxwell in 1884. At¬ 
tention is called to Foxwell's Introduction. 

In order to save space, I neglect the other features of Jevons’ scheme, which are 
in the direction of an international note issue and clearing system based upon gold. 
Marshall’s exploits in the role (as he styled it) of ‘amateur currency-mediciner* saw the 
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latter include, however, a novel idea. Adopting Ricardo’s ingot plan, he pro¬ 
posed that these ingots should eonsist of both gold and siher and that silver 
bars of a eertain weight should be legally ‘wedded’ to gold bars of a certain 
weight so that the monetary unit would constitute a claim to quantities of both 
gold and silver in fixed proportion (Symmetallism). Irving Fisher’s proposal, 
the Compensated Dollar, combined adoption of the gold-exchange standard 
with the device of varying the gold content of the monetary unit according to 
the variations of an official price index so that a dollar should represent, in¬ 
stead of a constant quantity of gold, a constant quantity of purchasing power. 
Finally, Walras advocated a plan that linked up with actual practice in France 
in a manner that was as ingenious as it was simple. Gold was to remain the 
standard monetary metal and to be coined for private account without limit. 
Siber was to be the material of token coins (billon) which, however, were 
not only to pro\ide small change (billon divisionnaire) but also a type of 
legaUtemler money that was to be used for the purpose of controlling the price 
level {billon regulateur): go\ernment was to expand its circulation when prices 
were falling and to contract its issue when prices were rising, llie modern 
ring of this proposal needs no emphasis, ^\^alras added another, which makes 
him one of the precursors of our own ‘loo per cent plans.’ He recognized, 
though only in the case of banknotes, the fact that banks create means of 
payment or, as he put it, that banks can lend to entrepreneurs without borrow¬ 
ing the same amount from caintalists (savers). But he disapproved of it. And 
he proposed that the silver surplus be used in order to coin additional silver 
tokens in the amount of banknotes outstanding—minus the amount of legal- 
tender cash held by the issuing banks—^and to suppress the latter.’- 

Tlie merits or demerits of these plans arc not in question here. They ha\c 
been mentioned for two reasons: first, because they show how utterly un¬ 
founded is the belief that scientific leaders did not attend to problems of 
monetary reform until our o\v\^ day; second, because all those plans rested 
upon a basis of anab tic work, the fundamental importance of which must be 
recognized quite independently of whether or not wc like the plans themselves. 

light in n paper he read at the Industrial Remuneration Conference in 18S5, signifi¬ 
cantly entitled ‘I low far do remediable causes influence prejudicially (a) the continuity 
of employment, (b) the rates of wages?’ (see Keynes’s biography of Marshall, Essays in 
Biographyy p. 204); in his evidences before the Royal Commission on the Depression 
of Trade and Industry (18S6), before the Gold and Silver Commission (18S7-8), and 
before the Indian Currency Coiiiiiiittcc (1899), published in Official Papers (1926); 
and in his article ‘Remedies for Fluctuations of General Prices’ (Contemporary Review, 
March 1887). See also F. Y. Edgeworth, ‘ITiouglits on Monetary Reform,’ Economic 
Joumaly September 1895. 

Sec Irving Fisher, assisted by Harry G. Brown, The Purchasing Power of Money 
(1st ed., 1911)- 

^2 Etudes d*dconomie politique appliquee, 1 and v. 
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2 . Analytic Work 

The story of the period’s purely analytic work—to which henceforth we 
shall confine our attention almost exclusively—is a stor}’ of successful advance.’ 
Though, as we ha\e just seen, most of the leaders partieipated with zest in 
the discussions on the practical problems of their day, their work was less de¬ 
pendent upon this stimulus than had been the work of their predecessors: 
more than before analysis forged ahead, as it were, under its own steam, and 
the purely scientific filiation of ideas—doctrinal change that is not simph' re¬ 
action to changing facts and changing political huinors—is more in evidence 
than it was in the preceding period. And more than in other parts of eco¬ 
nomics new and \aluablc methods and results grew out of the pre-existing 
stock of knowledge: in ‘general theory’ it is possible, if wc so choose, to speak 
of revolution; in monetary theory there was onh* \ igorous CNolution. No break 
occurred with the work that J. S. Mill had thrown into an imperfectly system¬ 
atic form. Yet most of the ground on which the structure of monetary analysis 
stands today was actually conquered. 

I'he general picture I am about to present suffers from the iini)ossibility of giving 
an account, except on rare occasions, of the factual work of that ])criocl which is at 
least as important for our own as arc the ‘theories.’ But all that can be clone in a 
sketch like this is to mention types and give one or two examples of each, 't here are, 
first, some really excellent official reports: besides the ringlish ones, which as usual hold 
first place, I will again refer to those of the intcniational monetary conferences and 
of the U.S. National Monetary Commi.s.sioii (1911 12). Second, there are the his- 
tories of currencies and of banking—such as W. A. Shaw’s History of Currency, 1252- 
1894 (1895) or W. G. Sumner’s classic, A History of American Currency (1874). rhird, 
the period produced repertoires of materials that are still of value—Adolf Soetbeer’s 
(1814-92) Materialien zur Erlduterung und Beurteilun^ der w'irtschaftlichen Edelmeiall- 
verhdltnisse (1885; Kngli.sh trans. from 2nd ed., 1S87, the seventh part of which con¬ 
tains his famous Table of Prices) is the outstanding performance of this genus. A fourth 
type is exemplified by Sir R. 11 . Iiiglis Palgrave’s statistical work on central banks, 
especially the Bank of Kngland (most of it summed up in his Bank Rate and the 
Money Market, 1903, which is a masterjiiece of the art of making figures s]ieak): it is 
very difficult to formulate particular results but he who iieruses this book page by page 
suddenly discovers that he understands its subject. F’ifth, wc should note the infiltra¬ 
tion of modern statistical methods into the field—the earliest c.xample known to me 
being J. P. Norton’s Statistical Studies in the New York Money Market (1902). 

1 Four references will suffice: Professor Marget’s w'ork {Theory of Prices, 1938-42), 
though not primarily written from the historical point of view, is yet by far the best 
guide to the history of monetary analysis during that period; Professor Rist’s History 
of Monetary and Credit Theory (English trans., 1940) must also be mentioned again; 
Professor Howard Ellis’ German Monetary Theory, 1905 1933 (1934; together with 
authorities there quoted or mentioned in the Bibliography) presents an exhaustive treat¬ 
ment of the work within its field; V. F. Wagner’s Geschichte der Kredittheorien (1937) 
usefully supplements Professor Rist’s work. 
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Why is it, then, that the work of that period is sometimes referred to so 
slightingly and that many of us eonstruet an entirely unrealistie eleavage be¬ 
tween it and our own? One answer is precisely that the evolutionary quality' 
of those new' methods and results make them look like mere reformulations 
of old stuff. But there is another answ^er, one that is highly interesting for the 
student of the mechanisms of scientific ‘progress.’ 'rhat period failed to de¬ 
velop and .systematize its conquests in a form readily accessible to all econo¬ 
mists, with all implications and applications nicely worked out and displayed 
on a silver platter, "llicse conquests therefore did not penetrate into the coin- 
inon run of literature, especially into the textbooks, so that derogatory criti¬ 
cism, while it arouses just indignation in scholars like Professor Margct, is at 
the .same time in a position to justify itself by quotations from the common 
run—even from such w'cll-known, successful, and (in their w'ay) meritorious 
books as Karl Ilelfferich’s Das Geld (190:5), or J. L. Laughlin’s Principles of 
Money (190^), or Horace White’s popular Money and Banking (1st cd., 1S95; 
5th cd., 1914), or Dax’id Kinley’s Money (1904), or Alfred de rbvillc's Lm Mon- 
naie (1907). Even Adolf Wagner’s Sozialokonomische Theorie des Geldes 
(1909), which takes a higher flight and contains several original points, is not in 
much better case, and Karl Knics’s Geld und Credit (187:5-9), important 
though it is in other respects, added but little to the topics cox ered by its title. 

In conscience, vve must, however, mention at least a fexv more of those textbooks 
that stand out from the rest for one reason or another: Jevons’ Money and the Mech¬ 
anism of Exchange (1875). which ran into many editions—a charming book in which 
rather trite elements are sometimes glorified by original sparks; J. Shield Nicholson's 
Treatise on Money and Essays on Monetary Problems (1888)—a work that has never 
got its due; K. A. Walker’s famous textbook. Money (1878), perhaps the best means 
to familiarize oneself with the current doctrine of those times at its best; Tullio Mar- 
tello’s La Moncta (1883), the value of wbich is but slightly impaired by some liberal- 
ist vagaries on free coinage; A. Messedaglia's Ld Moneta . . . (1882 3), one of the best 
performances of the scientific literature on money that preceded the Walras-Marshall- 
Wicksell Kislier achievements. In addition, the parts, books, or chapters on money of 
the general treatises—such as Pierson's, or Divisia’s, or Colson’s—ought to be men¬ 
tioned.® But we must confine ourselves to the Third Book of G, Cassel’s Theoretische 
Sozialokonomie (1918, 4th ed. rev. 1927; English trans., 1923, nexv ed., 1932). This 
W'ork descrx'cs to be singled out because it presents, xvith a clearness that does not admit 
of doubt, an in.stance of the x^iew that the fundamental logic of the economic process 
is entirely independent of the monetarv' phenomenon, the theory of which fundamen¬ 
tally consists merely in the theory of the price level—by which relative prices (exchange 
ratios) arc turned into absolute money prices on quantity theory lines—and therefore 
really and not only apparently stands outside the body of general economic theoiy\ In 
this resiKct, Ca.ssel entirely missed the import of Walras’ message, which in other re¬ 
spects he followed so clo.sely. But if xve take his treatment as an outstanding instance 
of what is indeed a completely antiquated view of the matter, xvc must add that he 
represents this view extremely effectively and that his treatment therefore retains impor¬ 
tance. Nor is this importance merely historical. We may well use Cassel whenever we 
xvish to find out what our owm advance really amounts to. 


®On Pierson, Divisia, and Colson, see above, ch. 5. 
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A brief description of the nature and fate of the chief analytic performances 
of the period ^^'il1 explain this paradoxical state of things. 

(a) Walras. First, by far the greatest of those performances was that of 
\\’alras.“ In the same sense in which it is true to say that he created economic 
statics, the modern theory of economic equilibrium, it is also true to say that 
he created the modern thcor\' of money. In fact, his thcor>' of money and 
credit is simply part of this general theory of economic equilibrium. He there¬ 
fore siibstantialh’ fulfilled the great desideratum \\hich has been so much 
stressed during the last twciih’ years, namely, the desideratum that the analysis 
of money should be built into the system of general thcor>- instead of being 
developed independently and then plastered upon it. And, so far as monetary 
statics is concerned, all propositions developed about money and monetary 
processes are cither contained in his system or may be derived from it by intro¬ 
ducing additional assumptions. Thus, as has been shown by Lange,^ the 
Keynesian anah sis of the General Theory (not of the Treatise of 1930) is but 
a special ease of the genuinely general theory- of Walras. But, as we have seen, 
\\'alras did not come into his own until the twenties. Such influence as he 
exerted during the period under discussion was mainly through Wickscll and 
Pantaleoni. And even these two did not fully appreciate the importance of his 
work on money. Ilis immediate successor, Pareto, was altogether blind to it 
and slid back rather than advanced in this particular field. Two c.xccllcnt fol¬ 
lowers W^alras did find. But they remained almost completely unkno^^'n, 
Aupetit and Schlesinger." 

So far as the period under survey is concerned, the Walrasian theory of 
money simply did not exist for ihc overwhelming majorih' of economists. I 
take, however, the opportunity to advert to the original work of Del Vecchio, 
which, in part from Walrasian bases, started in the last years of that period.® 

Another body of original work on money, related to that of Walras, may 
be conveniently mentioned here, namely, Irving Fisher’s. Most of it came too 
late to exert influence within the period. And when it did appear, professional 
attention was too much concentrated on one book. The Purchasing Power of 

3 It is only in the 4th ed. of the Elements d'economic politique pure (1900) that 
we find Walras’ pure thcor\- of money fully developed. His slow progress toward this 
most important piece of monetary' analysis covered the years 1876-99, the starting point 
and the individual steps being reflected in the first three editions and in a numlxT of 
memoirs on applied problems which eventually went into the Etudes d'economie poli~ 
tique appliquee (see above, ch. 7, sec. 7e). 

* Sec O. Lange, "'I’he Rate of Interest and the Optimum Propensity to Consume,* 
Economica, February 1938. 

® A. Aupetit, Kssai sur la theorie g^nerale de la monnaie (1901); Karl Schlesinger, 
Theorie der Geld‘ und Kreditwirtschaft (1914). These two books, especially the latter, 
arc striking instances of the fact that in our field first-class performance is neither a 
necessary nor a sufficient condition for success. 

® Gustavo Del Vecchio, Professor at the University of Bologna, began publishing his 
important series of papers in 1909. They w'cre summed up in his Grundlinien der Geld- 
theorie (1930) and more completely in his Ricerche sopra la teoria generate della 
moneta (1932). 
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Money (1911), the success of which obscured the fact that it presented only 
one aspect—and not the most important one—of its author's monetary theory 
as this phrase is understood now. Ever since the publication of this book 
Fisher has been classed as a sponsor of a particularly rigid form of quantity 
theory (see below, see. 5) and all his other contributions to monetary analysis 
of the economic process as a whole—monetary analysis in the sense in which 
Keynes's General Theory is monetary analysis—^liave been neglected. "Ihis was 
and is because he did not call them monetary or income analysis but chose 
other titles, such as Theory of Interest or Booms and Depressions. In consc' 
qucncc, his readers never got a full view of his work on money and in particu¬ 
lar iiCNcr noticed the Walrasian streak in it.^ 

(b) Marshall. The second great performance of the last three decades of the 
nineteenth century was Marshall's.** Like Walras, though less explicitly, he saw 
the monetary problem as part of the general analysis of the economic process 
and as one of the doors to the theory of employment. More clearly than Wal¬ 
ras, though less emphatically than Wickscll, he taught the importance of the 
distinction between the ‘real' and the ‘monetary' rate of interest and of attend¬ 
ing to the details of the mechanism by which changes in the amount of money 
act on the economic system. And there were many hints that suggest future 
developments though only a few of them will be mentioned in this chapter. 
Me held all the elements required for a decisive step forward though he did 
not himself take this step. Unlike \\^alras he was indeed in a position of ef¬ 
fective leadership. From 1885 on, the whole world's population of economists 
would have listened had he addressed it. But only glimpses of his views on 

Practically all of Professor Fisher’s numerous books and papers are relevant for 
the scholar who may some day attempt the task of co-ordination. I mention here only 
the most important of those books that have not been mentioned above, eh. 5, sec. 7b. 
Appreciation and Interest {Publications of the American Economic Association^ August 
1896); The Purchasing Power of Money (with U. G. Bro\Mi, 1911; rev., 1913); The 
Money Illusion (1928); Booms and Depressions (1932). But the Kate of Interest (1907), 
fully developed into The Theory of Interest (1930), which has been mentioned al¬ 
ready, is really still more important for monetary theor>' in the present-day sense. Fisher’s 
work on index numbers will be mentioned later. 

** Marshall’s final presentation of his contributions, to be mentioned presently in the 
text, was preceded by a number of communications, mainly to official committees of 
inquiry, that were republished in his Official Papers and may be supplemented by a 
number of passages in the Memorials. But the Principles also contain important ele¬ 
ments of an imposing total. 'I'he reader finds a sun'ey of most of the essential points 
in Keynes's biographical memoir (Essays in Biography, pp. 195-206), but must be 
warned again that this memoir w'as written by a (then) fervent disciple. In some points 
the large claims made by this disciple on behalf of the originality' and priority of the 
master must certainly be discounted. For the rest, Keynes’s statement that Marshall 
developed the whole of his monetary theory during the seventies should be accepted 
unreservedly—though without prejudice to the claims of \\'alras and W^icksell. Another 
point is interesting to note: Marshall's monetary analysis, like his economic analysis in 
general, clearly started from J. S. Mill’s and must be understood as a development of 
the latter's teaching. 
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monetary problems were vouchsafed to it until the publication, in his extreme 
old age, of his Money, Credit, and Commerce (192;), when nothing in it 
seemed no\'eJ an>' more. His Cambridge pupils and other followers of his did 
listen. As a matter of historical justice, it should be emphasized that, in devel¬ 
oping the English monetary theories of our own time, Hawtrey, Lavington, 
Ke>'nes, Pigou, and Robertson developed Marshallian teaching—though on 
lines of their ovm. 

It is iiiinecessan' to coinincnt upon works that are in everv* student’s hands. All that 
is necessary to point out here arc the links with Marshall. Professor R. G. Hawtrey 
should perhaps not be called a pupil in the same sense in which this term applies to 
the others. But most of the propositions that individuate his teaching—which, as the 
reader knows, is mainly geared to the problems of business cycles—may be traced to 
Mar.shall (and some to Wicksell). I’he best way of putting it is perhaps to say that 
Hawtrey’s analysis is an original development, in a certain direction, of Marshall’s 
analysis. Of his numerous works, it will siifEcc to mention here Good and Bad Trade 
(1913), Currency and Credit (1st ed.. 1919}, The Art of Central Banking (1932), Cap¬ 
ital and Employment (1937). Frederick Lavington's works are not so well known as 
they' desenc to be: The English Capital ^larket (1921) and The Trade Cycle . . . 
(1922). I’hcy arc unconditionally Marshallian. So is Professor Pigou’s article. "I’lie \ alue 
of Money,' in the Quarterly Journal of EconomieSy November 1917, his chief contribu¬ 
tion to monetary theory per se. Other contributions are to be found in his Industrial 
Fluctuations (192-). Of all the rest, I will mention only liis monetary analysis of the 
economic process. Employment and Equilibrium 11941). The theoretical skeleton of 
Lord Keynes’s first book, Indian Currency and Finance (1915), was also Marshallian, 
and in his Tract on \ionetary Reform (1923) he wrote that his ‘exposition [of mone¬ 
tary theory] follows the general lines of Prof. Pigou and Dr. Marshall’ (p. 8311.), 
though notes of his own are sounded at critical points. His most ambitious book, 

A Treatise on Money (1930), may be de.scribed as a development of (though also away 
from) Marshallian and W’icksellian lines—the Witksellian elements were rediscovered, 
however, not taken from W'ickscll. It was only in The General Theory of Employ- 
menty Interest, and Money (1936) that allegiance to Marshall was formally renounced. 
This makes it all tiie more important to note that it was not so much theoretical dif¬ 
ferences which produced this posthumous break with Marshall as the difference in 
.social vision—in tlic diagnoses Marshall and Keynes formed about the economic situa 
tion of their times. As far as points of theory and not factual assumptions or jiractical 
recommendations arc concerned, there w'as one important difference only—about the 
mechanism of saving and investment—but even this one could have been reduced to a 
matter of shift of emphasis, had it not been es.sential for Keynes to divorce himself from 
what he styled the ‘classic theory.’ Professor D. H. Robertson’s strikingly original Bank¬ 
ing Policy and the Price f^cvcl (1926) went really further beyond Marshall than any 
of the W'orks mentioned in this paragraph. If it stood alone, it would not be appro¬ 
priate to pigeonhole Robertson with the Marshallians. Nor can he be so pigeonholed on 
the strength of his theory' of business cycles. But the rest of his publications on money 
(including his well know'ii elementary textbook), the most important of which have 
been republished in his Essays in Monetary Theory (1940) may be said to have grown 
from Marshallian roots. 

But this success of MarshalPs teaching on money was to come later, so late 
that he lost part of the credit for it. Up to 1914, monetary theory outside of 
Cambridge was practically untouched by Manshallian influence. 
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(c) WickselL The third great performance to be mentioned is that of Wick- 
sell.” Posthumously he acquired even greater international reputation as a 
monetary theorist than either Marshall or Walras. This better fortune is due 
to the facts that his Swedish disciples never ceased to call themselves Wicksel- 
lians, even when they eriticized and surpassed him, and that his message be¬ 
came accessible in German at a relatively early date and in a form that w^as 
not so forbidding as was that of \Valras. But it took him decades to reach the 
Anglo-American sphere. 

Again it is hardly necessary to mention such well-known names as Myrdal, Ohlin, 
Lindahh Lundherg. Chiiinar Myrdal’s Monetary Equilibrium (Swedish, 1931 ; German, 
1933 ; English, 19^91. Hertil Ohlin’s Swedish essay on the theor\' of expansion, ‘Penning 
])()litik. offcntliga arhcleii. snb\cnti(>ner och tullar som medel mot arbetshishet* pub- 
lisJied ill a report on Monetary Policy to the Swedish Unemployment Commission, 
1934 ), and Erik Lindahrs English siimmaiy' of his contributions (Studies in the Theory 
of Money and Capital, 1939). Erik Limdberg's Studies in the Theory of Economic 
Expansion ( 1937 ') will represent the post Wickscllian development. It is an interesting 
fact to note in a history' of economic analysis that, until about ten years ago, this de¬ 
velopment jiarallelcd and in some important points anticipated, the English (Keynesian) 
one without becoming known to English economists. Some mild protests naturally re¬ 
sulted from this state of thing.s and also some disciis.sions about the differences between, 
and the relative merits of, the two bodies of thought. See Ohlin's ‘Some Notes on the 
Stockholm 'I'licory of Savings and Investment,' Economic Journal, March and June 
i 937» aud the subsequent discussions in the same Journal (see below. Part v, ch. 5). 
Professor D. Davidson, the contemporary and helpful critic of M’^icksell, should not 
go unmentioned. The reader finds all he ought to know about Davidson's monetary 
doctrines in the excellent article. ‘The Monetary' Doctrines of Professor Davidson,' by 
Mr. Rrinley Thomas (Economic Journal, March 1935 ). In the latter’s Monetary Policy 
and Crises ( 1936 ) there is a brief but useful sketch of Swedish monetary' theory since 
W'icksell. 

(cl) The Austriam. In the fourth place, there were the contributions of the 
Austrian group. 'I'hey all started from Monger,’” who did not, however, strike 
out on a line for himself: his theory, though a masterly performance so far as 

” W’ickscirs chief contributions arc in his Geldzins und Giiterpreise (1898). R. F. 
Kahn’s trans.. Interest and Prices, with an introduction on the evolution of Wicksell’s 
thought by Professor Ohlin, appeared in 1936, but some of the essentia] ideas, espe¬ 
cially the famous W ickscllian ‘cumulative process' were presented to the English pub¬ 
lic in the article on ‘The Influence of the Rate of Interc.st on Prices,' Economic 
Journal, June 1907 , and in vol. 11 of his Lectures on Political Economy (Sw'cdish orig¬ 
inal, 1906; English trans., 1934)- Very important, becau.se emphasizing certain points 
that do not stand out so strongly in those two books is also his (Swedish) article on the 
obscure point in the theory of money, ‘Den dunkla punkten i penningteoricn,’ 
Ekononiisk Tidskrift, December 1003. As in the case of Marshall, it should be ob- 
.served that W'icksell started from Mill and that his monetary theory developed from a 
criticism of the latter and the English authors behind him, Tookc in particular. 

See Collected Works (4 vols., l..ondon School Reprints, 1933-6). Monger's chief 
pieces on money were the chapter on the theory of money in his Grundsatze and the 
article ‘Geld' in the 3rd cd. of the Handworterbuch (1909). 
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it went, \\'as simply a descendant from Davanzati's. It was Wicser who at¬ 
tempted a new departure.'^ In trying to do justice to it we meet with the same 
difEculh' that confronted us when we were trying to define his place in the 
histor\' of general theor\'. Wieser’s spacious \ isioii of the monetary phenome¬ 
non is not adequately rendered by calling him a sponsor of the ‘ineomc- 
approaeh' or a sjDonsor of the consumption standard. It comprised much 
more than that, in particular the conception of a monetary theory of the eco¬ 
nomic process as a whole. But he was so deficient in technique and so little 
able to coin his metal that nothing of this came out as it should have. And so 
his influence touched only a few individuals. The author of the group’s stand¬ 
ard work on nioiie\’, \ c)n Miscs,^-* who was also its foremost teacher in the field 
—in fact the founder of a school of his own—was no doubt one of them. But 
he was only parth’ in sympathy with Wicser’s \ iews. 

3. FundamentAT.S 

(a) Nature and Functions of Money, Discussions on the nature and func¬ 
tions of money and hence on the question of definition were carried on 
throughout the period. But, with the exception to be noticed under (b), they 
did not excite niueh interest and, without any exception, they did not pro¬ 
duce very interesting results. I believe that a majority of writers accepted, or 
would have been willing to accept, Roscher's definition.^ Mcngcr and his fol¬ 
lowers did so with particular emphasis—without any intention to commit them¬ 
selves thereby to all its implications. Others, Americans especially, accepted 
W^ilker’s neat phrase—‘Money is that Money does’—in an equally non-coin- 

Wiescr’s ideas on money, like those of Walras, developed when his original work 
on general thcoiy' liad been done. Ilis first iniblieation in the field was his inaugural 
lecture delivered on his appointiiicnt to Menger’s chair in \'ienna (‘Der Geldwert und 
seine geschichtliehen V'eranderuiigen/ Zeitsebrift fiir Volkswirtscbaft^ Sozialpolitik 
und Verwaltun^y 1904). An improved version was j^resented in an address to the Verein 
fiir Sozialpolitik at its Vienna meeting in 1909 and published in the Verein’s Schriftm, 
vol. 132, and another in the article ‘Geld’ (Allgcineine Theorie des Geldes) in the 4th 
ed. of the hlandworterbuchf 1927. 

On \\'ieser as a sponsor of the income approach, sec below sec. 6b. 

Ludwig von Mises, Theorie des Geldes und der Umlaufsmiitel (1st cd., 1912, 
2nd ed., 1924, English trans. under the title. Theory of Money and Credit, 1934). 

^ ‘The false definitions of money divide up into two main groups: those that con¬ 
sider it to be soniething more, and those that consider it to be something less, than 
the most salable commodity’ (Roscher, Grundlagen, Book ii, ch. 3, S n6 [trans. by 
J. A. S.]). As an example of the contrary opinion, I quote Richard (son of the more 
important Bruno) Hildebrand, Theorie des Geldes (1883), w'hcre we learn that money, 
far from being a commodity is ‘the very opposite of a commodity.’ In Interest and 
Prices Wicksell quoted both these authors. And his comments upon the issue illus¬ 
trate w'ell how little such general pronouncements really mean to the serious worker. 
But the contradictions between them help to discredit economics in the eyes of all 
those laymen and historians who take them too literally and believe that everything 
else follows from them. 
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niittal spirit. Most writers distinguished between money or primary' money 
(meaning coin and government fiat, often but not always, also banknotes or 
at least notes of central banks) and ‘credit' or fiduciary- money (meaning means 
of payment arising out of credit transactions), a distinction to which some at¬ 
tached great importance - and which, in certain cases to be noticed, was in 
fact indicative of something more significant than terminological preference. 
We have seen above that the leading authorities on money were not addicted 
to any uncritical gold standard fctichism. Where they did stand for the gold 
standard, as in Ital\', there were good and sufficient practical reasons for their 
doing so. But practically all must be classed as theoretical metallists in our 
sense of the terin.'^ It seems worth our while to ad\crt to the following points. 

k’irst, the i)ractiee continued to prevail of de\cloping the theor\' of money 
from its old four functions: medium of exchange, measure of value, store of 
value, standard of deferred payments—many authors insisting both on the sep¬ 
arability of these functions and on the practical reasons why we aetually find 
them combined. Walras, anticipated of course by all those authors who—like 
A. Smith and Malthus—had used labor as a standard of value, introduced the 
useful fashion of keeping distinct the numeraire —a commodits' whose unit is 
used in order to express prices and values but uhosc own value remains un¬ 
affected b>’ this role—and monnaie —the commodih' that actualh’ serves as 
means of exchange and whose value is consequently affected because its mone- 
tar\' role absorbs part of its supply. 

Second, many \\'riters went out of their way to emphasize the storc-of-valuc 
function of money. This is important because it raises the ciucstion how far the 
economists of that period were aware of the phenomenon that is called Liquid¬ 
ity Preference in the Keynesian economics of our own da>'. Marshall spoke of 
a law of hoarding according to which people’s demand for gold hoards in¬ 
creases as its value rises (sec Official Papers, p. 6). Occasionally he seems to 
ha\e gi\cn thought to the fact that ])coplc sometimes fail to spend though 
they have the power to do so." Von Mises noticed in passing that money is 
sometimes held as an asset {Vermogensanlage), Going further, Kemmerer 
averred (Money and Credit Instruments, p. 20) that ‘large sums of money are 
continually being hoarded' and that ‘the proportion of the circulating medium 
which is hoarded from time to time . . . varies with all the influences which 
affect . . . business confidence.' Moreover, Marshall and others, especially 
Fisher, were aware of the role that hoarding, in the sense of unwillingness to 

- See, c.g., Lnughlin, op. cit. or Mises, op. cit. In our own time no less an author¬ 
ity than Professor Rist (op. cit.) may be cited in support of the opinion that neglect 
of that distinction has been the source of many errors, theoretical and practical. But 
the errors can be avoided even if we include ‘credit* with money, and committed if we 
do not. 

8 Pareto, evidently disgusted by Italian currency troubles, w'ent even so far as to 
call paper money ‘false money' (moneta falsa). Other Italians also, such as Pantaleoni, 
considered it as a pathological ease. Equally strong metallism, though differently mo¬ 
tivated, we can find only in Marx. 

* So already in Economics of Industry, see J. M. Keynes, General Theory, p. ign. 
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spend, plays in the mechanism of depressions. But only outsiders, such as Hob¬ 
son, attached ‘critical importance’ to it as a cause of disturbance in general 
and of unemployment in particular."* Since it is this feature that constitutes 
the theory of Liquidih^ Preference, we must, I think, credit—or debit—the 
introduction of the thcor\ to Lord Keynes (see, however, below, sec. 6). 

Third, the theory of money of that period was not monetary analysis cither 
in the sense of Bechcr and Quesnay ** or in the modern sense; that is to say, 
it was not the general theory of a monetary economy. \Vc have indeed seen 
that Walras' thcor\' of money is fully integrated with his general theory of 
value and distribution. We have noticed and shall notice again other ad\anccs 
in that direction, in particular the one associated with Wickscll’s name. On 
the \\'holc, liowe\'er, monetary’ theory remained in one separate coinpartinent 
and the ‘theory of \aluc and distribution’ in another. Prices (including rates 
of income) remained primarily exchange ratios, which nione\' reduces to abso¬ 
lute figures without affecting them in ain thing except for clothing them with 
a monetary garb. Or, in other words, the model of the economic process was 
in all essentials a barter model, the working of which inflations and deflations 
might disturb but which is logically complete and autonomous. Practically all 
the most valuable work of the period—so far as it was not concerned with 
specifically monetary problems—was Real Analysis, even where it expressed its 
coneepts in terms of money.' 

This situation found expression in the creation of an interesting concci^t 
that emerged and vanished with it. If, on the one hand, the facts of value 
and distribution arc logically so independent of mone\’ that they can be set 
forth w’ith only a passing reference to it, but if, on the other hand, it is recog¬ 
nized that money may act as a disturber, then the problem arises of defining 
how money w^ould ha\'e to beha\e in order to lca\c the real processes of the 
barter model uninflucnecd. Wieksell was the first to see the problem clearly 
and to coin the appropriate concept. Neutral Money. In itself, this concept 
expresses nothing but the established belief in the j^ossibility of pure ‘real’ 
analysis. But it also suggests recognition of the fact that money need not be 
neutral. So its creation induced a hunt for the conditions in which money is 
neutral. And this point eventually led to the discovery that no such conditions 
can be formulated, that is, that there is no sucli thing as neutral money or 
money that is a mere veil spread over the phenomena that really matter—an 

®J. A. Hobson, Physiology of Industry, p. 102, approvingly quoted by Keynes; sec 
preceding footnote. 

® On Bccher and Quesnay in this connection, see above. Part ii, ch. 6. 

^ This statement may cause some difficulties for the beginner whiclj an example 
will remove. Bohin Bawerk’s Fund of Subsistence is a real concept denoting all sorts 
of consumable goods. Nevertheless, he speaks of it in terms of money. But this docs 
not mean either that he adopts a monetary concept of capital or that he attributes 
to money any influence on the process he describes. IIis money—like Ricardo's so far 
as the general theory of the Principles is concerned—is nothing but a homogeneous 
expression for a medley of quantities of physical goods. 



MONEY, CREDIT, AND CYCLES I089 

interesting case of a concept's rendering valuable serviee by proving un¬ 
workable.® 

Fourth, so long and so far as the theory of money actually did dwell in a 
separate coinpartnicnt, its central—and practically only—problem was the ex¬ 
change value or purchasing power of money. In the analytic work of the period 
this stands out much more clearly than it did before. Hence the popularity of 
the book title. Money and Prices, which persisted into postwar times.® No 
doubt influenced by the progress of the index-number method, most authors, 
especially in the United States, did not hesitate to define the \aluc of pur¬ 
chasing power of money as the reciprocal ot the price level. 'Ihe Austrians dis¬ 
trusted index nuinbers,’" and felt more theoretical qualms concerning the na¬ 
ture of the value of money. 

A brief comment on thc.se qualms seems justified. From the first, the Aus¬ 
trians entertained a wish, not unnatural from their standpoint, to apply their 
marginal utility thcors' to the ca.se of money—which both the enemies of this 
theory and some of its foremost sponsors, Wiekscll for instance, declared to 
be impossible. Now it was easy to apply the marginal utility theory to the 
significance that individuals attach to their monetary income. Daniel Bernoulli 
(see above. Part ii, ch. 6, .sec. ^b) had already done this. But this significance 
for the individual of a unit of his money income—its subjective exchange value 
as Mcnger called it—docs not help us at all when wc wish to explain the pur¬ 
chasing power or exchange value of money—Menger’s objective exchange value 
of money. For the latter must be known to the individual—the individual must 
know what his money will buy—before he can put any subjective value upon 
his money. On the face of it, it is therefore impossible to do in the case of 

** See J. Ci. Koopinans, ‘Zuni IVoblcm dcs “ncntralcn” Geldcs’ in Beitraise zur Geld^ 
theorie (1933)- 1 he problem in question nui.st, of course, not be confu.sed with .such 
problems as stability of price level or stability of employment and the like. As soon 
as wc bold that a inonetar>' system or ]H>licy insures such .stability, we admit precisely 
that it exerts an influence and hence that it is not neulral. The out.standing example, 
next to W'ickseirs, of an economist’s development from belief in the barter model 
and the possibility of a neutral money toward the belief that nothing, can be avened 
about economic processes without .specific reference to some given behavior of monc\% 
is afforded by the scries of Professor Pigou’s works. The turning point is to be found, 
I think, in his Theory of Unemployment (1933). 

®A few examples in addition to others mentioned elsewhere: Antonio De Viti de 
Marco, Moneta c prezzi (1885); L. L. Price, Money and its Relations to Prices (1896); 
Kichniond Mayo-Smith, ‘Money and Prices,' Political Science Quarterly (June 1900); 
1 '^,. ^\^ Kcrnmerer, Money and Credit Instruments in Their Relation to General Prices 
{1Q07)—a brilliant performance that had the misfortune of being overshadowed by 
the greater one of Fisher; J. I.. Laughlin, Money and Prices (1919) and A New Exposi¬ 
tion of Money, Credit, and Prices (193O: Albert Aftalion, Monnaie, prix et change 

(1927)- 

They were, of course, not the only ones to do so. An American instance is Laugh¬ 
lin. Generally speaking, index numbers imposed thcm.selves upon the profe.ssion as a 
whole by a slow process of infiltration which wore out opposition rather than con¬ 
vinced it (.see below', sec. 4). 
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money what can be done in even' other case, namely, to deduce its exchange 
value from curves or schedules of marginal utilih': to attempt to do so seems 
to spell circular reasoning. We cannot stay to discuss the efforts of Wiescr and 
especially of Miscs to overcome this difEculh' or the objections raised against 
their solution by Anderson.*^ But it should be pointed out that, quite inde¬ 
pendently of this question, the Austrian way of emphasizing the behavior or 
decision of individuals and of defining exchange value of money with respect 
to individual commodities rather than with respect to a price level of one 
kind or another has its merits, particularly in the analysis of an inflationary 
process: it tends to replace a simple but inadequate picture by one which is 
less clcar-cut but more realistic and richer in results. 

Most economists agreed—or would ha\e agreed if asked—that marginal util- 
it\' anabsis does not apply to the case of the exchange value of money. But 
the question whether the supply and demand apparatus applies to it was an¬ 
swered affirmati\cly by most, "lliis was the natural position to take for those 
who were prepared to treat money like any other commodity, as were the Aus¬ 
trians and E. Cannan. But it is curious that many of those who, by adopting a 
special formula for mone>' such as the equation of exchange or the cash-balancc 
formula (see below, secs. 5 and 6), testified to their belief that money cannot 
be so treated, should also have taken that position. In fact, both friends and 
foes of the ‘quantih- theory’ agreed in describing it as an application of the 
demand and supply apparatus to the case of money. 

[(])) Knapp's State Theory of Money.] In Germany what may be described 
as a tempest in a teapot was raised by Knapp’s State Theory of Money.This 
book presented a theory of money that turns upon the adage: Money is the 
Creature of Law. Had Knapp merely asserted that the state may declare an 
object or warrant or ticket or token (bearing a sign) to be lawful money and 
that a proclamation to this effect or even a proclamation to the effect that a 
certain pay-token or ticket will be accepted in discharge of taxes must go a 
long way toward imparting some value to that pay-token or ticket, he would 
have asserted a truth but a platitudinous one. Had he asserted that such ac¬ 
tion of the state will determine the value of that pay-token or tieket, he would 
have asserted an interesting but false proposition. But he did neither. He ex¬ 
plicitly denied that he was interested in the value of money. His theory w'as 
simply a theor\' of the 'nature’ of money considered as the legally valid means 
of payment. Taken in this sense it was as true and as false as it is to say, for 
example, that the institution of marriage is a creature of law. 

See von Mises, Theorie des Geldes (2nd ed., p. 100); B. M. Anderson, The Value 
of Money (1917). 

121'his idea was actually carried out by Professor Pigou in his paper on the The Ex¬ 
change Value of Legal-Tender Money' (see Essays in Applied Economics, 1923). 

13 This is the title of the English (abridged) translation (1924) by IT. M. Lucas and 
J. Bonar of G. F. Knapp’s Die Staatliche Theorie des Geldes (1905). I shall not go 
into the copious Knapp literature, about which the reader finds more than enough in 
Professor Ellis’ German Monetary Theory, 1905-1933 (see above, sec. 2). There he 
also finds a more generous appraisal of Knapp’s performance than I feel able to present. 



MONEY, CREDIT, AND CYCLES IO9I 

If this be so, however, how arc we to account for the success of the book 
which, though substantially confined to Germany, was spectacular? An attempt 
to answer this question might make an interesting study in the social psychol¬ 
ogy of economic analysis. First, Knapp’s exposition was extremely effective. 
His forceful dogmatism and his original conceptualization of his theory im¬ 
pressed laymen and those economists who were laymen in economic theory. 
Second, many people and especially politicians at that time welcomed a theory 
that seemed to offer a basis for the growing popularity of state-managed money 
—during the First World War it was in fact widely used to ‘prove’ that the 
inflation of the currency had nothing to do with soaring prices. Third, in al¬ 
most complete ignorance of both the literature and the logic of the subject, 
Knai^p believed that his theory offered not only an alternative to theoretical 
metallism—his pet aversion—but the only possible one and that it alone was 
capable of explaining why such a thing as paper money can exist at all. And 
this absurd claim was widely accepted^ although Knapp entirely failed to w^ork 
out a non-metallist theory of the value of moncy.^"’ Fourth, leaders such as 
Wicser and Ilawtrey, who were themselves ad\'ancing toward such a theory, 
felt some sympathy for the work that bore a superficial resemblance to their 
own. lie who is interested in the question ‘what it is that succeeds and how 
and why’ and who believes that the answer to this question is more revealing 
than anything else can be of the conditions prevailing in a field of human 
endeavor will do well to ponder this. 

4. The Value of Money: Index Number Approach 

Much more important than the theoretical discussion on the purchasing 
power of money was its statistical complement: the vigorous developments in 
the field of price index numbers during that period constitute indeed one of 
the most significant facts in the entire histoiy- of economics and one of the 
most significant strides toward an economic theory that is to be not only 
quantitative but also numerical. Index numbers of production followed with 
a considerable lag upon those of prices but the foundations for their postwar 
developments were also laid. And there w^s a beginning in the construction of 
wage and employment indices. But precisely because the subject expanded to 
vast dimensions, no attempt can be made here to survey its growth. I shall 
merely mention the outstanding efforts at systematization of what was becom¬ 
ing a semi-independent specialty' or science, and then oflFer a few' comments 

lie was a master in the art of coining new concepts and naming them felicitously. 
It should be observed that the Greek words borrowed for the purpose served very w'ell: 
the German economists of that time were not as a rule good theorists, but most of 
them had had a classical education and knew Greek. 

To some extent this w'as done by one of his critics who desen'es to be mentioned: 
Friedrich Bendixen, Wesen des Geldes (4th ed., 1926) and numerous other publi¬ 
cations. 
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that may hdp the reader to link up the subject with the rest of economic 
analysis and to sec its more general bearings.’ 

[(a) Early Work.] Index numbers having attracted the attention of the Brit¬ 
ish Association for the Advancement of Science, Edgeworth, acting as secre¬ 
tary of the committee that was appointed for the study of the subject, wrote 
his two famous reports (1SS7 and 1889),^ remarkable not so much on account 
of the recommendations proffered as regards practical methods of index mak¬ 
ing as on account of the comprehensive analysis of meanings and purposes— 
labor standard, consumption standard, question of all purpose index, and so 
on. In 1901, C. M. Walsh published his Measurement of General Exchange 
Value, which also based discussion of statistical technique upon a comjjre- 
hensive economic theory of index numbers elaborated in his important book. 
The Fundamental Problem in Monetary Science (190^). Next must be men¬ 
tioned Professor ^\^ C. Mitchell’s monograph on wholesale price index num¬ 
bers, Index Numbers of Wholesale Prices in the United States and Foreign 
Countries (Bulletin 173 of U.S. Bureau of Labor Statistics, 1913, to be used in 
its revised edition. Bulletin 2S4, 1921). But the American century in index 
numbers was to be ushered in by Professor Tr\ ing Fisher’s monumental work 
on The Making of Index Numbers (1922),“ the fountainhead of almost all 
the best later work. But all that can be noticed here of the wealth of its results 
is this: Fisher anahzcd, classified, and ‘rectified’ existing and possible index 
number methods by means of certain previoush- cstablislied ‘tests’; that is to 
say, he formulated certain conditions which index numbers ought to satisfy; 
and ever since most of the theory of index numbers has really been the theory 
of these tests. TTiis is much more important than is the search for an ‘ideal 
index number’ per se, though of course the tests were devised in order to 
rationalize this search. 

[(b) The Role of the Economic Theorists,] The point about index numbers 
that is most relevant to a history of economic analysis is the dominant role 
played by economic theorists in their development. On the face of it, index 

^ Tlie reader will find what he needs in the way of background in C. M. W’alsh's 
article on ‘Index Numbers’ in the Encyclopaedia of the Social Sciences. On produc¬ 
tion indices, see A. F. Burns, ‘'I'hc Measurement of the Physical Volume of Produc 
tion,* Quarterly Journal of Economics, February* 1930. The best reference on wage and 
employment indices is to the outstanding work of A. L. Bowlcy, especially Statistics 
of Wages in the United Kingdom during the iMSt Hundred Years, fourteen articles 
in the Journal of the Royal Statistical Society, 1S98-1906 (partly with G. H. Wood, 
whose work on ‘Real Wages and the Standard of Comfort since 1850,’ ibid. March 
1909, complements this investigation) and *Mea.surcment of Employment,’ ibid. ]uly 
1912. 

** Tliey are most easily accessible in his Papers Relating to Political Economy (vol. i, 
sec. in), where they have been reprinted under the title ‘Measurement of Change in 
Value of Money.’ 

« The links with monetary theory are more in evidence in the parts of the Purchas¬ 
ing Power of Money (1911) that are devoted to index numbers. I’hcse parts should be 
perused together with the book mentioned above. 



MONEY, CREDIT, AND CYCLES IO93 

numbers pertain to the province of the statistical technician and their theory 
should accordingly be part of the theory of statistics, just as is, for example, 
the thcor)' of sampling. A great part of the work on index numbers was in 
fact done by statisticians or by economists who eared little for ‘economic 
theory.’ For instance, the formula that of all displayed the most indestructible 
vitalih' is due to a man who cannot without qualification be called an econo¬ 
mist at all, Laspeyres.* But almost all the decisive impulses and ideas came 
from economic theorists as they had in the eighteenth century and in the first 
half of the nineteenth. In order to establish this point it is enough to mention 
the names Jevons, Edgeworth, and Fisher, to which should be added that of 
A. A. Young.''* But these were not isolated eases. An ever-increasing number of 
economists whom ever\'one would class primarily as theorists took an interest 
cither in developing the method or in elucidating, critically and constructively, 
the meaning and purposes of index numbers. Marshall suggested the chain 
system.® Lexis, Walras, Wickscll, Wiescr, Pigou, to mention but a few leaders, 
contributed substantially to the theoretical foundations.^ Their work was con¬ 
tinued, on an enlarged scale, during the twenties and thirties. Unfortunately, 
we shall not be able to notice in any detail the developments since 1920. But 
three performances of this period will, nevertheless, be mentioned in what 
follo\^■s—those of Di\isia, Ilaberlcr, and Keynes. 

Before going on let me restate the reason why I thought it necessary to in¬ 
sist on the share of economie theorists in developing the index number 

vp-c/ 

•* E. Laspeyres i)iiblislicd the formula (prices weighted by quantities in the base 

year), which secured him immortality—^a student can no more go through any com¬ 
plete training in economics without hearing of l«nspc7res than he can without hearing 
of A. Smith—in the Jahrhiicher fiir Nationalokonornic und Statistik, 1S64; also 1871. 

'• Jevons’ two papers that gave indeed a decisive impulse but do not justify Fisher’s 
statement that he ‘may perhaps be considered the father of index numbers’ or the 
concurring statement of Keynes, are; ‘A Serious Fall in the Value of Gold . . (1863) 

and ‘The Variation of Prices and the Value of the Currenc>- since 1782’ (1865), both 
included in Investigations in Currency and Finance. Splendid work of seminal impor¬ 
tance b\it, for a theorist, surprisingly unmindful of the theoretical questions involved. 
Edgeworth’s work, which partly remedied this shortcoming, and I'isher's have already 
been mentioned. Allyn A. Young’s w'ork in the field is in less danger than is the rest 
of his work of being entirely forgotten because some of it is embodied in his contribu¬ 
tion to M. L. Rietz’s well-known Handbook of Mathematical Statistics (1924). 

® In the article on ‘Remedies for Fluctuations of General Prices,’ Contemporary 
Review, 1887. 

T W. Lexis was, of course, not primarily an economic theorist. But his paper ‘Ober 
gewisse Wertgesamtheiten . . .’ in Zcitschrift fiir die gesamte Staatswissenschaft (1886) 
was a piece of theoretical reasoning of great importance, though it attracted little no¬ 
tice. Walras’ contribution (1874, 1885) has been included in his tltudes d^dconomie 
politique appliqude (ed. definitive, 1936. PP- 20 ct seq.): Wicksell’s is in Interest and 
Prices, eh. 2: Wieser’s—‘ 01 x;r die Messung der V^eranderungen dcs Geldw*erts’—^in 
Schriften des Vereins fiir Sozialpolitik (vol. 132, 1910); Pigou’s in Economics of Wel¬ 
fare (1920; and earlier in Wealth and Welfare, 1912). 
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method. Some statisticians and some economists of anti-thcorctic bent seem to 
think that this piece of 'realistic’ analysis is something to set against the flimsy 
structures of thcor\% something that has been created, in the true scientific 
spirit, for the purpose of replacing mere speculation. It seemed important to 
correct this opinion. The subject of index numbers affords a good example of 
the manner in which theoretical research and statistical research are really re¬ 
lated and in particular how statistical methods may grow out of the theorist’s 
work. 

[(c) Haberler, Divisia, and Keynes.] With the exception of Wicser, most of 
the leading Austrians took a critical, not to say hostile, attitude toward the idea 
of 'measuring’ variations in the purchasing power of money (reciprocal of price 
lc\'cl) by index numbers. They were inclined to refuse citizenship to the con¬ 
cept of price lc\cl and, in any case, to deny its mcasurabilih' on principle.** 
In view of the fact that so many economists placed and place an uncritical 
trust in index figures without troubling thcmsel\es about their meaning,*' this 
attitude provided a much needed antidote. And not only that. The criticism, 
at first merely negative, eventually turned constructive in Professor von llaber- 
Icr's book on the meaning of index numbers.^® 

"J'he core of his analysis is an interpretation of price index numbers that 
turns upon the following proposition: for a given individual of unchanging 
tastes, the price level has fallen (risen) between the points of time /o ^i^d ti if, 
his money income remaining the same, the individual is able to buy at ti a 
collection of goods whicli he prefers to the collection he was able to bu\' at 
fo (is unable to buy at a collection of goods which he prefers to the collec¬ 
tion he bought at fo)- Thi‘> interpretation connects index numbers with welfare 
economics. But its chief importance is in the fact that it bases them upon the 
theory of choice and thus makes them come to anchor in the very center of 
modern value thcory.^^ 

Whereas Haberler abandoned the idea of an 'objective* price level and re¬ 
placed it by what ina\’ be termed a subjective one, Divisia produced the theory 
of the objective price lc\cl or monetary parameter, or monetary index (indice 
monetaire), an achievement of first-rate importance. An attempt at a simple 
explanation of the es.scntial idea is made in the footnote below. 

* Tliis attitude found its strongest expression in Professor von Mises’ Theory of 
Money and Credit. 

**Tliis applies to any index figures, including those of physical output. In the last 
ten years or so a reaction has set in of which the most important symptom is that 
Lord Keynes, who in the Treatise on Money (1930) evidently attached much impor¬ 
tance to ])ricc indices as tools of theoretical analysis, entirely avoided their use in his 
General Theory (1936). 

von Maberlcr, Der Sinn der Indexzahlen (1927). 

Pareto’s suggestion in a similar direction (Cours, vol. i, pp. 264 et seq.) and a 
number of related ones (of which one is contained in Edgeworth’s reports mentioned 
above) were much less convincing. We cannot stay, however. 

If expenditure upon all goods and services, E, changes by a (positive or negative) 
increment AE, then it is evidently possible, in a purely formal way that docs not impl) 



MONEY, CREDIT, AND CYCLES IO95 

It stands to reason that the idea of an over-all priee level, even if admissible, 
is for many purposes inueh less useful than is the idea of sectional price levels, 
for example, of a price level of consumers’ goods (Consumption Standard) and 
services as distinguished from a price level of producers’ (or else investment) 
goods, or of a price lexcl of finished products as distinguished from a price 
IcN'cl of productive services and so on. The over-all price level in particular 
hides the relative movements as against each other of these sectional levels, and 
these relative moxements arc of pivotal importance for certain cycle theories, 
especially for that of Professor von Ilayek. Iliey are also of pivotal importance 
for the 'monetary dynamics’ of Keynes’s Treatise, Book ii of which, entirely 
devoted to this subject, is the chief reference for this t>^pe of analysis. [This 
section was left unfinished.] 


5. ’Fiie Vai.tte of Money: the Eqij.ation of Exchange and the 'Quantity 

Approach’ 

^^’e ha\c seen that, so far as the large majority of writers on money are con¬ 
cerned, there is some trutli in the statement that monetary' analysis of that 
period dwelt, as it w'crc, in a .separate compartment. It is also true—though we 
ha\e noticed exceptions such as \\ alras and the Austrians—that the furniture 
of this separate compartment w'as designed for the special purpose of explain¬ 
ing the \alue or purchasing power of money and not intended for any other 
use. Now, whenever w'c proj^ose to explain the behavior of a single variable 
of the economic system, it is e\ideiitly convenient to bundle up all the others 

anything about causation, to divide up AE into three parts: one that is ‘due’ to the 
(hanges in prices that have occurred—tliis part is equal to the quantities previously 
bought each multiplied by the changes in the respective prices or, symbolically, to SqAp, 
another part is ‘due’ to the changes in the quantities bought and is equal to the 
liriccs pre\iously obtaining each multiplied by the changes in the rc.spective quantities 
or, symbolically, to I^pAq; and the third part is ‘due’ to the fact that the increments of 
the quantities have also been bought at the changed prices and is therefore equal to 
those increments of the quantities each multiplied by the increments in the respective 
prices or, .sjinbolically, to Now, if the changes in prices and quantities (the 

Ac/\s and Ap's) arc small fractions of the quantities and prices themselves (the q's and 
p’s)—which can be the case only if we consider a very .short period of time—then their 
product w'ill be still smaller, so small that we may neglect it for practical purposes. But 
then wc are left with two terms only, the one expressing that ‘effect* upon expenditure 
that W'C should observe if jirices had remained unchanged and therefore free from the ‘ef¬ 
fects* of any clianges in prices; the other expressing that ‘effect* upon expenditure that w'e 
should observe if quantities had remained unchanged and therefore free from the ‘effects’ 
of any changes in quantities. And the latter figure ( 2(7 Ap), expressed as a percentage 
of the original expenditure (E = pq), then serves to define the change that has oc¬ 
curred in the price level or monetary index—^which thereby acquires an unambiguous 
and analytically important meaning. This theory, which had been partly anticipated 
by Lexis (op. cit.), was published by Professor Fransois Divisia in several numbers of 
the Revue d*economie politique, 1925-6, under the title ‘L’Indice monctairc et la 
th^'orie de la monnaie,’ and again in his Economique rationelle (1928), ch. xiv. 
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into a few big aggregates and to consider these as the ‘causes’ that determine 
the one to be explained. ’^Tlic so-callcd Equation of Exchange is certainly tlie 
simplest possible system of such aggregates that contain the value of money 
or the price lc\'cl at all. And if tlie latter be the thing to be explained, the 
others drop naturally (though illogically) into the role of its ‘causes’—and the 
Equation of Exchange, in itself nothing but the statement of a formal relation 
without any causal connotation, then turns or may turn into the Quantity 
Thcor>'. This is why during that period both the equation of exchange and the 
quantity theory enjoyed another lease on life and why so much of the discus¬ 
sion on the thcor\' of money took the form of arguments for and against the 
quantih' theory. Wc must therefore tr>’ to find out what the quantitv' theor>’ 
of these writers really amounted to. 'lb accomplish this in the way most useful 
to the reader, wc shall concentrate on the outstanding achievement in this 
line. Professor Fisher’s theory of the purchasing power of money.’ 

In itself there is nothing new about what has come to be called the Fisher 
or Ncwcomb-Fislicr equation. It simply links the price level (P) with (1) the 
quantity of monc\' in circulation (A/): (2) its ‘efficiency’ or velocity and 
the (physical) \olumc of trade (T). I,ct us express this by writing P ^ 
/(A/, V'', T). To this functional relation the Fisher equation imparts the par- 

AIV 

ticular form: P ^ /l A/, V, T) = %p— or AA' PT. Again, this equation is not 

an identity but an equilibrium condition. I'br Fisher did not say that AIV is 
the same thing as P'i' or that AA^ is equal to PT by definition: given values 
of A/, T tend to hrin^ about a determined \alue of P, but they do not 
simply spell a certain P. But the really interesting monetary analysis begins be¬ 
hind the facade of the equation. Two .sets of questions arise. 

[(a) The Defiuitioti of the Concepts.] F’irst, what are the precise meanings 
of P, A/, V, T? Whatever may be urged against the cpiantity theory approach, 
one virtue it certainly has: the obvious vicinity of its concepts to statistical ma¬ 
terial forces theorists to do what without this compulsion they often fail to 
do, namely, to define their concepts accurately and operationally. We cannot 
discuss or even list, but can only point to, all the problems that lurk behind 
the question which prices should, for the general purposes of the equation of 
exchange, be included in P, and consequently which transactions in T.‘^ Fisher 

1 In doing so, we take qiiantit\' theory analysis at its liighest. On the whole, the 
cost we incur thereby in terms of information about numerous other formulations is 
not great. But it must be stated that, though overshadowed by f'isher’s performance, 
Kemmerer's (Money and Credit Instruments in Their Relation to General Prices, 1907) 
w'ould serve our purpose nearly as well. Fisher gave generous credit to Simon New¬ 
comb’s treatment of Socictary Circulation (Principles, 1885; sec above, ch. 5, sec. 7a) 
which is in fact an important contribution. But wc cannot go into the merits peculiar 
to it. 

2 An idea of these problems may be derived by perusal of the Appendices to Fisher’s 
Purchasing Power of Money (1911). Tlie notion of giving up altogether the concept of 
a general price level of everything that is bought and sold for money (an idea that was 
to be carried in the twenties to its extreme by Carl Snyder’s general price-level concept; 
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himself, although in his introductory considerations he defined T as the 
amount of 'goods' bought by money, adopted a wider concept—that included 
securities—in his statistical work. But attention must be called to some prob¬ 
lems concerning the definition of M. 

Most writers on money displayed reluctance to calling checking deposits 
money—at least to doing so without qualification. As wc ha\’C seen, they usu¬ 
ally stressed the difference between money and 'credit' (see below, sec. 6) or 
'primary' and 'fiduciary' money. Rut when it came to working the equation 
of exchange, the majority—especially the Americans, who did by far the great¬ 
est part of the statistical work—included the quantitatively most important 
h'pc of 'credit instruments,' checking deposits, as a matter of course, often 
going so far as to call them ‘deposit currency.' 'Ihe M of their equation of 
exchange, then, meant substantially coin, government fiat, banknotes, demand 
deposits. Since this means including practically ‘everything that buys,' it might 
seem that they should have, on the one hand, taken account of barter (and 
also of the fact that part of the social product is consumed directly by its pro¬ 
ducers) and, on the other hand, excluded non-circulating money (the cash re¬ 
serves of banks and hoards). 'Ihe first difficulh' was, so far as I can see, not 
taken very seriously; as regards the second I shall simply quote Keinmercr's 
opinion (op. cit. p. 2^): 'it makes no difference to the truth of the quantity 
theory- whether new money is offered for commodities all at once, slowly, or 
not at all,* because money tliat does not circulate has simply the velocit}' zero. 

In Europe, especially on the continent of Europe, this conceptual scheme 
was much less popular, in part, because most Europeans did not face up to 
the statistical task. 'I’o gi>‘e a front-rank example for an alternative scheme: 
Wicksell (as Rodbertus before him) confined M to metallic money (and, I 
suppose, fiat paper money that docs not carry any title to redemption in 
iiictal), and interpreted banknotes and deposits as devices for increasing the 
velocity of 'money*—so that bank reserves instead of having the velocity zero, 
would have a very high one (Fisher’s 'virtual \cloeity’). Ihe reader should ob- 
scr\e that there is no intrinsic merit or demerit in cither arrangement: con¬ 
venience alone is the criterion for choosing between them. Tliis criterion, of 
course, tells heaxily for the ‘American alternative.' But there is another point 
to attend to. Fisher introduced the checking deposits (M') w'ith a distinct ve¬ 
locity (V') separately into his equation so as to make it read: -f- M'V = 

PT. But he introduced two additional hypotheses. First, he assumed that there 
exists a very stable relation between the primary money (the hand-to-hand 
cash) people carry in their pockets or keep in their chests or xaults and the 
amounts of liquid means they keep on checking account. Second, he assumed 

see ‘A New Index of the General Price Level from 1875,' Journal of the American 
Statistical Association, June 1Q24) and of replacing it by several sectional price levels 
fconsuincrs* goods, investment goods, and so on) was not, so far as I know, discussed 
during that period except that it was implied in the Austrian group’s hostility to the 
price-level concept. Tlie trend of opinion in favor of the idea of multiple price levels 
eventually triumphed conspicuously in Lord Keynes's Treatise of 1930, Book ii. 
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that, in equilibrium, and for periods that are not too long, there exists a vcr>' 
stable relation between the reserves of the banking system and the sum total 
of ehceking deposits. Let us eonsidcr what this means. By virtue of these 
two hypotheses Fisher's position lies somewhere between the position of those 
who simply include in M demand deposits along with ‘currency outside of 
banks’ without making any distinction between these two categories (so far 
as purchasing-power problems arc concerned) and the position of those who, 
like W'icksell, include onl\’ coin and irredeemable paper. For that part of the 
quantity of money which Fisher called ‘primary’ and which, envisaging Anglo- 
American conditions of 1911, he identified with gold acquires a position not 
shared b>' the checking deposits. ITiese remain indeed ‘deposit currency,’ but 
the idea is suggested that the xariatioii in the amount of this currency’ is gov¬ 
erned by the variation in the quantity' of the ‘primary currency’ or, under those 
conditions, of gold. The reader will see how well this links up with the com¬ 
pensated-dollar plan, which aims at controlling the price le^•cl by approjjriatc 
variations of the gold content of the monetary unit. 

Two additional points must be mentioned about the V —additional, that 
is, to the observation made above that the vclocih' concept depends upon the 
quantity concept w'c choose to adopt. l'’irst. no great adsance beyond Mill 
w^as made in the analysis of the factors behind the velocity of money.*’ In fact, 
it w-as not before the publication of Pigou’s Industrial Fluctuations ^ that the 
various t>pcs of velocity' w'crc clearly distinguished and tliat the most impor¬ 
tant of them, the now familiar Income Velocity, w'as brought home to the 
profession at large. But it should not be said that the economists of that j^criod 
habitually considered velocity to be a constant. Kcinincrcr’s emphasis on its 
variability^ as a function of the general business situation should suffice to 
refute an accusation that is constantly being repeated and that has created, in 
many minds, an entirely unrealistic impression to the effect that it is the chief 
merit of modern analysis to have recognized this variability. Second, w'c nnist 
pay our respects to some pioneer efforts in statistical measurement of velocity— 
landmarks, even though only partly successful, on the road tow^ard numerical 
economics, principally associated w'ith the names of dcs Essars, Kinley, Kem- 
merer, and, above all, Irving Fisher.® 

® On the fortunes of the concept of velocity of goods, see Margct, op. cit. passim. 
Kemmerer introduced it into his equation of exchange. 

^ A, C. Pigou, Industrial Fluctuations hst ed., 1927), Part i, ch. 15. Prior to this 
work, there is not much besides Wicksell’s contribution (Interest and Prices, ch. 6). 

® See above, sec. 3a. 

® Pierre dcs Essars in ‘La Vitesse de la circulation de la monnaie,* Journal de la so- 
ciete de statistique de Paris, April 1895; David Kinley, Doc. No. 399 in Reports of 
National Monetary Commission, ‘The Use of Credit Instruments in Payments in the 
United States,’ and also two papers in Journal of Political Economy, ‘Credit Instru 
ments in Retail Trade,* March 1895, and ‘Credit Imstniments in Business Transactions,’ 
March 1897; Kemmerer, op. cit.; Irving Fisher, op. cit., but originally in ‘A Practical 
Method of Estimating the Velocity of Circulation of Money,’ Journal of the Royal 
Statistical Society, September 1909. Having derived his figures for velocity, Fisher 
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[(b) Distinction between the Equation of Exchange and the Quantity 
Theory,] llie second set of questions turns upon our distinction between equa¬ 
tion of exx’hnngc and qiiantih' theory'. How far did the writers of that period 
(ictuaUy go beyond the statement of the formal equilibrium relation MV -- PI’? 
'I’lie task of answering this question is rendered more difficult l)y the fact that 
those writers themselves did not make that distinction but often described 
themselves as adherents of the quantity theory when all they meant was that 
they saw some advantage in the use of the equation of exchange or its equiva¬ 
lents. However, so far as the majority' of first-flight authors are concerned, we 
may well take as typical the opinion that Pigoii was to express a little later 
('The Value of Money,' Quarterly Journal of Economics, November 1937): ^ 
‘ 7 'hc “Quantity llicory" is often defended and opposed as though it were a 
definite set of pro]X)sitions that must be either true or false. But in fact the 
formulae employed in the exposition of that theory are merely devices for en¬ 
abling us to bring together in an orderly way the prineipal eauses by wliich 
the value of money is determined.’ Tliis statement, in which the words Quan¬ 
tity 'I'heory should be replaced by Equation of Exchange, certainly holds true 
for Marshal] himself and all Marshallians; they did not go at all beyond using 
their \ariant of the eciuation of exchange. The same applies to the Wickscllian 
treatment of the influence upon price levels of autonomous variations in the 
quantity of money: Wicksell put so much emphasis upon the role of the rate 
of interest as to leave little room for direct influences of autonomous varia¬ 
tions in the quantity of money. Of course, from the standpoint of those ex¬ 
tremist opponents of the quantity theory, presently to be noticed, who denied 
that autonomous variations in the quantity' of money have any influence upon 
its \aluc, he—and Marshall—would have to be classed as quantity theorists.® 
The case of W’alras was different, at least on the surface. 

actually proceeded {Purchasing Power . . . and papers there quoted, p. 492) to present 
the whole equation of exchange in numerical tenns—a truly Napoleonic victory even 
though more like Borodino than Austerlitz. 

^ See also Essays in Applied Economics (1923; ‘The Exchange Value of Legal Tender 
Money’). ^ 

® \V'ickscll was so preoccupied with driving home his point that autonomous in¬ 
creases in the quantity of money act on the economic process, via the rate of interest 
on bank loans, by expanding bank credit that he often came near to denying the direct 
influence. But he always recovered himself. For instance he showed that an increase in 
the gold stock must have a direct influence on prices, at least to the extent to which it 
increases the incomes and the expenditure of gold producers. On this see below sec. 6b. 

The po.sition taken by von Miscs illustrates to perfection the difficulties with which 
we liavc to contend. lie is the foremost critic of the price level concept. He denied that 
there is sense in holding that an increase in money will ever increase the price level pro¬ 
portionately. All he averred was (op. cit. 2nd ed., p. 111) that there is *a relation’ be¬ 
tween changes in the value of money and changes in the proportion of demand for to 
supply of money. I’^iis he called the useful clement in the quantity theory—which, 
moreover, he defends against many objections. I think we had better take the clue prof¬ 
fered by himself and pigeonhole him w'ith the opponents of the quantity theory in the 
historical sen.se, i.c. the quantity theory opponents meant to combat. 
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Walras’ position is extremely difficult to understand. His purely analytic 
work upon the problem (see his treatment in the Mements and in the ‘Note 
siir la “Theorie de la Quantite” ’ in the Etudes d'economie politique appliquee^ 
pp. 153 ct seq.) presents first of all a most interesting feature: he did not 
simply posit that the \aluc of money is inversely proportional to its quantity, 
but he tried to deduce it rationally from the marginal utility principle, going 
so far as to say that one would have to reject the latter in order to have a 
right to reject the former. Another interesting feature is that he lets the quanti¬ 
ties of fixed and circulating capitals be determined beforehand as a function 
of a given rate of interest. But, proved under these restrictions, the theorem 
in question, while of course true, is cxtrcmch weak and fully open to the 
objection we so often meet, that the quantity theory is true only under as¬ 
sumptions that render it trivial and quite valueless. I’or W'alras’ theorem really 
amounts to not more than that, all other things being strictissime equal, a 
given amount of transactions could be effected as well by means of a smaller 
amount of monetary units if all prices were reduced in the same pr(3y>ortion. 
However, not only did W’alras call this the iheorie de la quantitc —which in 
itself would entitle us to class him with its opponents for, if this is really its 
formule exacte, then there is certainly nothing to it—but he also seems to have 
been a victim of the delusion that this theorem was all the analytic basis 
needed for his plan of currency reform, that is. he identified this theorem with 
the proposition that juactical control of the j)rice IcncI can be achieved by 
controlling the quantity of money, a proposition which, right or wrong, has 
certainh' little to do with the theorem pro\cd. 

Kemmercr's proposition that the amount of the circulating medium that is 
being hoarded varies widely in the short run amounts to renunciation of the 
quantih- theory in the strictest sense and reduces so much of it as we may 
impute to him to the statement that P is determined by the three variables 
M, and T, whereas we cannot sa>' just as well that M is governed by P, V, 
and 1 \ or V by P, AJ, 7 ’, or T by P, Af, V. hishcr expressed this by sa>ing 
{Purchasing Power, p. 172) that ‘the price level is nonrudly the one absolutch 
passive element in the equation of exchange.’ ** But he w'cnt further than this. 
He also held, not indeed as a matter of general theory but as a matter of sta¬ 
tistical fact, that in practically all cases of substantial fluctuations of price 
lc\cls it was M only, and neither V nor T, w'hich varied sufficiently to be con¬ 
sidered as the explaining variable, in other words, that M w-as normally the 
most important ‘active’ variable as P w^as normally the passive one. This seems 

® Tlie reader will realize that the words 'just as well’ in the first formulation and the 
word 'normally’ in the second are quite essential, 'lb repeat a comment made on this 
point in Part iii, ch. 7, nobody ever has denied or can deny that a ri.se (fall) of the 
price level will induce a fall (rise) in gold production and an outflow (inflow) of gold 
so that, in the case of a free gold currency, the price level cannot be ‘absolutely passive.' 
Moreover, h’isher’s assertion applies only for states in the neighborhood of equilibrium, 
not to states of disequilibrium ('transitional periods’) as we shall pre.scntly see—a fact 
which, and the implications of which, the unwary reader is practically certain to over¬ 
look. 
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fo come as near to teaching qiuintih^ theory in its boldest acceptance as any 
front-rank economist's teaching ever did.^® If in addition we remember the 
rigid assumptions that Fisher made concerning tlic relation between total 
checking deposits and gold, by virtue of which the total quantity of the circu¬ 
lating medium is (under the Anglo-American conditions of 1911) governed by 
gold production and gold exports or imports, we seem to get not only a quan¬ 
tity theory of the value of monej' but (for those particular conditions) a gold- 
quantity theory of it. 

All the more important is it to realize that those critics were wrong who 
classed Fisher as a sponsor of tJie most rigid and most mechanical t}'pc of 
quantity theory and who on the strength of this see a well-nigh unbridgeable 
gulf between the monetary theory of the period under survey, as represented 
by Fisher, and the monetary theory of the twenties and thirties. They are 
wrong for two reasons: (1) the monctar}^ theory of the twenties and thirties is 
much more under quantity theory influence than is generally realized; ” (2) 

^0 It is interesting to compare I'ishcr’s presentation with that of the only other front- 
rank economist who went equally far, Casscl (see, c.g.. his Theory of Social Ecoriomy, 
Third Book). lie first expounds a strict quantity theory but only for the imaginary case 
of two disconnected states of the economy exactly equal in every respect except for a 
differciKC in M —and hence in P. lie then stresses what nobody else had ever stressed 
with such cnerg}’, that this proves nothing whatever concerning the effect which a 
change in Af, introduced in a real economy, would exert—adopting at this point the 
view usually held by opj^onents of the cpiantity thcoiy. But then, having stated that 
nothing can be said a priori about the effects of actual changes of M in real life and 
that we must simply look at the facts, he finds for 1850-1910 (and, with less confi¬ 
dence also for the first half of the nineteenth centuiy) that the quantity theory’ holds 
after all. not as a thcor>^ but as a statistical fact. Boldly generalizing from this, he then 
puts forth his famous ‘Law of 3 per cent': the Sauerbeck index number having been 
approximately equal in 1850 and 1910 and the world's gold stock having approxi¬ 
mately increased during that period at the rate of 2.8 per cent per annum, the T must 
have a tendency to increa.se at apiiroximatcly that rate—and price lc\el will hence in¬ 
crease or decrease according to whether gold production increases the world’s gold stock 
by more or less than this per year. This is indeed unconventional theory'. But it is in¬ 
teresting not only in itself but also on account of its methodology. The reader should 
observe that a jiliysicist would have much less objection to the latter than most econo¬ 
mists had. On the facts, see c.g. J. T. Phinney, ‘Gold Production and the Price 
IiC\'el . . .’ Quarterly Jounial of Economics, August i935- 

^‘This most important fact unfortunately cannot be fully displayed here. I shall 
give a mere pointer toward the bridge betw-een the old quantity theory analysis and 
more modern works. All those, especially American, writers on money who, e.g., in con¬ 
nection w'ith the open-market oi)erations of the Federal Re.scr\'e System, reasoned in 
a manner involving belief in the possibility of controlling (‘stabilizing’) business by con¬ 
trolling the quantity of the circulating medium were quantity theorists with a venge¬ 
ance, a fact partly obscured because, faced by a different institutional set-up, they nat¬ 
urally expressed themselves in ways different from the authors of the Currency School. 
Particularly interesting in this connection is the theory that banks are normally ‘loaned 
up/ that is to say, that banks will normally extend their loans as far as regulative legis¬ 
lation will permit them to go. The theoretical importance of this proposition is that it 
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it should be clear, not only from all the other writings of Fisher but especially 
from his Theory of Interest, that he cannot be classed with quantity theorists 
except in a special sense. 

First, he stopped short of the quantitv' theorem in its fullest possible sense 
by admitting the influence of T on both V and A/ {Purchasing Power . . . , 
ch. 8, J 6)—this weakens the theorem considerabh*. at least as a long-run 
proposition, because it introduces a relation between the ‘independent vari¬ 
ables’ that interferes with the direet effects of \ariati()ns in T on P. Second, 
since the quantity theorem holds only in a state of equilibrium, it is of course 
neither a qualification nor an objection to say that it docs not hold in what 
Fisher calls ‘transition periods.’ But actually, since the economic system is 
practical!) always in a state of transition or disequilibrium, phenomena that 
seem incompatible \^•ith the quantity theorem and ha\’e in fact furnished many 
of their arguments to its opponents arc almost always in exideiice. By paying 
careful attention to them—c'spccially to one type of them, namely, the tend¬ 
ency of the interest rate to adjust itself to both rising and falling prices with 
a lag (see below, sec. 8) —Fisher entirely changed this situation. In strict 

logic, of course, he thereby merely supplemented the information that the 
quantity theorem conveys. But for practical purposes and, esix'cially, if wc 
place ourselves on the standpoint of nanc friends and foes of the quantity 
theorem, we might say with almost equal justice that, in a large and particu¬ 
larly valuable part of his work, he shelved it. Third, Fisher untiringly cmjdia- 
sized that Al, V, T were only the 'proximate causes’ of P. Behind them there 
arc almost a dozen indirect influences on purchasing power (op. cit. chs. and 
6 ) whieh act on price levels through Al, V, 'P. All quantity theorists of all 
times would have accepted this, at least under critical five. But there is a 
point beyond which emphasis upon those indirect influences begins to impair 
the status of the proximate causes, which then easily degenerate into inter¬ 
mediate causes and finally into mere names for what we are then led to label 
‘real’ causes. And this point Fisher seems to have reached: particularly in 
dynamic analysis (his analysis of ‘transitional periods’), which is really the 
thing that matters, those indirect causes become much more interesting than 

makes the quantity of ‘money’ (deposits) strictly dependent upon the action of ‘inonc 
taiy authorities’—i.e. that, from the standpoint of the economic process, Al becomes 
a datum or a strictly independent variable. For a characteristic example of this type of 
neo-quantity theory, see L. Currie, The Supply and Control of Money in the United 
States (1934). But even the Keynesian group, which more than any other emphasizes 
antagonism to the quantity theory’, is not free from its influence. Lord Keynes himself 
at first professed to accept it. (See Tract on Monetary Reform, p. Si.) But, like Pigoii, 
he actually only accepted the equation of exchange. In the General Theory he pro¬ 
fessed to renounce it. But he did not succeed entirely in freeing himself from its shackles. 
Whoever treats M as an independent variable inevitably pays some tribute to it. 

12 Reference must be made in passing to one of Fisher’s most original contributions, 
viz., his work on the problem of Lag Distribution. See his pajiers in the Journal of the 
American Statistical Association, ‘The Businc.ss Cycle Largely a “Dance of the Dollar,’’' 
December 1923, and ‘Our Unstable Dollar and the So-Called Business Cycle,’ |unc 
1925. 
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the question whether or not they ean be forced into the straitjackets of M, 
V, T. 

But why should that great economist have insisted on adopting what on 
closer scrutiny turns out to be a particularly narrow and inadequate, if not 
actually misleading, form of his own thought? I will hazard a hypothetical 
answer: he had conceived a scheme—the compcnsated-dollar plan—which he 
believed to be of great and immediate practical utility; for the success of a 
practical scheme simplicity is essential; hence it was the simplest aspect of 
Fisher's analysis, the quantity theory aspect, which presented itself to his 
mind and dominated his exposition. The theory in the Purchasing Power of 
Money is conceived as a scaffolding for statistical work that in turn was to 
serve a piece of social engineering. This is what pushed aside all other con¬ 
siderations. But they were there and by virtue of their presence his quantity 
theory, if quantity theor>' it must be, is something quite different from other 
quantity theories. 

As the argument above amply shows, it is not easy to draw a convincing 
boundary line between economists who adhered to, and economists who re¬ 
jected, the quantity theorem. But there were all the time many professed ene¬ 
mies of it—in Germany and in France they were in the majorit>'—^who held 
that that theorem was untenable or else eomplctcly valueless. Compared with 
Fisher’s performance and indeed with the performances of any of those leaders 
who may be credited (or debited) with having used the quantity' theorem in 
some sense or other, the arguments of those professed enemies do not show 
up Ncry well. This is due to the fact that, so far as those top-flight quantity^ 
theorists are concerned, opponents were really fighting windmills: as is so 
often the case in economics they were trying to knock down a creation of 
their own fancy; they were tilling to refute what had never been held—for ex¬ 
ample, that the amount of money in circulation is the sole regulator of its 
value—or to urge what, unknown to them, was fully taken into account by 
any of the better expositions of the obnoxious theorem. Tlicy thus often 
rai.scd objections that asserted nothing but what was factually and theoretically 
correct but were nevertheless incorrect qua objections. Vice versa, w'hcre their 
arguments would have constituted \'alid objections—for example, the argu¬ 
ment that quantity' of money has nothing at all to do with its value—they 
were often patently wrong. Finally, they sometimes made points that were 

That simplicity was a major consideration may be inferred from two facts: first 
that he stowed away all the most important things into the compartments labeled 
Transitional periods,* a label that suggests the desire to focus the reader's attention 
upon the simple equilibrium proposition; second, that he expressed the latter in an 
equation instead of expressing it much more satisfactorily in a system of equations which 
could have been easily 'dynamized* so that the equilibrium proposition would have 
naturally taken its true place as a special case. In another author, the failure to adopt 
the latter course would be easily understandable. In the case of an expert mathemati¬ 
cian like Fisher, only the intention to simplify can account for it. 

See S. P. Altmann, 'Zur deutschen C^dlehre des 19. Jahrhunderts* in Festgabe fur 
Schmoller, 1908, i. 
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both valid and relevant but not decisive: this holds for Anderson’s criticism, 
which otherwise stands out brilliantly from the rcst.^® These shortcomings also 
impair the critical implications of the factual research, very valuable in itself, 
that was done with a view to ‘refuting the quantity theory.’ Again and again 
such phenomena as that in the earlier phases of an inflation prices rose less 
than Ai, and in the later phases more than M, were adduced against its valid- 
it\'—a shot that completely fails to hit the target.’" Fisher’s attempt at verifi¬ 
cation, though open to certain criticisms concerning the correlation of time 
series, is greatly superior to anything done by opponents.’" Nevertheless, these 

B. M. Anderson, Value of Money (1917). A sample of liis criticism may be use¬ 
ful. Suppose that the wages of domestic servants be increased (without any ser\ant be 
ing dismissed) and that these servants use their additional income exactly as their em¬ 
ployers had used the same sum before. 'I'herefore nothing has changed except that the 
price of directly consumed serx’ices that should be included in the price level index has 
gone up: M and T ha>e reniaincd con.staiit, yet P has risen. In his review of .Xnder- 
son's book in the Economic fonmaU March igiS. Fdgeworth replied to this by point¬ 
ing out that though M and T have remained constant. \' has been increased. But. ob- 
uously, an increase in V which occurs automatically in certain cases of price changes 
cannot be set against Anderson's objection. Hence he was right. But while his objec¬ 
tion stands, it would not tell heavily against any quantity theor>' that does not pre 
tend to be more than a broad api)roximation. 

I’he following small sample from this literature may be welcome to some readers: 
H. P. W'illis, ‘Historv' and Present Application of the 2 “^*’bty Theory,’ foimial of Po¬ 
litical Economy, September 1896; Alfred dc I’ovillc, *l,a riioorie quantitative et Ics 
prix,' VEconomiste Franqais, April and May 1896; D. Bcrardi, La Moneta nei suoi 
rapporti quantitativi (1912); J. L. Laughlin, *A rheory of Prices,’ Publications of the 
American Economic Association, 5rd series (February 1905); \\\ C. Mitchell, Gold 
Prices and Wages under the Greenback Standard (1908) and ‘Quantity I’hcoiy' of the 
V'alue of Money,’ Journal of Political Economy, March 1896; }. Lescure, ‘Hausses et 
baisses gcncrales des prix,’ Revue d'economie politique, July 1912; B. Nogaro, ‘Contri 
butions a une theorie realiste de la monnaie,’ ibid. October 1906; K. Dollcans, La 
Monnaie et Ics prix (1905). For Gcnnany, I will mention two of the period’s best men 
on money and monetary policy, though they do not present themselves favorably in 
their arguments against the quantity theorem—which W'cre in part developed for the 
particular purpose of show'ing that the fall in prices, 1873 98, had nothing to do with 
gold production or with the extension of the area of the gold standard: Krwin Nasse 
('Das Sinken der W’arenpreise . . .’ Jahrbucher fiir NationalPkonomie, July and Au 
gust 188S) and W. Lexis (the famous statistician), nuincrous papers, sec, e.g., his criti 
cism of Walras’ plan in his review article, 'Neuerc Schriften iiber Geld- und Edel- 
metallc’ (ibid. July 1888); see, how'ever, Rest (op. cit. p. 25311.) for quotations to the 
effect that Lexis accepted the quantity theory in principle. I'heir inability to handle 
properly what after all was not a veiy complicated argument is astounding. So is K. 
Marx’s failure to see that the cost of producing money (however defined) must act on 
commodity prices through its effect upon the supply of money: he denies any in¬ 
fluence of quantity of money upon prices. Capital (English trans., Kerr ed., vol. i, 
p. 136). 

Another attempt that corroborates Fisher’s result is conspicuous for excellence of 
workmanship: Oskar Anderson, ‘ 1 st die Quantitatstheorie statistisch nachweisbar?’ in 
Zeitschrift fiir Natiomdokonomie (March 1931). One of the reasons why both verifica- 
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did not yield. And they were justified in refusing to do so. For they had a 
case. 

A simple example will elucidate this apparently paradoxical situation. Con¬ 
sider a case of war inflation that runs its course like this: disturbance of do¬ 
mestic production and of export and import trade first raises most prices, the 
government’s war demand being financed by means that would without the 
war have been spent by private individuals; this rise in prices together with an 
increase, at an increasing rate, in war demand in physical terms then enforces 
resort to the manufacture of ‘money' (or credit instruments that do not have, 
in this case, the properties of the ordinary credit instruments of commerce); 
and finally there develops an increasing demand for loans by producers—a 
credit expansion in the commercial sense but incessantly fed by evcr-increasing 
prices. Now, historians, politicians, businessmen will certainly describe such a 
process in terms of the war itself and of the disturbance on the one hand and 
the excess demand on the other which the war entails. TTiey will be surprised 
to learn that, instead of war and war disturbance and war demand, it is just 
M, V, and T that ‘cause’ inflation and that it is only M and V that really 
matter. And if they are told that these are the ‘proximate causes’ whereas war, 
war disturbance, war demand are ‘indirect’ ones—the quantitj^ theorist will 
always lune to admit the ‘direct’ role of variations in T—which are operative 
but onl>' at one remove, they will not be content. If anything, they will be 
anno>ed, especially, if they suspect that more is at stake than a mere theo¬ 
retical argument. In this they were right, of course: in the nineteenth century 
as well as in the twenties and thirties of the twentieth a rigid quantity' theory, 
one that attributed to M an altogether unjustifiable role in economic therapy, 
had a way of suddenly emerging from more careful formulations. Especially in 
the United States, the sound-money men—and all those economists ^^•ho felt 
quite rightly that currency troubles are but the reflex of deeper things—^had 
plenh’ of reason for distrusting the possible practical implications of the quan¬ 
tity theorem, a distrust that then extended, however unfairly, to the quantity 
thcor\' analysis itself. But they could have urged purely scientific reasons also. 
What I ha\c described as straitjackets may be useful for certain restricted 
purposes exactly as arc all such oversimplified set-ups, for example, the 
Keynesian system. Outside of the range of these purposes, they become in¬ 
convenient and impediments to more fundamental analysis. If, moreover, we 
admit cyclical variability of V and stress the importance of such ‘indirect’ 
causes as the rate of interest, the rate of change of P (vs. P itself), and so on, 
they become in addition useless. And it is hardly an exaggeration to say that 

tions and refutations from statistical material failed to convince should be noted in 
passing: to a large extent, the decision to accept, or to refuse to accq^t, given statistical 
evidence, is a highly subjective matter. Since no material can ever bear out the quantity 
theory with a 100 per cent accuracy and no material that covers, say, at least ten years 
can ever fail to show some relation between P, T, and M, there must in most cases 
be room for fair difference of opinion as to what given statistical findings really mean. 
It is the merit of more refined methods, such as those of O. Anderson, that they offer 
criteria that are more reliable than is simple ‘impression.’ 
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the chief progress of monetary theory in more recent times has been the re¬ 
sult of a tendency to tear up the straitjackets and to introduce explicitly and 
directly all that the best presentations of the quantity theory relegated into the 
limbo of indirect influences. Lesson: in economics more than elsewhere, a 
good cause and one that will win out eventually may be so inadequately de¬ 
fended as to appear to be bad for decades together. 

[(c) Purchasing Power Parity and the Mechanism of International Pay¬ 
ments.] Before going on, let us touch upon two other matters. In that period, 
more definiteh than before, we find in the neighborhood of the quantit>' 
theorem its old ally, the purchasing-power-parih' theory of foreign exchange, 
that is, the proposition that, if left to itself, the price of a country’s monetary 
unit in terms of foreign currencies tends to be inxcrscly proportional to the re¬ 
lations between the respectixe price levels. It was repeatedly staled, for example, 
by Marshall and Schlesingcr, but when, in the discussion on the exchange 
troubles that arose during and after the First World War, Cassel pressed it 
energetically into service, it struck most people like a new discovery.'** As I 
have stated it, the proposition docs not seem very exciting. Both Marshall and 
Schlesinger noticed it as they went along, without putting much emphasis 
upon it. And we may discern, in the torrent of publications which ‘purchas¬ 
ing power paritx ’ was to produce, a quiet little inlet of discussions about the 
merits of that proposition as a tool of analysis.'" I’hc excitement sprang from 
the fact that Cassel linked it up with a strict quantitx’ theory and, in appli¬ 
cation, with the problems of war inflation. In consequence of this, the purchas¬ 
ing-power-parity theory turned into the so-called ‘inflation theory’ of foreign 
exchange, which reads: increase in M raises the price level; the rise in a coun- 
tr\'’s price level decreases the value of its monetary unit in terms of non-inflated 
foreign currencies. Opposing arguments were marshalled under the flag of a 
‘balancc-of-payment’ theory, which often, though not always, went so far as 
to make the causal nexus run from exchange rate to price level instead of 
from price level to exchange rate. We cannot go into this controversy in 
which opponents never met each other’s arguments on the same plane of fact 
and of abstraction and which, though better things were not lacking, on the 

CasseKs many publications on the subject started in 1916. Hie references that are 
likely to be most useful to the reader are to Cassel’s Theory of Social Economy (eh. 12) 
and to Professor 11 . Ellis’ work on German Monetary Theory (Part in), which goes 
far beyond the Cennan discussion and w'ill prove helpful to those readers who wish to 
enter more fully into a subject to which I can only draw attention. 

This inlet was mainly fed from English sources. See especially A. C. Pigou, ‘Tlie 
Foreign Exchanges,’ Quarterly Journal of Economics, November 1922, and J. M. 
Keynes, Tract on Monetary Reform (ch. 3, glorified by an excellent treatment of for¬ 
ward trading in exchange). Hie discussion had the merit of raising several worth-while 
questions, but ended in the anaemic result that the purchasing power-parity theorem, 
when properly qualified, was of hardly any value at all. As a matter of fact, this is not 
true, and Lord Keynes might have arrived at a better definition of the equilibrium rate 
of exchange than he produced when preparing his Clearing Union and Bretton Woods 
plans, if he had not disposed so lightly of what is a quite valuable starting point. 
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whole presents a sad example of the futility'—largely due to inadequate ana¬ 
lytic power of the participants—of so many economic controversies. 

I take this opportunity^ of noticing another controversy (or set of contro¬ 
versies) that proved more fruitful: the controversy on the mechanism of inter¬ 
national payments. It ran its course and produced its results in the twenties 
and thirties, but its sources arc in the work of the nineteenth century^ and 
some of the most important participants drew inspiration from the contest 
between Tliornton and Ricardo (sec above. Part iii, ch. 7, sec. We have 
before us what is indeed a typical case of normal scientific development. The 
older authors had, more or less explicitly, noticed all the essential elements of 
the problem. But when J. S. Mill summed up their work, it was nevertheless 
an incomplete and one-sided pieture that emerged, namely, the schema of the 
mechanism of unilateral international payments (tributes, or loans, or repay¬ 
ment of loans), according to which the paying country^ first transfers gold, 
thereby increasing the price level of the receiving country and reducing its own 
so as to acquire an export surplus, which then takes care of the subsequent 
payments. The glaring inadequacy of this account, which not only puts the 
whole burden of adjustment on the price level but also neglects the phe¬ 
nomena inevitably associated with such an adjustment, was indeed felt and 
noticed by Bastablc (‘On Some Applications of the Theory^ of International 
'IVade,' Quarterly Journal of Economics, October 1889) and others, but the 
theory proxed a hardy plant and survived in current teaching right into the 
twenties, in spite of protests (c.g., WickselFs in ‘International Freights and 
Prices,’ Quarterly Journal of Economics, February' 1918). When the problem 
of German rcjwrations drew everybody’s attention to these questions of mech¬ 
anism, relatively rapid progress was made in building up an organon of analysis 
that was new as such though none of its elements were. Ohlin’s performance 
{Interregional and International Trade, 1955) supplies a convenient landmark 
in this as it does in other respects. The role of Taussig’s teaching should be 
particularly noticed. He started from Mill’s schema and, in spite of a number 
of improxements he added, personally never abandoned it. But by virtue of the 
criticism he elicited and of the xvork of his pupils, whom his leadership in¬ 
spired, he helped the nexv analysis into existence almost as cffectixcly as if he 
had created it himself. On the one hand, much of the most significant theo¬ 
retical w'ork developed from his teaching, Viner’s especially. On the other 
hand, he started off an important sequence of factual researches. 

T'lic following brief and inadequate comments that cannot do more than indicate 
another ‘bridge’ between our own work and the past may be supplemented by J. Vincr’s 
treatment of the subject in Studies in the Theory of International Trade (chs. vi and 
vii). It is a pleasant duty to criticize the author for having impaired his picture by 
stressing inadequately the importance of his own contribution in Canada*s Balance of 
International Indebtedness (1924). Relying once more on this reference, I shall in what 
follows mention contributions with great brevity. 

In general, that period’s factual re.search on international capital movements is 
among its major titles to our gratitude. C. K. Hobson’s The Export of Capital (1914) 
will serve as an example. 
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6 . The Value of Money: the Cash Balance and Income Approaches^ 

The Ncw'comb-Fisher equation of exchange and expressions closely similar 
to it were indeed widely used (or implied by verbal circumlocutions) but not 
uni\ersally. We are now' going to glance at two other important formulae. In 
both cases, it is as important to grasp that they w'ere fundamentally equiva¬ 
lent to the New'comb-Fishcr equation as it is to understand the nature of the 
differences that induced many economists to prefer them. Or to put the same 
thing from a different angle: the important thing to understand is why those 
formulae, in spite of their fundamental equi\'aleiicc with the Newcomb-Fisher 
equation, nevertheless suggested advance in a different direction. 

(a) The Cash Balance Approach. \\'alras often spoke of the quantih* of 
money. But the central concept of his analysis of money is the encaisse desiree, 
that is, the amount of cash that people individually desire to hold at any mo¬ 
ment. Similarly, the Cambridge economists, following Marshall's lead and in 
obedience to the Pett\-Locke-CantilIoii tradition, adopted a formula that ex¬ 
pressed the same idea. Let n be the amount of 'cash in circulation' with the 
public, p the index number of the cost of living, k the number of ‘consump¬ 
tion units,' also an index figure, representing the physical complement of the 
public’s holdings of hand-to-hand cash, fe' the number of consumption units 
representing similarly the physical complement of the public's checking de¬ 
posits. and r the fraction of k' that banks keep as a cash reserve against fe', 
then we have * 

n = plk -f rk) 

1 Specific reference should again be made to Professor Marget’s treatment of these 
subjects (op. cit., vol. i, chs. 12-16). 

® Sec, e.g., J. M. Keynes, Monetary Reform^ American ed., 1924, pp. S2-6. 'riircc 
things should be observed with respect to this particular formulation. (1) The 'public' in¬ 
cludes the business world; though business docs not spend on consumers' goods, the 
physical complement of its holdings of cash in hand and at banks is nevertheless meas¬ 
ured in 'consumption units,' exactly as is the physical complement of consumers* cash 
and balances. (2) In the chapter in which this exjjosition of the Cambridge theory oc¬ 
curs, Ke>'nes confused—as did so many others—use of the equation of exchange and 
acceptance of the quantity theory; as a matter of fact, he did not mean to accept the 
quantity theorem in any strict sense. (3) In particular, he emphasized, already in 
Monetary Reform, the wide variability of k, k\ and r, and he also protested, though 
mildly, against the uncritical assumption that 'a mere change in the quantity of the 
currenc>' cannot affect k, k\ and r*—statements that foreshadow certain features of 
the analysis of the General Theory. The Treatise takes up an intermediate position, the 
main features of w'hich are the breaking up of the general price level into sectional 
price levels, and the explicit introduction of Saving and Investment among the variables. 
The equations of the Treatise (Book in) must be looked upon as developments of the 
equation above. I'hey illustrate the meaning of my statement to the effect that progress 
of monetary’ analysis in the twenties and thirties largely consisted in brushing aside the 
comprehensive aggregates of equation-of-cxchange analysis and in introducing explicitly 
the variables expressive of the 'indirect influences.’ 
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This is the so<caI 1 ed Cambridge equation, which is to embody the Cash 
Balance Approach. It assumes and asserts exactly what the Newcomb-Fisher 
equation assumes and asserts. In particular, it is not more and not less of an 
identity. Ilic feature that at first sight may seem to constitute a substantive 
difference, namely, the absence of vclocih% is not very important; for all the 
problems that, in the Ncwcomb-Fisher equation, are treated under the head¬ 
ing Velocity turn up in much the same form when we try to work with the 
Cambridge equation. But tlicre is nevertheless something about it which de¬ 
serves notice because it sheds light on an important aspect of the Filiation of 
Scientific Ideas. In expressing the Cambridge equation in words, it is natural 
to say—and all Cambridge economists did say—that 'the public choose' or 
'elect' to keep p{k -f rfc') in cash and balances, and this manner of speaking 
constitutes a psychological bridge to later, especially Keynesian, opinions: for 
it points toward the indi\idual decisions that are behind the public's behavior 
in the matter of holding liquid assets and suggests analysis of the motives that 
prompt them. Especially, if wc express the matter by saying that there is such 
a thing as a 'balance of achantage' as between holding money and holding 
other forms of wealth, we cannot help seeing the signpost that points toward 
the Liquidity Preference Theory of Keynesian fame. But once more we have to 
add that this does not amo\mt to the liquidity prcfcience theory. It is clear, 
especially in the case of Walras* encaisse desiree, that we need additional as¬ 
sumptions concerning people's attitude toward holding cash to carry us from 
the one to the other. 

(b) The Income Approach. Wc have noticed that Tooke, in his '13th 
thesis,' had suggested that the explanation of money prices should start from 
consumers' incomes. As wc know, he offered this as an alternative to the ex¬ 
planation of price levels by the quantity of money which he rejected. Ever 
since, the Income Approach has appealed to anahsts—though it was also 
adopted b\' others—who disliked the quantih' theory or even the equation of 
exchange.® But it is easy to see that, in itself, the former is nothing but an¬ 
other way of writing the latter. Moreover, the amendment might seem to be of 
doubtful value since incomes evidently 'determine' prices in the same sense 
only in u hicli prices 'determine' incomes. Yet Wieser's * and Hawtrey's pref¬ 
erence for this approach is quite understandable, though it yields no result that 
cannot be obtained via the equation of exchange: like the cash balance ap- 

« This holds for A. Aftalion (L'Or et sa distribution mondiale, 1932), or for R. Lief- 
mann {Geld und Gold, 1916), who said categorically: incomes determine prices, and 
also for Tooke’s follower, Adolf Wagner, but not for the most eminent of the spon¬ 
sors of the income approach. R. G. Hawtrey (Currency and Credit, 3rd ed., 1928), 
who starts from Consumers' Outlay, which is ‘proportional jointly to the unspent mar¬ 
gin [equivalent to encaisse desiree, J. A. S.] and the circuit velocity of money.' He calls 
this ‘a form of the quantity theory’ (p. 60). Several German winters, however, refused 
to see this and had to be taught by Hans Neisser, Tauschwert des Geldes (1928) that 
there is no contradiction between the income and the quantity theory. 

*See his Social Economics or his article 'Geld* in the Handworterbuch (4th ed., 

1927). 
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proach, it points to individual behavior; more than the cash balance ap¬ 
proach, it removes mere quantity of money from the position of a proximate 
‘cause of the price le^ eV and substitutes for it one that is still nearer to prices— 
income, or even consumers' expenditure; ® finally it relic\’es the theory of 
money prices from such questions as what is to be considered as money, 'llic 
effect of an increase of money upon prices is indeterminate so long as we do 
not know who gets the additional money, what he does with it, and what the 
state of the economic organism is on which the new money impinges. The 
income formula does not in itself take account of all these questions but it 
directs our attention toward them and thus helps monetary analysis to step 
out of its separate compartment. This advantage is particularly obvious in ana¬ 
lyzing an inflationary process. 'I hougli there is really not much more sense in 
quarreling over the question whether it is the increased quantity of money or 
the increased pay roll that ‘causes' inflation than there would be in quarreling 
o\er the question whether it is the bullet or the murderer’s intention that 
‘causes' the death of the victim, there is still something to be said for concen¬ 
trating on the mechanisms by which the increased quantity of money becomes 
opcrati\c—not to speak of the additional advantage which counts for so much 
in economics, namely, that the income-expenditure formula does not meet 
with some of the prejudices that the equation of exchange encounters. 

7. Bank Credit and the ‘Creation' of Deposits 

Tire important developments that occurred during that period in the bank¬ 
ing s\‘stcms of all commercialized countries and in the functions and policies 
of central banks were, of course, noticed, described, discussed. We cannot sur¬ 
vey the vast literature which pcrfornicd this task and of which reports of offi¬ 
cial commissions and the articles of the best financial journals, the London 
Economist in particular, formed perhaps the most valuable part. It was written 
by businessmen, financial writers, business economists of all t>'pes who knew 
all about the facts, the techniques, and the current practical problems of bank¬ 
ing but who cared little about ‘principles’—-except that they never failed to 
refer to established slogans—and cannot be said to have had any ver}’ clear 
ideas about the meaning of the institutional trends they beheld. Considered 
from the standpoint of scientific analysis, these works were, therefore, raw 
material rather than finished products. And since the ‘scientific analysts' of 
money and credit largely failed to do their part, namely, to work up this ma¬ 
terial and to fashion their anah tic structures to its image, we might almost— 
though not quite—characterize the situation by saying that that literature on 
banking and finance Wiis as much of a separate compartment within the litcra- 

^ 71 ie reader will recall that this particular advantage does not amount to a great 
deal if, when using the equation of exchange, we pay proper attention to the factors 
that govern the variations, e.spccially the cyclical variations, in velocity. On the other 
hand, it might be said that if we do this we have really accepted what the income ap¬ 
proach is meant to convey. 
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ture on money and credit as the latter was a separate compartment within the 
literature on general economics. 

There are a number of books for England, in particular, such as W. T. C. King’s 
History of the London Discount Market (1936) and the various histories of the Bank 
of England (e.g., the recent one by Sir John Clapham, The Bank of England, 1944), 
which w^ill supply part of the information that cannot be given here. For other refer¬ 
ences, see the little bibliography attaclicd to the article on ’Banking, Coinmerciar in 
the Encyclopaedia of the Social Sciences (especially the books of the following authors; 
C. A. Conant, A. \V. Kerr, A. Conrtois, E. Kaufmann, A. Iluart, J. Riesser, O. Jcidels, 
C. Supino, C. Eisfeld, H. P, Willis). This bibliography contains two items which, 
owing to their high quality, should be particularly mentioned; C. F. Dunbar’s Theory 
and History of Banking (5th ed., 1929, but essentially a work of the nineteenth cen¬ 
tury) and F. Somary’s Bankpolitik (1st ed. 1915; 2ud ed. 1930). Perusal of A History 
of Banking Theory by L. W. Mints (1945) will show the reader how far the de¬ 
scriptive literature ’.spilled over’ into the books on monetary and banking theory, though 
the author’s prc.sentation of his huge material is somewhat impaired by undue empha¬ 
sis on the shortcomings of a particularly narrow'ly defined commercial theory of bank¬ 
ing (the ’real-bills doctrine’). 

The situation described above by the separate compartment simile accounts for the 
emergence of a special type of book which was written not only for the general reading 
public but also for economists in order to enlighten them on the facts and problems 
of banking or finance. T’he success of these books proves, better than anything else 
could, how' far the separation of those departments, between wdiich they sought to es¬ 
tablish connection, had actually gone. Two famous instances call for notice. ITie one is 
W. Bagehot’s Lombard Street: A Description of the Money Market (1873), one of 
the most frequently and most admiringly quoted books in the whole economic litera¬ 
ture of the period. No doubt it is brilliantly written. But whoever now turns to that 
book with its fame in mind will nevertheless experience some disappointment. Barring 
a plea for the reorganization of the management of the Bank of England and for a 
reform of English practice concerning gold reserves, it does not contain anything that 
should have been new to any student of economics. Obviously, however, it did teach 
many economists things they did not know and were glad to learn. Our other instance 
is the not less brilliant book by Hartley Withers, The Meaning of Money (2nd ed., 
1909). whose chief merit consists, as wc shall presently see, in having boldly spoken of 
the ’manufacture’ of money by banks. But this should not have surprised anyone. Yet 
it was considered as a novel and somewhat heretical doctrine. 

Thus, academic analysis of credit and banking—including the contribution 
of writers who, without being academic economists themselves, conformed to 
the academic pattern, as did some bankers—^went along on the stock of ideas 
inherited from the preceding period, refining, clarifying, developing no doubt 
but not adding much that was new. Substantially, this meant the prevalence 
of the commercial theory of banking which made the commercial bill or, 
somewhat more generally, the finaneing of current commodity trade the theo¬ 
retical cornerstone of bank credit. We shall, of course, trace this position to 
Tooke and Fullarton. But the currency school influence was stronger than ap¬ 
pears on the surface. Toward the end of the period, it asserted itself particu¬ 
larly in the precincts of the theory of cycles (see below, sec. 8). 
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As regards central banking, economists enlarged indeed their conception of 
the functions of central banks, especially the controlling and regulating func¬ 
tion of the 'lender of last resort.’ But most of them were surprisingly slow in 
recognizing to the full the implications of Monetary Management, which as 
we have seen was developing under their eyes. Adherence to the commercial 
theory was, of course, partly responsible for this. Because of it, control contin¬ 
ued to mean—not wholly but primarily—control by 'discount policy.’ The 
economics profession was not even sure whether it was in the power of central 
banks to regulate market rates or whether bank rate was merely 'declaratory.’ ^ 
Votaries of both opinions then discussed the effects of bank rate in tcniis of 
the two classic modi operandi: on the one hand, pressure on prices by restric¬ 
tion of credit (almost eqiihalent to amount of commercial bills presented for 
discount); on the other hand, attraction from abroad of foreign funds or recall 
from abroad of domestic funds. 

As regards banking in general, it is quite true that strict adherence to the 
commercial theory caused economists to overlook or niisconeei\e some of the 
most important banking developments of that time. Nevertheless, the deroga¬ 
tory criticism leveled at it in our own day is not cntirch justified. To begin 
with, it was not so unrealistic for England, and English prestige in matters of 
banking tended to make English practice the standard case. But, quite apart 
from this, it should be cmpliasizcd that acceptance of the commercial theory 
docs not necessarily iinohe uncritical optimism about the working of the 
discounting mechanism. Economists stressed the ‘elasticity’ of the system that 
turns on financing commodity trade. But they had grown out, or were grow¬ 
ing out, of the opinion that if banks simply finance the 'needs of trade,’ then 
money and production will necessarily inoAC in step and no disturbance will 
arise—which is the really objectionable thesis. On the one hand, most of them 
realized, as Ricardo and Tookc had done before them, that there is no such 
thing as a quantitatively definite need for loans or discounts and that the 
actual amount of borrowers’ demand is as much a question of the banks’ pro- 
pensih' to lend and of the rates they charge as it is a question of borrowers’ 
demand for credit. On the other hand, they realized more and more that the 
practice of financing nothing but current trade—discounting good commercial 
paper—docs not guarantee stability of prices or of business situations in gen¬ 
eral or, in depression, the liquidity of banks.* And it was Wicksell’s achieve- 

1 The futility of this discussion, which could have been settled by a glance at the 
facts, should be obvious. W'c shall, however, think more kindly of it if wc observe 
that the technique of 'making bank rate effective* w'as only slowly developing during 
that period and that economists were still slower in discovering what was actually be¬ 
ing done. Without this technique it is indeed a fair question to ask whether central 
banks can do much more than follow the market—which is what is meant by the 
phrase that their rates are ‘declaratory.’ 

2 In other words—putting the matter from the standpoint of the policy of credit 
control—it was being increasingly realized that attention to the purpose to be financed 
(current commodity transaction) and to the quality of the credit instniments involved 
(good commercial paper) did not enable central banks to dispense with attention to 
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mcnt to introduce both facts into the general theory of money by means of 
his famous model of the Cumulative Process (see below, sec. 8). 

Finally, there is another point, quite independent of all this, that must be 
noticed: the curious narrowness and lack of realism in that period’s conception 
of the nature of bank credit. In order to make this point stand out clearly, let 
us restate how a typical economist, writing around 1900, would have explained 
the subject of credit, keeping in mind, however, all the limitations and dan¬ 
gers inherent in speaking of topical views. He would have said something like 
this. In the (logical) beginning is money—every textbook on money, credit, 
and banking begins with that. For brevit\'’s sake, let us think of gold coin only. 
Now the holders of this money, so far as they neither hoard it nor spend it 
on consumption, ‘invest’ it or, as we may also say, they iend’ their ‘savings’ 
or they ‘supply ca])itar cither to themselves or to somebody else. And this is 
the fundamental fact about credit.^ E.ssentially, therefore, credit is quite inde¬ 
pendent of the existence or non existence of banks and can be understood 
without any reference to them. If, as a further step in analysis, wc do intro¬ 
duce them into the picture, the nature of the phenomenon remains unchanged. 
‘I he public is still the true lender. Bankers arc nothing but its agents, middle¬ 
men who do the actual lending on behalf of the public and whose existence 
is a mere matter of division of labor. 'Ihis thcorv' is satisfactory enough in 
cases of actual ‘lending on account of others’ ^ and of savings deposits. But 
it was also applied to checking deposits (demand deposits, the English current 
accounts). ‘Ihesc, too, were made to arise from people’s depositing with banks 
funds that they owned (our gold coins). The depositors become and remain 
lenders both in the sense that they lend (‘entrust’) their money to the banks 
and in the sense that thc>- are the ultimate lenders in case the banks lend out 
part of this money. In spite of certain technical differences, the credit sup- 
l^licd by deposit banking—the bulk of commercial credit in capitalist societv'— 
can therefore be construed on the pattern of a credit operation between two 
private individuals. As the depositors remain lenders, so bankers remain middle¬ 
men who collect ‘liquid capital’ from innumerable small pools in order to 
make it available to trade. They add nothing to the existing mass of liquid 
means, though tlicv' make it do more work. As Professor Cannan put it in an 
article in Economica (‘The Meaning of Bank Deposits’) which appeared as late 
as January 1921: ‘If cloak-room attendants managed to lend out exactly three- 
quarters of the bags entrusted to them ... we should certainly not accuse 
the cloak-room attendants of having “created” the number of bags indicated by 

the quantity of credit outstanding: this is implied, though perhaps not adequately, in 
the theory of the bank rate. 

8 Wc know that leading theorists described the process in terms of the commodities 
that credit operations were in the last analysis intended to transfer. But for our present 
purpose it is not ncces.sary to go into this again. 

* By this is meant a contractual arrangement by w'hich an owner of large funds 
which he does not immediately need, e.g. an industrial corporation that has just re¬ 
ceived the proceeds of a bond issue, employs the services of a bank to lend out these 
temporarily idle funds in the money market, to stock brokers or bill brokers. 
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the excess of bags on deposit over bags in the cloak rooms/ Such were the 
views of 99 out of 100 economists. 

But if the owners of those bags wish to use them, they have to recover them 
from the borrowers who must then go without them. This is not so with our 
depositors and their gold coins. They lend nothing in the sense of giving up 
the use of their money. They continue to spend, paying by check instead of 
by coin. And while they go on spending just as if they had kept their coins, 
the borrowers likewise spend 'the same money at the same time.’ Evidently this 
phenomenon is peculiar to money and has no analogue in the world of com- 
moditics. No claim to sheep increases the number of sheep. But a deposit, 
though legally only a claim to Icgahtender money, serves within very wide 
limits the same purposes that this money itself would serve. Banks do not, of 
course, ‘create’ legal-tender money and still less do they ‘create’ machines, 
'ihey do, however, something—it is perhaps easier to see this in the case of 
the issue of banknotes—which, in its economic effects, comes pretty near to 
creating legal-tender money and which may lead to the creation of 'real capi¬ 
tal’ that could not ha\'c been created without this practice. But this alters the 
analytic situation profoundly and makes it highly inadvisable to construe bank 
credit on the model of existing funds’ being withdrawn from previous uses by 
an entirely imaginary act of saving and then lent out by their owners. It is 
much more realistic to say that the banks ‘create credit,’ that is, that they 
create deposits in their act of lending, than to say that they lend the deposits 
that have been entrusted to them. And the reason for insisting on this is that 
depositors should not be invested with the insignia of a role which they do 
not play. The thcor\' to which economists clung so tenaciously makes them 
out to be savers when they neither save nor intend to do so; it attributes to 
them an influence on the ‘supply of credit’ which they do not have. 'Fhe 
theor\' of ‘credit creation’ not only recognizes patent facts without obscuring 
them by artificial constructions; it also brings out the peculiar mechanism of 
saving and investment that is characteristic of fullfledged capitalist society and 
the true role of banks in capitalist evolution. With less qualification than has 
to be added in most cases, this theory therefore constitutes definite advance 
in analysis. 

Nevertheless, it proved extraordinarily difficult for economists to recognize 
that bank loans and bank investments do create deposits. In fact, throughout 
the period under survey they refused with practical unanimity to do so. And 
even in 1930, w^hen the large majoritv' had been converted and accepted that 
doctrine as a matter of course, Keynes rightly felt it to be necessary to re¬ 
expound and to defend the doctrine at length,^ and some of its most impor- 

^ Treatise on Money, ch. 2. It is, moreover, highly significant that, as late as June 
1927, there was room tor the article of F. W. Crick, ‘ITie Genesis of Bank Deposits’ 
{Economica), which explains how bank loans create deposits and repayment to banks 
annihilates them—in a manner that should have lK.*en indeed, but evidently was not 
even then, ‘time-honored theory.’ There is, however, a sequel to Lord Keynes’s treat¬ 
ment of the subject of credit creation in the Treatise of 1930 of which it is necessary 
to take notice in passing. The deposit-creating bank loan and its role in the financing 
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tant aspects cannot be said to be fully understood even now. This is a most 
interesting illustration of the inhibitions with which analytic advance has to 
contend and in particular of the fact that people may be perfectly familiar 
with a phenomenon for ages and even discuss it frequently without realizing 
its true significance and without admitting it into their general scheme of 
thought.® 

For the facts of credit creation— i\t least of credit creation in the form of 
banknotes—must all along have been familiar to every economist. Moreover, 
especially in America, people were freely using the term Cheek Currency and 
talking about banks' ‘coining money' and thereby trespassing upon the rights 
of Congress. Newcomb in 1885 gave an elementary description of the process 
by which deposits arc created through lending. Toward the end of the period 
(1911) Fisher did likewise. He also emphasized the obvious truth that deposits 
and banknotes arc fundamentally the same thing. And Hartley Withers 
espoused the notion that bankers were not middlemen but ‘manufacturers' 
of monej'. Morcoxcr, many economists of the sc\cntcenth and eighteenth cen¬ 
turies had had clear, if sometimes exaggerated, ideas about credit creation and 
its importance for industrial de\'clopnicnt. And these ideas had not entirely 
\anishcd. Nevertheless, the first—though not wholly successful—attempt at 
working out a systematic theory that fits the facts of bank credit adequately, 
which was made by Macleod," attracted little attention, still less favorable at¬ 
tention. Next came Wicksell, whose analysis of the effects upon prices of the 
rates charged by banks naturally led him to recognize certain aspects of ‘credit 
creation,' in particular the phenomenon of Forced Saving.® Later on, there 

of in\'cstiiiciit without any previous saving up of the sums thus lent have practically 
disapijcarcd in the analytic schema of the General T/icory, where it is again the saving 
public that holds the scene. Orthodox Keynesianism has in fact reverted to the old 
view according to which the central facts about the money market are analytically ren¬ 
dered by means of the public's propensity to save coupled with its liquidity preference. 
I cannot do more than advert to this fact. Whether this spells progress or retrogrc.ssion, 
ev’ery economist must decide for himself. 

® In consequence, there may be merit and even novelty in a piece of work which can 
be proved to .say nothing that has not been said before in some form or other—^which 
in fact we have had occasion to obser\e many times. It seems to me that Professor 
Marget’s account of the development of the doctrine of credit creation (op. cit. vol. i, 
eh. 7) does not attach sufficient weight to this consideration. 

^ Ilcnry Dunning Macleod (1821-1902) was an economist of many merits who some¬ 
how failed to achieve recognition, or e\'cn to be taken quite seriously, owing to his 
inability to put his many good ideas in a professionally acceptable form. Nothing can 
be done in this book to make amends to him, beyond mentioning the three publica¬ 
tions by w'hich he laid the foundations of the modem theory of the subject under dis- 
cu.ssion, though what he really succeeded in doing was to discredit this theory for quite 
a time: Theory and Practice of Banking (1st ed., 1855-6; Italian trans. 1879); Lectures 
on Credit and Banking (1882); The Theory of Credit (1889-91). 

* In itself the idea was not new, sec F. A. von Hayek, ‘Note on the Development 
of the Doctrine of “Forced Saving,'' ' Quarterly Journal of Economics, November 1932, 
republ. in Profits, Interest and Investment (1939)- But it now appeared in a larger con- 
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were other contributions tow^ard a complete theory, especially, as we should 
expect, in the United States. Davenport, Taylor, and Phillips may serve as ex¬ 
amples.” But it was not until 1924 that the theoretical job was done com¬ 
pletely in a book by Hahn, and even then success was not immediate.^" Among 
English leaders credit is due primarily to Professors Robertson and Pigou not 
only for having made the theory palatable to the profession but also for hav¬ 
ing added several novel developments.^^ Elsewhere, especially in France, re¬ 
sistance has remained strong to this day. 

The reasons why progress should have been so slow are not far to seek. 
First, the doctrine was unpopular and, in the eyes of some, almost tinged 
with immorality—^a fact that is not difficult to understand when wc remember 
that among the ancestors of the doctrine is John Law.*- Second, the doctrine 
ran up against set habits of thought, fostered as these were by the legal con¬ 
struction of 'deposits': the distinction between nione\’ and credit seemed to 
be so obvious and at the same time, for a number of issues, so important that 

text and with a new* einphasis. During the last decade, the concept has fallen into iin- 
merited disfavor. But it has its merits. In particular, it clears up a point that has 
caused difficulties to many. Banking operations, .so Ricardo had said, cannot create 
‘capital' (i.e. physical means of production). Only saving can do this. Now, whenever 
the expenditure from deposits that are created by banks increases prices, i.e. under con 
ditions of full employment (and also in other cases), a sacrifice of consumption is im- 
po.scd upon people whose incomes have not risen in proportion, which achieves what 
otherwise would have to be achieved by saving, and there is point in calling this, meta- 
phorically, Involuntary or Forced Saving and in contrasting it with w'hat is usually 
called Saving (Voluntaiy' Saving). I'hat under conditions of uncinploynicnt and excess 
capacity no such sacrifice need necessarily be imposed upon anyone is no reason for 
discarding the concept. 

® Davenport's contribution merely consisted in hints which he threw out in his Value 
and Distribution (1908) without making much of them: he einphasi/.ed, e.g., that it is 
not correct to say that banks ‘lend their deposits.’ W. G. L. Taylor, in a book which 
(like Davenport’s) never received the recognition it deseix’cd, w'cnt much further {The 
Credit System, 1913). A great stride was made by C. A. Phillips {Bank Credit, 1920), 
who not only did much to clear up the theoretical questions involved but in addition 
pointed out the difference between the expansion of loans and investments that is pos¬ 
sible for an individual bank which competes with others and the expansion that can 
be performed by a system of competing banks, considered as a whole. 

Albert Hahn, Volkswirtschaftliche Theorie des Bankkredits (3rd ed., 1930). One 
reason why this book left so many economists unconvinced was, however, the fact that 
the theory- of bank credit there presented was wedded to certain highly optimistic views 
about the possibility of achieving permanent prosperity, which prejudiced some econo* 
mists against its essential achievement. 

^^D. II. Robertson, Banking Policy and the Price Level (1926). Forced saving fig¬ 
ures there under the name of Imposed Lacking. A. C. Pigou, Industrial Fluctuations 
(1927), Part I, chs. 13 and 14- 

12 Thus Walras saw the phenomenon of credit creation quite clearly (though he con¬ 
fined himself to banknotes). But he considered it as an abu.se that ought to be suppressed 
and refused for this reason, to make it a normal element of his general schema [Etudes 
d'dconomie politique appliqude, ed. of 1936, p. 47 and pp. 339 et seq.). 
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a theory which tended to obscure it was bound to be voted not only useless 
but wrong in point of fact—indeed guilty of the elemcntarj' error of con¬ 
fusing legal-tender money with the bookkeeping items that reflect contractual 
relations concerning this legal-tender money. And it is quite tiiic that those 
issues must not be obscured.’“ 7’hat the theory of credit creation does not 
necessarily do this seemed small comfort to those who feared its misuse. 

8 . Crises and Cyci.es : the Monetary Theories 

We have seen on the one hand that, broadly speaking, the monetary anal¬ 
ysis of that period centered in the problems of Value of Money (or price level) 
but on the other hand that some leading economists were working their way 
toward nionctar>' analysis of the economic process as a whole in wbich mere 
pricc-lc\cl problems fall into secondary place. ITiis tendency has been illus¬ 
trated by the implications of the cash balance and income approaches but it 
asserted itself also in many other ways. It is significant, for instance, that Mar¬ 
shall originally intended the \()lumc that appeared as Money, Credit, and 
Commerce to earr> the title Money, Credit, and Employment: and there are 
in faet many things in it that come within the range of recent Income and 
Employment Analysis. Much more significant was it that Wicksell, in his 
somewhat hesitating way that is so engaging, eventually made up his mind to 
the effect that we need a concept of monetaiy^ demand for output as a whole.' 
This re\i\ed the Malthusian idea and anticipated, though in an incompletely 
articulate manner, the consumption function of Keynes's General Theory, 

But the most considerable advance in the direction of monetary analysis in 
the prescnt-da>' seii.se occurred within the precincts of the problems of interest 
and business cycles. We base already noticed symptoms of a growing inclina¬ 
tion of economists to recognize and to use a monetary concept of capital. 
Nothing came of this, nor did the few^ attempts that were made to interpret 

One of them is the old issue: control of ‘money' vs. control of ‘credit.' Consid¬ 
erations of the kind alluded to explain the aversion of many French authorities to the 
credit-creation idea. For instance, one of the leading purposes of Professor Rist’s History 
of Monetary and Credit Theories is to combat the 'confusion' of money and credit. 

' Tlie reference that will be most useful to the reader is to Myrdal's Monetary Equi¬ 
librium (Swcdi.sh cd. 1931, English trans. 3 939; see above, .sec. 2c). Once more, the 
point to grasp is this: demand schedules arc defined for a single commodity. Accord¬ 
ing to ‘classical' theor>' (Say's law), there would be no sense in speaking of a demand 
schedule for all goods and services (or all consumers' goods and services) taken to¬ 
gether. If we do so, nevertheless, we are for a si?ecial purpose doing something that 
is not covered by the ordinary theory of demand and are taking therefore a step be¬ 
yond it. 7’his special purpose may or may not be meaningful. It may or may not be 
well served by the aggregate demand technique. But in any case, it should be recog¬ 
nized as a thing sui generis that carries its owm particular problems. Wickscll's adop¬ 
tion of it spelled renunciation of Say's law. He is, therefore, the patron saint of all 
those economists who renounce Say's law at present. 
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interest as a purely monetary phenomenon meet with any success.* Through¬ 
out the period, the rate of interest remained, for practically all economists, a 
rate of return—^howc\er explained—to physical capital and the money rate a 
mere derhative of the real rate.** It had long been recognized, of course, that 
the two may diverge from one another: Ricardo's explanation of how new 
monc\' inserts itself into circulation implies recognition of this fact, and 
\\Titcrs on banking must alwa\s have been aware of it. But nobody attached 
much importance to it until Wicksell made it the center of his theory of the 
^■aluc of money and the subject of an elaborate analysis that produced the 
Wieksellian Ciimulati\e Process: he pointed out that, if banks keep their loan 
rate below the real rate—which as we know he explained on the lines of 
Bbhm-Bawcrk’s theor>'—they will put a premium on expansion of production 
and especially on investment in durable plant and equipment; prices will even¬ 
tually rise; and if banks refuse to raise their loan rate e\en then, prices will 
go on rising euniulati\ely without any assignable limit even though all other 
cost items rise proportionally.^ 

'I’lic analytic situation created by this argument ma>' be described like this. 
In itself the Wieksellian emphasis upon the effects of possible divergences be¬ 
tween money and real rates of interest docs not constitute a compelling rea¬ 
son for abandoning the position that the fundamental fact about interest is a 
net return to physical goods, a position from which W'icksell himself never 
departed. Howexer, it does constitute a good and sufficient reason for treating 
the money rate as a distinct variable in its own right that depends, partly at 
least, upon factors other than those that govern the net return to physical 
capital (natural or real rate). The two arc related, of course. In equilibrium 
they arc even equal. But they are no longer ‘fundamentally the same thing.' 

2 They were so little noticed or so completely forgotten that they were not even 
mentioned in the discussion on this topic in the 1930’s. One of them, Silvio Gcscll’s, 
was however rescued from oblivion by Lord Keynes, see General I'heory, ch. 23, vi. 

* This meaning of real or ‘natural’ rate must not be confused with the wholly dif¬ 
ferent meaning in which Marshall used the phrase (Principles, Book vi, ch. 6, conclud¬ 
ing note), namely, the meaning of money rate (or ‘nominal’ rate) corrected for price- 
level changes. The tw'O arc related but not identical and Marshall has, so far as 1 can 
see, no share in the W'icksellian idea I am about to discuss. Ilis own merit in empha¬ 
sizing w'hat may be termed the distinction between nominal and actual rate is shared 
by Irving Fisher (Appreciation and Interest, 1896). 

4 Bbhm Bawerk’s comment on this argument was: ‘Wicksell must have been dream¬ 
ing w'hcn he wrote that.' 

»The following paraphrase of the paragraph above may prove helpful. Into the 
Walrasian system enters just one rate of interest, which is a rate of net return on 
physical ‘capitals.' Strictly, this implies that the money rate of interest is not only 
equal to this rate of net return in equilibrium but identical with it, in the sense that 
the money rate is merely the monetary expression of the rate of net return on physical 
‘capitals.' If we want to recognize explicitly that instead of being identical with this 
rate of net return (equivalent to saying that it is ‘fundamentally the same thing*) the 
money rate has some measure of independence, we must introduce it as another vari¬ 
able and posit equality with the ‘real rate’ as an additional equilibrium condition. This 
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And SO soon as we recognize this, they will drift further and further apart and 
we shall drift further and further away from the position that the net return 
to physical goods of one kind or another is the fundamental fact about the 
interest rate of the loan market—the position which wc have traced to Barbon 
and which Lord Keynes w'as to condemn on the ground that it involved 'con¬ 
fusion' between rate of interest and the marginal efficiency of (physical) capi¬ 
tal.® Other factors, such as the loan policy of banks, will then seem to us to 
be just as fiindamental, and the road opens toward the purely monetary theo¬ 
ries of interest that emerged later and of which the Keynesian was to attract 
more attention than any other. Let us, however, keep in mind three things, 
k’irst, w'c lia\'c been sketching a most interesting line of doctrinal develop¬ 
ment, which starts with Barbon and runs a course that, for the moment, ends 
with Keynes. But it is not suggested that the individuals who made them- 
sehes responsible for the newer monetary theories of interest consciously ar¬ 
rived at their conclusions by w'orking out the implications of the situation 
created l^y the Wicksell analysis: this may have been the case with his Swed¬ 
ish disciples—though 1 do not wish to question anyone's subjective originality 
—but it was certainly not so with the others. Second, it is not suggested that, 
by retracing Barbon's steps, the economists of our epoch have simply returned 
to the monetary theories of pre-Barbonian times: though similar to them in 
important respects—and especially to those of the scholastics—theirs are un¬ 
questionably no\eI in others. 'I’hird, by defining the new variable of our eco¬ 
nomic system, money interest, as a thing that is monetary in nature and not 
onl\' in form, wc do not eliminate from the problem of the loan rate the 
‘real' factors as completely as some modern economists seem to think: the 
rate of net return to ph> sical investment remains, at the very least, a factor in 
the demand for loans and therefore cannot vanish from any complete theory 
of the money rate.^ 

is what Wicksell did. His investigations into the conditions of monetary equilibrium 
were not entirely successful. 'They made history of analysis, however, through the im¬ 
pulse they gave to contemporaneous and later research, especially by his Swedish fol¬ 
lowers (see e.g. Myrdal, op. cit.). 

" Wickseirs real or natural rate of interest is the marginal productivity of (physical) 
capital (more precisely, the marginal productivity of Bbhm-Bawerk's roundabout proc¬ 
ess). It is, therefore, not identical with Kej'nes’s marginal efficiency, which is the same 
as Fisher’s marginal rate of return over cost {Theory of Interest, p. 169) and means 
marginal i)roductivity of current investment. But the two concepts stand in a unique 
relation to one another so that, for the purpose in hand, they may nevertheless be used 
interchangeably. Lord Keynes may hence be said to have condemned the ‘confusion' 
between money and real rate of interest or, better, the habit of nineteenth-century econo¬ 
mists to link them together too closely. It then appears that Wicksell was the first to 
undermine this habit. 

^ This fact is important precisely because it is so often denied and because Keynes’s 
exposition in the General Theory tended to obscure it, althougli it is not less essential 
for his monetary theory of interest than it is for any other. It comes in by way of the 
condition that the equilibrium amount of current investment is the amount for which 
'marginal efficiency’ is equal to the mon^ rate. The statement that interest is the 
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Wickseirs position in the development of modern monetary cycle theories 
is quite similar to his position in the dc\elopnicnt of modern monctar\' inter¬ 
est theories. He himself no more held a monetary cycle theory than he held 
a monetary interest theory. But he opened the road for the former as he 
opened it for the latter. In fact, the Cumulative Process itself need only be 
adjusted in order to yield a theory of the c}cle. Suppose that banks emerge 
from a period of recover}’ or quiescence in a liquid state. 'I hcir interest will 
prompt them to expand their loans. In order to do so they will, in general, 
have to stimulate demand for loans by lowering their rates until these arc 
below the \V'ickscllian real rate, which, as we know, is Bohm-Bawerk’s real 
rate. In consequence, firms will invest—especially in durable equipment with 
respect to which rate of interest counts heavily —^beyond the point at which 
they would have to stop with the higher money rate that is equal to the real 
rate. 'I'hus, on the one hand, a process of cumulative inflation sets in and, on 
the other hand, the time structure of production is distorted. I’his process can¬ 
not go on indefinitely, howescr—there are sc\cral possible reasons for this, 
the simplest being that banks run up against the limits set to their lending by 
their reserves—and vhen it stops and the money rate catches up with the 
real rate, we ha\c an untenable situation in which the investment undertaken 
on the stimulus of an 'artificially* low rate proves a source of losses: booms 
end in liquidation that spell depression. 

This theor} has been sketched out by Professor von Miscs,” who, while ex¬ 
tending critical recognition to Wickscll, described it as a dc\elopincnt of 
currency school views. It w'as further developed by Professor von ILnek into a 
much more elaborate analytic structure of his own,^” which, on being pre¬ 
sented to the Anglo-American communit}- of economists, met with a sweeping 
success that has nc\er been equaled by any strictly theoretical book that failed 
to make amends for its rigors by including plans and policy recommendations 
or to make contact in other ways with its readers* lo\cs or hates. A strong criti¬ 
cal reaction followed that, at first, but stT\cd to underline the success, and 
then the profession turned away to other leaders and other intcrcsts.^^ llie 
social psychology of this is interesting matter for study. 

factor that limits investment is as true as to say that the price of motor cars is the 
factor that limits the demand for them, and is equally incomplete. 

* (obviously the rate of interest, a minor factor in short-rnii investment, is a major 
one in long-run investment such as investment in durable machines, railways, utilities, 
the capital value of which increases rapidly as the interest rate is reduced. [J. A. S. in¬ 
tended to expand this—he penciled "ITiis is obscured by risk—otherwise.*] 

® Theorie des Qeldes . . . 1924, I’hird Part, ch. 5, secs. 4, 5. This reference is to 
the 2nd ed., in which the line of reasoning above is presented as an essentially com¬ 
plete explanation of cycles. The fundamental ideas, however, are already contained in 
the original edition of 1912. 

Geldtheorie und Konjunkturtheorie {1929); Prices and Production (1931). A new 
version that altered the argument in several important respects appeared in 1939: 
Profits, Interest, and Investment; and a further installment that covered much new 
ground, in 1941: The Pure Theory of Capital 

Other successes of ‘theoretical* books, in our time, for example, the success of 
Professor E. H. Chamberlin's Monopolistic Competition and Hicks’s Value and Capital, 
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Hawtrey's analysis makes business cycles, as he himself put it, a purely 
monetary phenomenon in a sense in which the Mises-Hayek cycle is not. Haw- 
trey makes no use of the element of disturbance (or maladjustment) in the 
time structure of plant and equipment; fluctuations in the flow of money in¬ 
come, themselves caused by exclusively monetary factors, arc the only cause of 
general cyclical fluctuations in trade and employment. But he does use the 
Cumulative Process and traces it like Miscs to the inherent instability of the 
modem credit system. Banks, then, arc again supposed to start abnormal activ- 
it>' by easy conditions for loans. Only the main link of this with general boom¬ 
ing conditions is not increase in orders for new plant or equipment but in¬ 
crease in the stocks held by the w'holcsale trade that also react to small changes 
in loan rates. Expansion leads to further expansion, hence to increased money 
incomes and to loss of hand-to-hand cash by the banks, whose inabilih' to go 
on expanding loans indefinitely then leads to a rise in rates which reverses 
the process—which is why the central bank rate plays so great a role in this 
analysis. "Hiiis, similarities arc sufficiently pronounced to entitle us to speak of 
a single monetary theory, the votaries of which disagree on one issue only: 
whether bank-loan rates act primarily on ‘durable capital* or via the stocks of 
wholesalers. Throughout the twenties, Hawtrey's thcor\' enjoyed a consider¬ 
able x’oguc. In the United States, especially, it w'as the outstanding rationaliza¬ 
tion of the uncritical belief in the unlimited efficacy of the open-market opera¬ 
tions of the h’edcral Reserve S>stcin that prevailed then. 

Nor is the fundamental unanimih of the votaries of the monetary theor>’ of 
c>cles seriously disturbed by those economists who place responsibility for 
the phenomenon with the vagaries of gold. Tliis idea commanded more assent 
when it was used to ‘explain’ those longer spans of prevalent prosperity or 
prevalent depression that are in fact associated (more or less) with significant 
changes in the rate of gold production, such as, roughly, 1849-72 or 1872-91. 
But it has also been used to ‘explain’ business cycles proper. In this case, since 
an accession of gold acts on bank reserves and hence makes banks more will- 

were more enduring and therefore greater in the end. But they lacked the spectacular 
quality of Hayck’s. The much greater success of Keynes’s General Theory is not com¬ 
parable because, whatever its merit as a piece of analysis may be, there cannot be any 
doubt tliat it owed its victorious career primarily to the fact that its argument imple¬ 
mented some of the strongest political preferences of a large number of modem econo¬ 
mists (see below Part v, ch. 5). Politically. Hayek’s .swam against the stream. 

12 R. G. Ilawtrey, Good and Bad Trade (1913), and many later works. Perusal of 
Capital and Kmployment (1957) will show the extent to which Mr. IIawtre\» modified 
his earlier views. 

WHien we speak of monetar>' theories of cycles, a double meaning of the word 
theory (see Part i) leaps to mind. A monetary theory of cycles is an explanatory hy- 
])othcsis of cycles that runs in terms of money and lending. But nobody denies that 
any explanation of the phenomenon must take account of its monetary features. We 
may, therefore, use the word monetar>^ theorj' also for the sum total of propositions 
about the ways in which money and credit behave in the cycle. And, considered as 
contributions to monetary cycle theory in this sense, many arguments, such as Haw- 
trey’s, retain importance even for those who do not accept them as adequate in the 
role of explanatory hypothesis. 
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ing and able to lend, we have a particular reason for expecting expansion in¬ 
stead of the more general reason formulated by Miscs and Ilawtrey but, for 
the rest, the argument will be much the same: again credit inflation owing to 
low money rates, again the point at which interest catches up with prices, 
and reversal of the proecss. Tlic most eminent sponsor of this h pc of inone- 
tar\' theor\', Professor Irving Fisher, at first stated it in this unsophisticated 
manner in his Purchasing Power of Money, 1911 (ch. 4).^^ But, though he 
continued to emphasize the monetary aspects of the phenomenon, he so 
broadened the basis of his analysis as to end up with the Debt-Deflation 
Theory, which, contrary to his unduly restricted claim, applies to all recorded 
business cycles and is in essence not monetary at all. Ostensibly, the burden 
is chiefly laid upon the fact that in the atmosphere of prosix'rity debts are 
accumulated, the ine\itable liquidation of \^■hich, with the attendant breaks in 
the price structure, constitutes the core of depression. Behind this surface 
mechanism there are the really operatixe factors—new technological and com¬ 
mercial possibilities chiefly—which r’ishcr docs not fail to see but which he 
banishes to the apparently secondary place of ‘debt starters’ {Kconometrica, 
October 1935, p. 34S), so that, exactly as in the case of his general mone¬ 
tary analysis (sec above, sec. 2), the true dimensions of what is really a great 
performance are so completeh* hidden from the reader’s view that thc>’ haxc 
to be dug out laboriously and in fact ncxer impressed the profession as they 
should have done. 


9. Non-Monetary Cycle Analysis 

It will be eonvenient to go on in order to glance briefly at some analyses 
of cyclical phenomena other than Ilayck’s that arc non-moiictary in the sense 
defined,^ although we shall have to cross the frontiers of this chapter’s subject 
in doing so. But we shall go no further than is necessar>' in order to establish 
one important proposition, namely, that all the essential facts and ideas about 

The version presented in Purchasing Power had been published before, in sum¬ 
mary, in Moody s Magazine under the title ‘Gold Depreciation and Interest Rates,’ 
February 1909. Tlie main stepping stones to the Debt-Deflation 'Ihcory arc the ar 
tides: ‘The Business Cycle Largely a “Dance of the Dollar,” ’ Journal of the American 
Statistical Association, December 1923, and ‘Our Unstable Dollar and the So-Called 
Business Cycle’ (ibid. June 1925), both of which concentrate on fluctuations of prices 
and interest rates that arc traced to purely monetary conditions, and the book Booms 
and Depressions (1932) partly summarized and partly compleincntcd in ‘The Debt* 
Deflation ITieory of Great Depressions,’ Econometrica, October 1933, to which refer¬ 
ence is made in the text. 

^ llie italicized words should be kept in mind because, in view of the fact noticed 
in the preceding section, namely, that the demand for money and especially for bank 
credit must always play some role, and mostly an important one, in explanations of 
fluctuations, any less strict definition of ‘purely monetary theories’ would result in the 
inclusion of many more. But even so dividing lines are very much a matter of sub¬ 
jective judgment and cannot be drawn sharply. Not all historians will, e.g., call the 
Mises theory purely monetary or the Hayek theory non monetary. 
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business-cycle analysis had emerged by 1914: the subsequent thirty years 
brought forth, indeed, a flood of statistical and historical material, and many 
new statistical and theoretical techniques; by clarification and elaboration they 
may be said to have expanded the subject into a recognized branch of eco¬ 
nomics; but they added no principle or fact that had not been known before.* 

(a) Juglars Performance. As we have seen, it was the spectacular phenome¬ 
non of ‘crises' and the less spectacular but still more irritating phenomenon 
of depressions (‘gluts') which, in the preceding period, first attracted the atten¬ 
tion of economists. We have also seen, however, that some of them did look 
beyond depressions: such men as Tookc and Lord Overstone fully realized that 
crises and gluts were but incidents or phases of a larger process; many more 
displayed symptoms of a vague awareness of this fact. Nevertheless, it was only 
during the jjcriod under survey that the ‘cycle' definitively ousted the ‘crisis' 
from its place in economists' minds and that the ground was cleared for the de- 
velo]^incnt of modern biisincss-c\ clc analysis, though practically all workers in 
the field continued to use the old phrase—^an interesting case of ‘terminological 
lag.' 'Ibis is why the decisive performance is considered here although it was 
pul)1ishcd in 1862. It was the work of a man who was a ph>sician by training, 
but must be ranked, as to talent and command of scientific method, among 
the greatest economists of all times, Clement Juglar.® This evaluation rests 

2 Tliis statement and my failure to make the (impossible) attempt to survey the 
achievements of this later literature on cycles must not be interpreted in a derogatory 
sense. On the contrar\', I believe the work embodied in this literature to be as valu¬ 
able as any ever done by economists. This much at least will be evident from what I 
shall say about it in Part v. It is nevertheless essential to realize the extent to which 
this work rests upon bases laid before 1914. Attention is called to Professor R. A. 
C'.ordon’s ‘Selected Bibliography of the Literature on Economic Fluctuations, 1930-36,' 
Review of V.conomic Statistics, February i937, and to the list of books about Business 
Cycles published by the Bureau of Business Research, University of Illinois, College of 
Commerce and Business Administration, 1928. Professor von Haberler's masterly pres¬ 
entation of the modern material {Prosperity and Depression, 1937; 3rd enlarged ed., 
1941) is recommended as an introduction to the subject: reliance on the fact that 
few if any students of economics fail to consult this work is my main excuse for keep¬ 
ing my own comments upon it as brief as possible. Tlie reader will understand, how¬ 
ever, that my admiration for it docs not involve agreement in every point. Work prior 
to 1895 is fairly well covered by a history that appeared in that year: E. von Bergmann, 
Geschichte der nationalokonomischcn Kii^ntheorieen. From a lengthy list of other 
historical and critical publications, I will mention only: Alvin 11. Hansen, Business- 
Cycle Theory (1927); then, once more, F. Lutz, Das Konjunkturproblem in der Na- 
tionalokonomie (1932); and W. C. Mitcliell’s Business Cycles . . . (1927). espe¬ 
cially eh. 1. 

3 Ckhnent Jiiglar (1819-1905) abandoned medicine for economics in 1848. He had 
no formal training in the latter subject and cared even less than he knew about formal 
theory. His was the type of genius that walks only the way chalked out by himself 
and never follows any other. Many people do this in a subject like economics. But then 
they mostly produce freaks. The genius comes in where a man produces, entirely on 
his own, truth that will stand. Of his many publications it is only necessary to mention 
the principal one: Les Crises commercials et leur retour phiodique en France, en 
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upon three facts. To begin with, he v^’as the first to use time-series material 
(mainly prices, interest rates, and central bank balances) systematically and 
with the clear purpose in mind of analyzing a definite phenomenon. Since this 
is the fundamental method of modern business-cycle analysis, he can be justly 
called its ancestor. Second, having discovered the cycle of roughly ten years’ 
duration that was most ob\'ious in his material—it was he who discoNcred the 
continent; islands near it several writers had discovered before—he proceeded 
to develop a morphology of it in terms of ‘phases’ (upgrade, ‘explosion,’ liqui¬ 
dation). 1 hough 'I’ooke and Overstone had done the same thing, the modern 
morphology of cycles dates from Juglar. And so does, in the same sense, ‘peri¬ 
odicity'.’ ’rhis morphology of a ‘periodic’ process is what he meant when he 
proudly claimed to have discovered the ‘law of crises’ without an>' precon¬ 
ceived theory* or hypothesis.^ 'I’hird, he went on to try his hand at exjjlanation. 
The grand feature about this is the almost ideal way' in which ‘facts’ and 
‘theory ’ are made to intertwine. In themseUcs, most of his suggestions concern 
ing the factors that bring about the downturn (loss of cash by banks, failure 
of new buying) do not amount to a great deal. But all-important was his diag¬ 
nosis of the nature of depression, which he expressed with epigrammatic force 
in the famous sentence: ‘the only cause of depression is prosperity.’ 'Fliis means 
that depressions are nothing but adaptations of the economic system to the 
situations created by the preceding prosperities and that, in consequence, the 
basic problem of cycle analysis reduces to the question what is it that causes 
prosperities—to which he failed, however, to give any satisfactory* answer. 

Economists were at first slow to follow up Juglars lead. Later on, however, 
most of them, c\cn those who were more inclined than he was to commit 
themselves to particular hypotheses concerning ‘causes,’ adopted his general 
approach—so much so that today Juglar’s work reads like an old story very 
primitively told. And at the end of the period stands a work that, on tlic one 
hand, was entirely conceived in his spirit and, on the other hand, ushered in a 
most important part of the cycle analysis of our ow'n time: Wesley C. Mitch¬ 
ell’s Business Cycles.^ 

Angleterre et aux Etats Unis ('crowned’ by the Academic des Sciences Morales ct Poli 
tiques in i860, piibl. as a book in 1862, 2nd cd. 1889, English trans. by W. 'Phom, 
from 3rd ed., 1916). There is a Notice of his life and work by Professor Paul Bcaure 
gard, in the Comptes rendus of the Academic dcs Sciences Morales et Politiqucs (1909). 

* Juglar seems not to have considered the implications of the fact that his 9 10 year 
cycle could not be expected to be the only wavelike movement in his material. Later 
workers naturally discovered others. At least the names of N. D. Koiidraticff (19221 
and Joseph Kitchin (1923) should be mentioned (on these and predecessors, sec Mitch¬ 
ell, op. cit. pp. 227 and 380). But we can do no more than advert to this line of ad¬ 
vance. Juglar's merit is hardly diminished by these developments—in fact, they only 
serve to enhance his historical position. 

^Business Cycles (1913); entirely rewritten version, Business Cycles: the Problem 
and Its Setting (1927); Measuring Business Cycles by A. F. Burns and W. C. Mitchell 
(1946). I do not mean to suggest, however, that Professor Mitchell derived his ap¬ 
proach from Juglar, any more than 1 would suggest that the inventors of the ‘Harvard 
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(b) Common Ground and Warrhig ^Theories* Tliat period, then, estab¬ 
lished a method, at least the fundamental principle of a method, on which, 
by the end of the period, a majorih- of business-c> clc analysts agreed and 
which was to serve the bulk of the work of our own time. Agreement went 
further than this however. By the end of the period the lists of the features or 
symptoms that characterize cyclical phases—which different economists did 
draw up or would have drawn nj)—^looked much alike. And not only that: by 
the end of the period most workers agreed—or tacitly took for granted—that 
the fundamental fact about cyclical fluctuations was the characteristic fluctua¬ 
tion in the production of plant and equipment. Now, how is this? We seem 
to be disco\ering a lot of common ground that should have assured much 
parallelism of effort and much agreement in results. Yet this is not at all what 
a sur\cy of that literature reveals. On the contrary, we seem to behold noth¬ 
ing but disagreement and antagonistic effort—disagreement and antagonism 
that went so far as to be discreditable to the science and even ludicrous. The 
contradiction is only apparent however. Agreement on the list of features, even 
if it had been complele/^ does not spell agreement as to their relations with 
one another, and it is the interpretation of these relations and not the list 
per sc nhich indi\'iduates an analytic scheme or business-cycle ‘theory.' Even 
agreement to the effect that it is the activity in the plant-and-cquipincnt (‘capi¬ 
tal goods') industries which is the outstanding feature in cyclical fluctuations 
does not go far tow'ard ensuring agreement in results since it leaves the dc- 
cisi\e question of interpretation wide open. And, in order to avoid misunder¬ 
standing, we must emphasize at once that the outstanding feature of cyclical 
phases, whatever it is, need not contain within itself the ‘cause' that explains 
win* cyclical fluctuations exist: this ‘cause' may still lie somewhere else, for 
example, in the sphere of consumption. But in spite of all this, it remains 
both true and important that agreement went further than the troubled sur¬ 
face suggests and that most of the analysts of the busincss-c}'cle phenomenon 
who produced theories, which look so different, really started from a common 
basis. 

I. The fact that the ‘relatixely large amplitude of the movements in con¬ 
structional, as compared with consumption, industries' is one of the most ob¬ 
vious ‘general characteristics of industrial fluctuations' ^ can hardly fail to ob- 

Barometer' were subjectively dependent 011 him. All I want to point out is the ob¬ 
jective contour line of the development of that method—Filiation of Scientific Ideas is 
an objccti\c process which may, but need not, involve any subjective relation. Similarly, 
Meinjer had not heard of Gossen until long after he had developed his version of 
the marginal utility analysis. Yet Menger's work stands in an objective sequence in 
which G.ossen stands, in time, above him. 

® It was substantial but not complete. An example will illustrate: nobody can fail to 
recognize that prices move characteristically in the course of a cycle; but their behavior 
is not quite regular and there are prosperities in which they failed to rise; this left room 
for difference of opinion on whether or not they should be included in a list of ‘normal' 
features. 

» Pigou, Industrial Fluctuations Part i, ch. 2. 
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trude itself upon anyone* who has learned to look at a cycle as a whole, 
though it may escape attention so long as one looks merely at the depression 
phase. Nevertheless, it took time for it to be recognized consciously and w'ith 
full awareness of its pivotal importance. Speaking very roughly, we may asso¬ 
ciate this achie\cment—or a decisive share in this achievement—with the 
work of Tugan-Baranowsky.^* It is, however, only the emphasis upon the pivotal 
importance of that fact which constitutes the historical merit of the work. Ilis 
own interpretation of it—that is, his distinctive theory—which runs in terms 
of alternating aceumulation and release of liquid saving, is valuable only as an 
example of how short the W'ay is from a promising starting point into a blind 
alley, even for an able and serious worker. 

II. The outstanding work in the line under discussion is Arthur Spicthoff’s.^” 
His analytic schema first lists a number of possible starters of a process of ex¬ 
pansion of plant and equipment, which process then accounts without diffi¬ 
culty for all the other observed phenomena of booms, great care being taken to 
account for the individual peculiarities of ever>' historical instance. 'Fliis em- 

® Walras, it is interesting to note, treated as coinnion knowledge the fact that the 
production des capiiaux neiifs goes on in alternating high tides and low tides—charac¬ 
terized by resj^ectively high and low rates of discount and of prices—and identified it 
(in 1884) with what we call business cycles of about 10 years' duration, lie does not 
quote Juglar but Jevons. (Etudes d'economie appliquee, 1936, p. 31.) 

^Mikhail Ivanovich 7 hgan-Baranow.sky (1865-1919) was the most eminent Russian 
economist of that period and should perhaps have been mentioned also in other con¬ 
nections. Tlie methodological aspect of his w'ork is particularly interesting: he did much 
historical work of high quality; but he was also a ‘theorist’; and he combined, or 
welded into a higher unit, the.se two interests in a way \shich he had learned from Marx 
and which was by no means common. From Marx, too, he had learned to theorize, 
though he experienced the influence both of the £ngli.sh 'classics' and of the Austrians 
with the result that his theoretical work in the end amounted to a 'critical synthesis.' 
But neither his Theoretische Grundlagen des Marxismus (1905) nor his Sozide Theorie 
der Verteilung (1913) made any mark. This was but natural in view of the deficieiuy 
in rigorous thinking both displayed, which is as deplorable as it is curious in a man 
of his ability. More important were his work on the history of industrial capitalism 
in Russia (1st Russian ed., 1898; German trails. 1900) and Modern Socialism in Its 
Historical Development (1906; English trans. 1910). 'I'hc only other item that need 
be mentioned out of what no doubt w^as an imposing total is the most important of 
all, for this did make a mark and did exert influence far and wide, viz., his history of 
commercial crises in England (first in Russian, 1894; German version, 1901; hTench, 
1913). Again, the first and theoretical chapter is a distinctly poor performance. 'I’he 
rest stands in the history of our science. 

On Spiethoff, see above, ch. 4, sec. 2d. ITie main reason why his work developed 
so slowly was his heroic resolve to carry out a vast program of minute factual research 
single-handed—practically without any research assistance at all. Though he began to 
publish fragmentary results in 1902 (in Schmollcr's Jahrbuch), a provisional presenta¬ 
tion of the whole—really a preview only—^was not published before 1925 in vol. vi of 
the 4th cd. of the Handworterbuch der Staatswissenschaften, article ‘Krisen.’ I un¬ 
derstand that preparations are being made for the publication of a fuller version in 
English. 
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phasis upon the expansion of plant and equipment is reflected in the choice, 
for the role of fundamental index, of iron consumption (production plus im¬ 
ports minus exports). I’hc problem that remains, namely why this expansion 
eventually runs into a general eondition of production at a loss ('overproduc¬ 
tion'), is then solved by means of several factors, such as shortage of working 
capital and temporary saturation of demand in particular directions, lliis 
schema, which at every step leaves plenty of room for alternatives, is admirably 
suited for absorbing, into their proper places and without exaggerating their 
importance, many other factors that are worked up into unique motors of the 
cyclical movement by other theories, such as ‘psychological' factors, monetary 
factors, acceleration, undersaving. Spiethoff's analysis, therefore, comes nearest 
to an organic synthesis of relevant elements and to full utilization of the co¬ 
ordinating power of that starting point. And it has still another virtue: with 
the possible exception of Marx, Spicthoff was the first to recognize explicitly 
that cycles arc not merely a non-essential concomitant of capitalist evolution 
blit that they are the essential form of capitalist life. Also he was one of the 
first to obscr\c that there are long periods during which prosperity phases of 
cycles are accentuated by favorable conditions (/spans of prosperity') and other 
long periods during which depression phases are accentuated (‘spans of depres¬ 
sion'). He refused, however, to combine these drawn-out spells of predomi¬ 
nant prosperity and depression into ‘long cycles' and he reserved judgment as 
to their causation. 

It would be extremely interesting to compare Spiethoff's work on cycles 
with the work of Robertson, which though independent of Spiethoff's, displays 
affinity in important respects.’' Tlicrc is no similarih- in method. Spicthoff 

” Professor D. M. Robertson’s publications start in January 1914 with an important 
but all but unknown article (‘Some Material for a Study of 'I’radc Fluctuations’) in the 
Journal of the Royal Statistical Society that presented historical material in support of 
the promising idea—which Robertson failed to exploit but which never vanished com¬ 
pletely from his hori/on—that cycles have something to do with the impact upon the 
economic process of new industries, some booms being connected, e.g. with railroad 
building, others with inventions in steel production, electricity, the explosion motor, 
and so on. Next came his Study of Industrial Fluctuation (1915)> which drew a pic¬ 
ture closely similar to Spiethoff’s. The monetary complement (saving, forced saving, 
credit creation, and so on) was added in his famous Banking Policy and the Price Level 
(1926; ^rd ed., 19^2) and elaborated in various papers most of which are reprinted in 
Essays in Monetary Theory (1940). A passage in Banking Policy . . . (p. 5) is so im¬ 
portant for the histoire intime of the monetary analysis of our day that quotation is 
imperative: ‘I have had so many discussions with Mr. J. M. Keynes on the subject- 
matter of Chapters v and vi [containing the monetary analysis], and have re-written 
them so drastically at his suggestion, that I think neither of us now knows how much 
of the ideas therein contained is his and how much is mine.’ lliis, of course, was J. M. 
Keynes of the Treatise and not of the General Theory, but there were in Robertson’s 
book some pointers also toward the latter. In view of the later disagreements between 
these two eminent men, it is desirable to notice that, whatever their immediate cause, 
there was always this fundamental difference: Keynes concentrated on monetaiy as¬ 
pects and monetary polic>' from the first, whereas Robertson emphasized 'real factors’— 
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Started, in the spirit of Juglar, from minute investigations of available statis¬ 
tics; Robertson worked first and last as a ‘theorist/ taking only the broadest 
and most obvious facts as a base and concentrating on forging tools of inter¬ 
pretation. llicrcfore, their work is complementary rather than competitive. 
But their general visions of the cyclical process and its causation were closely 
similar.^® 

III. A few examples will suflBee to display the fact that most theories of 
cycles are nothing but different branches of that common trunk, ‘plant and 
equipment.* 

First, the reader will realize without difficult}' that even the purely monetary 
theories of C}'cles may be included among the ‘investment theories.* For al¬ 
though the}' locate the causes of the cyclical movement in the monetary 
sphere, effects upon the plant-and-cquipment industries arc bound to play 
some role. If. in particular, explanation pivots on the money rate of interest, 
disturbance in the structure of ‘physical capital* must always be a factor in 
c}clical situations though, especially from a short-run point of view like, for 
example, IIawtrey*s, it need not be made the decisive one. If we do make it 
the clecisi\e one, \\c get the non-inonctar}- or semi-monetar}' theor}' of Hayck— 
increased production of durable plant and equipment (‘lengthening of the 
period of production*) through a fall of the money rate of interest below the 
marginal rate of profit. 

Second, writers who agree to interpret business cycles primarily as invest¬ 
ment cycles—in the ph}sical sense of the term in\'estment—may still differ 
as to the ‘starter* and such differences will then individuate their theories. 
Thus, what may be termed the perpetuum-mobile theory contents itself with 
the fact that depression itself will in its course produce conditions favorable, 
first, to revival and, then, to the construction of new plant and equipment. To 
gi\e another example, Mrs. England, with a keener sense of the necessity for 
a more convincing cause, pointed to the activity of promoters or, more gener¬ 
ally, to the intrusion into the horizon of entrepreneurs of new technological 
or commercial possibilities.^® 

Third, wdiatcvcr it is that gives the prosperity impulse, we may derive a dis- 

as against both monetary and psychological ones—from the first. There W'ere thus wide 
stretches of ground that were Robertson's own and into which Keynes's analysis never 
penetrated. Witliiu this wider frame, monetary propositions acquire a meaning—^and 
one that is ver}' relevant for practical applications—that is wholly different from the 
meaning and implications which the same monetary propositions convey if taken by 
themselves. 

12 Robertson repeatedly expressed awareness of this fact, regretfully hinting at the 
prohibitive barrier of language. It can, I beheve, only happen in economics that a 
scientific worker would leave it at that. I do not say this in reproach. I say it because 
the ca.se illustrates a state of things that is very general and explains much in the his¬ 
tory of economics. 

Of the interesting papers by Minnie Throop England, we note especially ‘Promo¬ 
tion as the Cause of Crises,' Quarterly Journal of Economics, August 1915, and ‘An 
Analysis of the Crisis Cycle,' Journal of Political Economy, October 1913. 
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tinctive theory by emphasizing the indubitable fact that the plant and equip¬ 
ment, construction of which is undertaken in reaction to such an impulse, 
takes time to get into existenee and working order—time during which there 
is nothing to blunt the edge of that impulse. Consequently, when later on 
the stream of additional products impinges upon consumers' goods markets, 
something like ‘general overproduction,' that is, a price fall that turns ex]iected 
profits into actual losses, may result. If we trust this explanation sufficiently, 
we can speak of a ‘lag theory' of the cycle. We get another version if we put 
the main emphasis, instead of on the fall in the prices of consumers' goods, 
on the rise in the price of cost items. The former version may be exemplified 
by the works of Bouniatian and Aftalion, the latter by that of Lcscurc, though 
there is much in all three of them to relieve the pressure on the factor pri¬ 
marily stressed.*^ Incidentally, we may infer from this that he who says that 
business cycles arc primarily cycles in prices may mean exactly the same thing 
as he who says that they are primarily cycles in investment. 

Fourth, there was again, as there had been in the preceding period, a crop 
of those theories which, in one way or another, impute responsibility for de¬ 
pressions to the inadequacy of money incomes in general—more precisely their 
failure to expand pari passu with the production, actual or potential, of con¬ 
sumers' goods —or to people's saving habits or, finally, to inadequacy of the 
incomes of some classes and the saving habits of others. 1 have had occasion 
already to comment on the indestructible vitality' they owe to their popular 
appeal. It was to this appeal—particularly strong in prolonged periods of pre¬ 
dominant depression—^and not to any great improvement in their analytic 
foundations that they owed their survival. Leading scientific opinion, however, 
continued to be unfavorable to them and they continued, to borrow Lord 
Keynes’s felicitous phrase, to live in a scientific underworld. So much was this 
the case that leading economists did not even bother to make the concessions 
that were obviously indicated. For though the argument against oversaving 

Mentor Bouniatian, Wirtschaftskrisen und Ueberkapitalisation (190S), enlarged as 
Les Crises economiques (Russian original, 1915; French trans. 1922); A. Aftalion, 
Les Crises periodiques de surproduction (1913); J. Lcsciire. Des Crises gendrales et 
pdriodiqucs de surproduction (1906; 3rd ed., 1923). All three of these authors, but 
especially the two last, are particularly notable for strict adherence to Jiiglnr*s methodo¬ 
logical principles. 

'Iliis was sometimes called 'the flaw in the price system' and may also be ex¬ 
pressed by saying that the expansion of production in capitalist society is normally at¬ 
tended by a long run tendency in prices to fall (‘deflation’). It is highly characteristic 
of the mental habits that prevail in economics that this fact, which received much at¬ 
tention, was hardly ever seen in its organic significance. Some economists—I think that 
Marshall was among them—noticed it with approval much as A. Smith had approved 
of ‘cheapness and plenty.' For others, it was just a ‘flaw.' The Ixist that can be reported 
was that some writers pointed out that falling prices did not spell disturbance where 
they were a consequence of cost-reducing improvement; and that others pointed out 
that monetary remedies for falling prices would create disturbance of their own (profit 
inflation). 
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theories may be strong so long as they aver that saving is an ultimate and in¬ 
dependent 'cause’ of disturbance, it should never be denied, on the one hand, 
that there are plenty of hitches in the saving-investment mechanism and, 
on the other hand, that saving, in a depression that has already set in for 
reasons other than saxing, may make things worse on balance than they 
otherwise need be, especially if saving takes the form of hoarding as it is 
likely to do in a depression. But the leaders of prevailing opinion, though they 
had occasional glimpses of all this,^® completely failed to go into the matter 
properly—a fact that explains much in the recent history of economics. They 
evidently attached but little importance to these possibilities of disturbance. 
They did not even emphasize the role in the c\cle of that saxing xxhich is be¬ 
ing used for the repayment of bank loans, 'llius a considerable tract of open 
country was left unguarded in which, to the backxvard glance of the economist 
of today, there seems to stand, in something that to many looks xcry like a 
halo of glorx', the figure of J. A. Hobson. Actually, his xx^as not a solitary' figure. 
Nor did he come very near to having anticipated the doctrines of present-day 
Keynesianism. But we shall confine oursclxcs to him.^^ 

In most cases, there is no sharp dividing line betxxecn underconsumption 
theories and others. Some, though not all of them, might just as well be 
couched in terms of overproduction or oxcrinvestment, monetary or 'real’— 
whereupon it becomes easy to see that they are but another branch of the 
plant-and-cquipmcnt tree. This is particularly clear in the case of the type of 
oversaving argument that was espoused by Hobson. 'Foday most xvriters who 
see saving in the role of villain of the piece aver that the mischief arises from 
savers’ not spending at all, either on current consumption or on 'inxestment 
goods’: the problem then is to show why, haxing saxed, people refuse to in¬ 
vest, thereby creating unemployment and pools of idle money.But though 
Hobson notices this aspect of the matter he based, not quite logicallx', his ex¬ 
planation of cyclical fluctuations and of the incident uncmplox nicnt upon an 
entirely different argument. With him saving produces alternating prosperities 
and depressions precisely because savers do invest promptly and thereby in¬ 
crease the productive powers of the economic engine beyond the possibility 
of sale at cost-covering prices. This line of reasoning may be labeled Oxerpro- 
duction-through-Saving and is certainly not Keynesian. But Hobson, like Tugan- 
Baranovv'sky before him, went on to point out that most saving is done by the 
relatively rich, and he used this fact to arrive at the proposition that the ulti¬ 
mate cause of cyclical disturbance and of the incident unemployment is the 

For such a glimpse, in the case of Marshall, see Keynes's General Theory, p. ign. 

See above, ch. 5, sec. 2a. The two books that bear most directly on the sub¬ 
ject of this section arc: The Industrial System (1909) and Economics of Unemploy¬ 
ment (1922). 

This way of looking at the matter is, of course, related to the fact that present-day 
analysis is primarily short run analysis. In the short run, saving can create trouble only 
if savings are hoarded; if they are quickly disbursed in acts of investments, they sus¬ 
tain activity in the first instance; and their long-mn effects do not enter into a short- 
run picture. 
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inequality of incomes. Tliercforc, we shall understand why economists who are 
interested in nothing but politically relevant results will hail Hobson as a fore¬ 
runner of Keynes.^® 

Fifth, it is only for the sake of convenience that I put Marx at the end of 
our list of examples. In justice, he ought to have been put first because more 
than any other economist he identified cycles with the process of production 
and operation of additional plant and equipment. 

Both followers and enemies have experienced difficulty in attributing to 
Marx any clear-cut theory of c>'cles. The obvious reason for this difficulty is 
that Marx did not live to systematize his ideas on the subject: his theory re¬ 
mained the great ‘unwritten chapter’ of his work. But there is another and 
more fundamental reason. His topic was capitalist evolution. Everything he 
ever wrote, even his scheme of a stationary society, was written to elucidate 
this topic. Capitalist evolution was to end in the breakdown of the system. 
But he early adopted the idea—it is already in the Communist Manifesto — 
that the current crises were previews of this breakdown, that is to say, the 
same kind of plienomcnon that need only intensify itself in order to bring 
about definitive breakdown (the economic complement of the Revolution).®® 
Therefore, all the elements of capitalist rcalit}' w'crc, directly or indirectly, rele¬ 
vant also to his vision of the cyclical phenomenon. Ihe ‘unwritten chapter’ 
would have had to sum up the whole of his analysis of capitalism. And the 
whole of this analysis in turn centered in (i) the production of ‘real capital’ 
and (2) in the factors that change its composition (relative increase of constant 
compared with \ariable capital ®'). These arc the unifying conceptions to 
w'hich must be referred what otherwise may easily appear to be disjointed and 
even contradictory hints. There arc, of course, many of these, such as: capi¬ 
talists’ ineluctable craving for accumulation (regardless of return) that is to 
moti>'atc bursts of investment activity—the weakest point, though buttressed 
by various suggestions about more substantial factors; the ever-present impulse 
that produces manias and crashes (vividly but superficially de.scribcd by 

i®As Lord Keynes himself has pointed out {General Theory^ ch. 23, vi), Gesell's 
claims to that honor are much stronger. 

®®'rhis is why it was essential for Marx to assume, and if possible to prove, that 
crises would increase in intensity as time went on, a thesis that was abandoned by 
Ililferding (1910) and eventually also by Kautsky, w'ho had put u]) the most elaborate 
defense of it in 1902. Most other cycle analysts of that period either did not pro¬ 
nounce upon the subject—which means, I take it, that they did not see any reason 
why depressions should grow cither more or less severe—or were inclined to take the 
opposite view. It is important to bear in mind that this opposite view may mean two 
different things: first that the fundamental movement would decrease in amplitudes or, 
second, that people would learn to handle surface phenomena and effects (speculation, 
swindling, bank failures, shrinkage of expenditure owing to unemployment) so that the 
observed amplitudes would grow smaller though the underlying process remains the 
same. No such distinction was explicitly made, however, so far as I know, in any of 
the more influential writings. 

Constant capital is, of course, not the same as plant and equipment, but the rela- 
ti\'C increase in the latter is the salient point about that process. 
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Engels); the tendency of the rate of profit to fall (whether or not satisfactorily 
motivated); overproduction and anarchy (uncertainty) of capitalist decision; 
recurring periods of reinvestment (renewal of the physical apparatus of produc¬ 
tion) with periods of reduced activity- to follow. There were others, among 
them a clear pointer toward underconsumption by the laboring masses as the 
‘last cause of all real crises’ (Capital, vol. iii, p. 568) and toward the conse¬ 
quent inability of capitalists to ‘realize’ the surplus value that ‘exists’ in the 
commodities that have been produced. Conflicting evidence makes it impos¬ 
sible, however, to impute to Marx an underconsumption theory of cycles 
though it remains possible to attribute to underconsumption a role in condi¬ 
tioning an ultimate state of stagnation.*- 

But none of these hints, taken by itself, nor their sum total amounts to a 
theory of c>des. So far as Marx himself is concerned, the historian of analysis, 
after having noticed the basic conception and also perhaps the particularly un¬ 
satisfactory handling of nionc>- and credit, must leave it at that. All the same, 
there arc a number of Marxist cycle theories. But they should be attributed 
not to Marx but to their authors—Marxists who, either selecting hints that 
appealed to them more than others or trying to develop, from the Marxist 
basis, ideas of their own, provided substitutes for the ‘unwritten chapter’ rather 
than reconstruction of it—fully believing, no doubt, that thc\' were interpret¬ 
ing Marx and always keeping in mind the cherished relation between the 
crises of experience and the ultimate catastrophe of capitalism. It is not pos¬ 
sible to survey them in a sketch like this.*-^ 

(c) Other Approaches. Though it is impossible to survey all the other ideas 
that emerged during that period about the nature and causation of economic 
fluctuations, it is both possible and necessary to point out that most of them, 
besides being suggested by untutored observation, were bound to appeal to 
economists who had developed economic statics as the centerpiece of their 
science. As we have seen above, they naturally exaggerated the importance 
of their central achievement. They saw more in it than do we, that is, more 
than a logical schema that is useful for clearing up certain equilibrium rela¬ 
tions but is not in itself directly applicable to the given processes of real life. 
They did not realize how many and how important the phenomena are that 
escape this logical schema and loved to believe that they had got hold of all 
that w'as essential and ‘normal.’ Now, from the standpoint of this type of 

22 The conflicting evidence is widely scattered. But see. e.g., Capital, vol. ii, p. 476, 
where Marx avers that the .share of the working class in the consumable product in¬ 
creases in the period preceding a crisis. The weight of this pas.sage is enhanced not so 
much by the fact that Marx, a few lines before, declared the proposition that crises 
were caused ‘by the scarcity of solvent coasumers' to be 'purely a tautology,’ as by 
the fact that the proposition follows logically from his own scheme. 

23 P. M. Sweezy’s work, though in this matter somewhat impaired by an evident 
desire to turn Marx into a Keynesian, will again prove extremely useful as a help for 
further study. 1 will merely repeat names already mentioned: O. Bauer, Bukharin, 
Grossmann, llilferding, Kautsky, Luxemburg, and Sternberg. The best analysis of Marx’s 
own views that I know of is that by H. Smith, ‘Marx and the Trade Cycle,’ Review 
of Economic Studies, June 1937. 
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analysis, it is natural to locate the ‘causes' of observed disturbances either out¬ 
side of the economic system ** or in the fact that the economic engine, like 
any engine, never works with precision. And this attitude toward observed 
fluctuations was the common root—or common characteristic—of another 
group of theories that also seem at first sight to have nothing to do with 
one another.*® We shall notice three examples. 

First, the most exogenous of all factors that influence economic life is varia¬ 
tion of harvest in so far as due to weather, a factor pressed into service for 
the purpose of explaining business fluctuations by W. S. Jevons, H. S. Jevons 
(his son), and H. L. Moore.*® 

Second, the fact that the economic engine is likely to stall may be exploited 
for the purposes of busincss-qxle analysis in various ways. The most direct one 
is to attribute responsibility to uncertainty in general, which will result in ‘er¬ 
roneous’ decisions. But since this uncertainty is, in many respects, due to the 
fundamental properties of the private enterprise economy, we may also di¬ 
rectly accuse the latter’s institutions.*^ And since individual errors cannot con- 

24 Factors that act upon the economic system from outside are called external or 
exogenous factors, theories that work with such factors, exogenous (as distinct from 
endogenous) theories. It should be borne in mind, however, that this concept does not 
cany' as definite a meaning as it might seem to do. On the one hand, its content will 
vary according to what we include in the economic system: eveiybody excludes un¬ 
controllable natural events, but not everybody will also exclude 'politics.' On the other 
hand, even if we exclude from the concept everything that is not covered by the theory 
of 'business behavior’—difficult though this is in such cases as central bank action and 
the like—the content of the concept will still vary according to whether wc mean by 
endogenous processes such processes only as are uniquely determined by an initial situa¬ 
tion (Tinbergen’s meaning) or also such processes as are influenced by factors not pres¬ 
ent in the initial situation, e.g. unexpected introduction of new methods of production. 

2® Another group of theories that w'ould overlap with ours also may be related to the 
unduly great confidence that the 1x:st theori.sts of the period placed in the equilibrium 
analysis. This group may be called the Disproportionality Ihcories and comprises theo¬ 
ries that locate the source of cyclical troubles in ‘maladjustments’ as between different 
groups of prices and quantities. This idea comes naturally to anyone who accepts Say's 
law as a starting point of his analysis of cycles (not necessarily his general theory of the 
economic process) and is moreover easy to substantiate from observation of certain very 
obvious facts. A large number of economists could be quoted—though principally econ¬ 
omists who were not specialists of business-cycle analysis—^who were content to accept 
it. But 1 have not chosen this point of view for discussion, because Disproportionality 
remains an empty phrase so long as it is not linked with definite factors that are to 
account for it and because, so soon as it is so linked, those factors and not dispropor¬ 
tionality per se will individuate an author’s theory. As an example of an analysis that 
stresses certain types of disproportionalities—that are mainly due to lags—^E. Lederer’s 
Konjunktur und Krisen (in Grundriss der Sozudokonomik, Part iv, xi, 1925) may, 
howrever, be mentioned. 

2«W. S. Jevons’ papers were reprinted in Investigations in Currency and Finance 
(1884): H. S. Jevons, The Sun*s Heat and Trade Activity (1910); H. L. Moore, Eco¬ 
nomic Cycles: Their Law and Cause (1914). 

2^ The reader will realize that this ‘explanation’ may easily degenerate into generali- 
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vincingly be held to produce big disturbances, unless they are overwhelmingly 
one way, we may put our trust in 'weaves of optimism and pessimism,' a version 
that was quite common and later on was to appeal to such authorities as Pigou 
and Harrod.-** There are many other variations of this theme, none of which 
is entirely void of a modest element of truth and all of which are unequal to 
the burden put upon them. 

'Phird, so long as we do not see much ground for believing that the eco¬ 
nomic system produces general fluctuations b\’ virtue of its own logic, we may 
easily conelude that these fluctuations arise simply whenever something of suf¬ 
ficient importance goes virong, no matter for what reason. Roscher had al¬ 
ready delivered himself to this effect, and no lesser man than Bdhm Bawerk 
once expressed the opinion that there \\as no general explanation of either 
cycles or crises: they belong in a ‘last chapter’ of an economic treatise where 
all their possible causes should be listed. There is more in this opinion—I am 
inclined to believe that Marshall would ha\e agreed with it—than appears at 
first sight, though Juglar’s achicvcnient suffices to show up its inadequacy. It 
takes account of, though it overstrcsscs, the fact which is so often neglected 
by ardent ‘theorists/ namely, that e\ery c>clc is a historical individual to some 
extent and that unique combinations of circumstances must enter largely into 
every analysis of a particular case. Moreover, it bars cffcctivel\‘ all those single- 
factor explanations that rest on nothing but their author’s pet aversions—such 
as sa\'ing or exploitation. Finally, it invites detailed study of individual inech- 
anisms, which carries us a long way, though not the whole way. 'I'lic bulk of 
what has been done on this line belongs, however, to the postwar period: the 
necessary analytic techniques were slow to develop.-*^’ [On these postwar de¬ 
velopments, see below Part v, ch. 4, Dynamics and Business Cycle Research.] 

All this—together with what has been said above in section 8—seems to 
establish our thesis: the essentials of both the methods and the explanatory 
principles that serve in today's business-cycle analysis, barring refinements of 

ties that arc as indubitable as they are emplx'. A classical example of this is the state¬ 
ment that ‘the “cause" ... of business cycles ... is to be found in the habits and 
customs [institutions] of men which make up the money economy. . .’ (L. K. hrank, 
‘A Theory of Business Cycles,' Quarterly journal of Economics, August 1923), 

Sec Pigou’s Industrial lluctuations (1927) and llarrod's Trade Cycle (1936). In 
justice to both authors it must, however, be added that their important contributions 
to our understanding of cyclical phenomena arc entirely indei)endent of, and but little 
impaired by, their partiality to that theory. In England, Professor Robertson is its most 
eminent opponent. 

2" I am sure of this but am unable to provide the reference. If my memory serves me, 
he said it in a review. [Professor Habcrlcr, w'ho read this work in maniLscript, suggests 
that J. A. S. is referring to Biilim Baw'crk’s review of E. von Bergmann’s Gescliichte 
der nationalokonotnischen Krisentheorieen (1895), Zeitschrift fiir Volkswirtschafty So- 
zialpolitik und Verwaltung (vol. vii, 1898).] 

ao Several authors of the period under survey made, however, u.se of the ‘principle of 
acceleration' (see Habcrlcr, op. cit. pp. 85 et seq.). And there were several contribu¬ 
tions that, though they passed unnoticed, foreshadow later developments. The ‘hog 
cycle,' e.g., was discovered by S. Benner as early as 1876 {Benners Prophecies of Fu¬ 
ture Ups and Downs in Prices), 
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technique, date from before 1914—^Jin instance of continuity in development 
or of filiation of ideas that is all the more interesting because conscious ef¬ 
fort was all the other way. Fairly satisfactory synthesis that would ha\e left 
no major fact unaccounted for and would have constituted an excellent basis 
for further research was ‘objectively’ possible by then. Why was it not at¬ 
tempted? ITie answer seems to be that objective possibility' is one thing and 
its realization quite another thing: no more than any other history can the 
history of research afford to neglect the ]>CTsonal element. Entangled in con¬ 
troversy that was often petty, enamoured of their own ideas and particular 
emphasis, economists plodded along successfully enough. But nobody rose to 
what would indeed have been a most difficult feat of leadership.'*’ 

In view of an entirely unfounded criticism that many of us arc in the habit 
of directing against the work of that time, it should be added that economists 
did not fail to offer explanations of uncniplojnicnt that were certainly not 
obviously inadequate. By going once more o\cr the contributions that have 
been mentioned and scrutinizing them for their implications concerning un¬ 
employment, the reader can easih' satisfy himself of this. Sectional and gen¬ 
eral, technological and ‘monetary,’ temporary and ‘permanent,’ types of un¬ 
employment were all in the picture that would have resulted from an effort 
at balanced synthesis—even our own mistakes were there. 'Fhe indictmcnl that 
the economists of that time disposed of all uiiemplo\'ment as merely frictional 
is true only if we adopt so wide a definition of friction as to render the indict¬ 
ment tautological.®- 

But another indictment stands against the vast majority of the economists 
of that period if it be indeed proper, considering the analytic situation in which 
they worked, to call it an indictment: with few exceptions, of which Marx was 
the most influential one, they treated cycles as a phenomenon that is super¬ 
imposed upon the normal course of capitalist life and mostly as a pathological 
one; it never occurred to the majority to look to business cycles for material 
with which to build the fundamental theory of capitalist realit} .®® 

•'*’ In the postwar period, I’igou (op. cit.) came perhaps nearest to accomplishing 
that feat. 

®2 'rhe indictment may be made more tenable by reformulating it to the effect that, 
without denying persistence of unemployment as a fact, the analysts of that period, and 
Marshall in particular, treated full employment as the ‘norm’ toward which the system 
incessantly ‘tended.* If by the term ‘norm’ we mean a property of the logical schema 
of perfect equilibrium imdcr perfect competition, the indictment fails, because it can 
be inoved that within this logical schema there would in fact exist no involuntar\' iiii' 
employment. If by the term ‘norm’ we mean a property of reality, namely, a tendency 
of the capitalist system, as it actually works, to approach full employment and to .stay 
there until .something occurs to drive it off the full employment state, then it becomes 
true to say that the economists of the WalrasMarshallian type were inadequately 
aware of the qualifications subject to which existence of such a tendency may be as 
serted. At the same time, the indictment does not amount to more than this. 

83 [This, of course, is what J. A. S., himself, attempted in his monumental Business 
Cycles: a TheorcticaU Historical, and Statistical Analysis of the Capitalist Process (2 
vols., 1959) and much earlier in his Theorie der wirtschaftlichen Entwicklung (1912; 
2nd rev. cd. 1926; English trans., Theory of Economic Development, 1934). 
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1 . Plan of the Part 

Once more wc change our rules of procedure. The sim'cys presented in the 
three preceding Parts were indeed far from complete. But though incomplete, 
they aimed at conveying fairly comprehensive pictures. So far as scientific eco¬ 
nomics in the usual sense is concerned, no significant man or work or move¬ 
ment was left out—not intentionally, at least—and I have done what I could 
do within this volume to touch upon the more important framework and 
frontier questions. In this Part, we shall not go on with this plan. In a sense, 
our inquiry ends, at the foothills of the Marshall-Wicksellian mountain range, 
with the last glance at the classical situation around 1900. If we go on at all, 
it is with a different and much more restricted purpose. It seemed desirable, 
first, to show how the work of that period fared in our own time; ^ second, to 
point out some roads that are leading away from and beyond it; and, third, 
to attempt diagnosis and prognosis of contemporaneous efforts. This will at 
best give us a bird's-eye view of just a few great contours with all the details 
and all the frontier districts left out. More than that, this view will have to be 
highly selective. 

I cannot even list all that I am going to leave out. But I will illustrate it by 
mentioning tw'O men: Gotti and Spann, llie widely different messages of these 
men, as is indeed obvious from the considerable body of literature produced 
by their followers, have shaped many a mind. In this sense, they are possibly 

1 [To a considerable extent, J. A. S. had already done this in Part iv. It will be re¬ 
called that, when outlining the plan of the Ixiok in Part i, he wrote: Tart iv will pre¬ 
sent an account of the fortunes of analytic or scientific economics from the end of the 
“classic*' period to the First World War though the history of some topics will (for the 
sake of convenience) be carried to the present time. . . . Part v is merely a sketch of 
modern developments, relieved of some of its cargo by the anticipations in Part iv 
that have just been mentioned, and aims at nothing more ambitious than helping the 
reader to understand how modern work links up with the work of the past.*] 
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more important than any two high-powered technicians of economic theory. 
But they are not important for us. Wc arc concerned with the technicians. 
Me who writes a history of, say, agricultural tcclinology docs not thereby prove 
that he thinks it more important than the history of religion. Only so far as 
those authors—or any other of the same hpe—actually attempted analytic 
work in the sense adopted for the purposes of this book, docs our failure to 
deal with them carry implications to which they or their adherents could ob¬ 
ject. Is this quite understood? 

[J. A. S. never finished this introduction to the Conclusion nor did he cover some of 
the topics he planned to include. In place of the introduertion he would have written, 
there is presented in the next section a suniniai>’ of five lectures, which were outlined 
at the same time that he was planning Part v and the last two or three chapters of 
Part IV and which presumably summarize what J. A. S. considered to be the main lines 
of advance in the recent period. 

What he actually intended to cover in the Conclusion (in addition to chs. 2, 3, 4, 
and 5 below) can only be guessed at from two pages of abbreviated notes (mostly in 
that maddening shorthand), which are reproduced in the Appendix. Among the ‘things 
still entirely lacking in (Part) v' he listed: 

(1) Morgenstem and von Neumann, Theory of Games and Economic Behavior 

(1944) 

(2) Leontiefs Linear Programming 

(3) Income Analysis—Social Accounting 

(4) . . . Chenery (Engineering Production Functions) . . . Frisch 

(5) (Several lines of shorthand notes) 

From the second paragraph of section 3 (this chapter), it is obvious that J. A. S. also 
intended to comment on the 'unprecedented wealth of statistical facts’ and on Econo¬ 
metrics, 'the new relation between economic theory and statistical methods.’] 

2 . The Progress of Theoretical Economics during the Last Twenty- 

Five Years^ 

(a) Introductory Lecture on the Scope of the Course. ITie First World War caused 
a complete change in the economic policies of all nations which has persisted ever since. 
Tliis was due, first, to the fact that all nations have had to face new problems arising 
out of political and economic situations in which they had never found themselves be¬ 
fore. But, second, this change in policies was due also to the fact that the war had 
thoroughly upset the previous distribution of political weights. Thus, we observe not 
only new problems and new situations but also new attitudes toward them. 

^ [J. A. S. delivered a course of five lectures in January 1948 at the School of Eco¬ 
nomics, University of Mexico, on this subject, which coincides roughly with what was 
intended for Part v (partly anticipated in Part iv). What follows is a brief summary 
of those lectures, written in advance for translation into Spanish and presented here in 
place of the Introduction and Plan, which were never completed, llie summary is 
printed in full despite certain repetitions; references in square brackets show where the 
subjects are treated in the History. These lectures were, of course, planned for a mixed 
audience and were of necessity rather general and elementary.] 
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Economics and Political Economy. Economists moved with the times and a signifi¬ 
cant change occurred in their views about practical questions. 'I'hc sum total of these 
views together with the schema of social values that underlies these views we shall call 
Political Economy. Accordingly, we s.ay that a new Political Economy arose after 1918. 
But, however interesting it would be to describe this new Political Economy and to in¬ 
quire into its sociological roots, this is not our task in this course. The new views on 
economic policy will be considered only so far as they are relevant to the development 
of scientific economics. 

By Scientific or Analytic EiConomics, in contrast to Political EiConomy, wc shall mean 
the stock of facts and methods that economists collect with the purpose of explaining 
the phenomena of ec onomic life. Tlic difference between this analytic economics and 
political economy can be illustrated by analog^' with the difference between the subjects 
that are taught at a faculty of medicine. Such a faculty has professors of surgery, in 
ternal medicine, and so on who teach the practical art of treating patients. But there 
arc also professors of chemistry, physiolog>', biology who teach the scientific founda¬ 
tions of that art but not that art itself. It is with the analogues of the latter that we 
are concerned. 

Economics and Economic Theory^ Wo. shall restrict our subject still further. Perhaps 
the most imj^ortant progress that has occurred in .scientific economics is the vast in- 
crca.se in our command over facts. All types of information about facts have increased 
beyond the boldest dreams of past generations but our epoch has been particularly char¬ 
acterized by an increase of statistical information which was so great as to open up 
quite new i)ossibilities for scientific re.search. In step with this increase of statistical 
materiaL there has been an equally important development of statistical methods. But 
wc shall disregard all this and concentrate our attention on the developments in that 
restricted field which is called Economic 1 ’heor>'. 

So many misunderstandings still prevail about the nature, use, and limitations of 
Economic Theory' that it is neccs.sary to explain our conception of it. 7 ’here was a time 
wlicn Economic Thcoiy meant precisely what we have called Political Economy above: 
there was a ‘liberal’ or ‘.socialist* or ‘mercantilist’ theory', and all tho.se theories more 
or less meant political doctrines or at least practical recommendations. This is not the 
modern view. 71 ie modem economist considers theor>' simply as an iiistmnient of re¬ 
search. This instrumental character of economic theory will be illustrated by examples 
which will also explain the relation that nevertheless exists between economic theory 
and economic policy. 

Precisely becau.se economic theory is only an instrument of research, it cannot pro¬ 
duce concrete results without the facts that are supplied by statistics or non statistical 
description. This had been realized already by the Spanish economists of the sixteenth 
and .seventeenth centuries. But the alliance between statistics and theoretical economics 
was not complete until the emergence of modem Elconomctrics. 

The Main Lines of Advance within Economic Theory. Tlie most obvious way in 
which sciences advance is by new departures, that is, by the discovery of new facts, or 
new aspects of old facts, or new relations between facts. Examples will be given from 
the history of physics and of economics. But there is another w'ay. When we use the 
concepts and theorems that wc have inherited from our predece.ssors, these concepts 
and theorems—^which we call the analytic apparatus of a science-—change in our hands. 
Wc add here and correct there and so this apparatus slowly develops into a different 
one. It will be our first task to describe how, approximately between 1890 and 1914, 
a system of economic theory consolidated itself and how this system formed the basis 
of later work, which started in the early 1920’s and transformed it without intending 
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to do SO [Part v, ch. 2 of this History]. Tlien we shall see how a new analytic ap¬ 
paratus developed which is known as economic dynamics [Part v, ch. 4 of this History]. 
.\nothcr new- departure, mainly associated with the name of Lord Keynes will be con¬ 
sidered next [Part v, ch. 5]. And, finally, we shall sum up what has been accomplished 
and what might be expected for the near future. 

(b) The Marshall-Wicksell System and Its Development. Scientific economics found 
its systematic form in the eighteenth century (Beccaria, A. Smith, Turgot) and, after 
various ‘revolutions,' in the Principles of Political Economy of J. S. Mill. This system 
was in turn revolutionized by the introduction of the marginal utility principle (Jevons, 
Mengcr, Walras). But another process of consolidation took place between 1890 and 
1914, and a theoretical system of apparatus emerged which is embodied in the .standard 
works of A. Marshall and K. W’^icksell. A few minutes will be devoted to de.scribing the 
salient characteristics of this system and the extent to which it was accepted by the 
professional theorists of all countries [Part iv of the Hiytor>’|. We shall then proceed to 
discii.ss the main lines of advance that started from this system. 

'iVie Theory of the Individual Firm and Monopolistic Competition. Neither Marshall 
nor W’icksell had neglected the task of analyzing the behavior of individual firms. But 
their theorems, except in the case of monopoly, referred mostly to a whole group of 
finns (industiy) or even to the whole organism of the social economy, lliey hardly 
realized the necessity of investigating more closely the behavior of the individual units 
that combine to produce the phenomena which w'e associate with an industr>' or the 
.social economy. In analyzing this behavior theorists .soon discovered that the case of 
l^erfect or pure competition was a rare exception rather than the rule, and that the 
economic organi.sin, especially in ca.scs of decreasing average cost, does not function 
as it would under perfect or pure competition. F’roin this a new' body of theorems 
arose, the theory of Imperfect (Robinson) or Monopolistic (Chamberlin) Competition, 
the main features of wliich will be briefly characterized [Part v, ch. 2 of the History]. 

Indifference Varieties. In si^ite of the protests of l^areto and others, the theorists of 
the Marshal 1-Wick.sell generation used uncritically the concept of marginal utility. Dur¬ 
ing the 1920’s and 1930's this concept was rapidly di.scarded in favor of the ‘indiffer¬ 
ence-curve’ approach. Tlie reasons for this and the advantages of tlie indifference-ciirv'c 
approach will be di.scussed briefly (See Hicks, Value and Capitaly 2nd ed., 1946) [Part 
IV, ch. 7, sec. 8 and .App. and Part v, ch. 2]. The con.scquences of the passing of the 
old marginal utility theory for Welfare Economics can only be touched perfunctorily 
[Part IV, ch. 7, Appendix: Note on the 'I’heory of Utility]. 

Other Improvements of the Marshall-Wicksell Apparatus. With increasing scientific 
rigor and especially w'ith the increasing use of mathematics in economic theory, the 
theorists have in the last twenty-five years been able to develop many of the doctrines 
taught by Marshall and Wickscll and to correct others. An example of these develop¬ 
ments is the theor>' of substitution which created the concept of elasticity of substitu¬ 
tion. This conception is useful in settling in a few lines many problems that filled 
pages and even volumes in the past (for instance the problem of the influence of the 
introduction of machines upon the interests of labor). Corrections have been mainly 
applied to the old theory of production by means of a closer analysis of the properties 
of Production Functions [Part iv, ch. 7, sec. 8]. 

(c) Economic Dynamics. Wc call a relation static if it connects economic quantities 
that refer to the same point of time. Thus, if the quantity of a commodity that is de 
manded at a point of time (t) is considered as dependent upon the price of this com¬ 
modity at the same point of time {t), this is a static relation. We call a relation 
dynamic if it connects economic quantities that refer to different points of time. Thus, 
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if the quantity of a commodity that is offered at a point of time (t) is considered as 
dependent upon the price tliat prevailed at the point of time (t — i), this is a dynamic 
proposition, lliese definitions of the terms 'static' and 'dynamic' must be carefully 
distinguished from others that have been used and are still used sometimes. The 
Marsliall-Wickscll system was essentially static. 

The Importance of a Dynamic Theory. TTie necessity of developing a dynamic theory 
rests upon three facts: (1) It is obvious that most quantities demanded and offered, 
both of finished commodities and of factors of production, as well as prices and in¬ 
comes arc in reality related to other economic quantities that belong not to the same 
moment but to the pa.st or to the expected future. It is particularly obvious that 
monopolists want to maximize gains not for the moment but over a stretch of time. 
(2) It is not so obvious but it is nevertheless true that this makes a great deal of dif¬ 
ference to results. If we drop the hypothesis that each element of the economy depends 
only on the other elements as they are at the same point of time, quite different results 
and quite new phenomena emerge, for instance the phenomenon of cnc/ogcnoiis fluctu¬ 
ations. (3) Finally, the task of developing a dynamic theory is ver>’ difficult and cannot 
be aceoinplished simply by adding dynamic qualifications to static thcor\\ It requires 
new techniques and raises fundamental problems of its own. An example of the new' 
teclmiques required is the theory of difference equations. An c.\anii5le of the new funda¬ 
mental problems is economic equilibrium, which, if considered from a dynamic stand¬ 
point, appears in a new light. 

An Illustration: the Cobweb Problem. Wlien fanners observe current prices of, e.g., 
pork and fodder, they will decide to produce more or less hogs according as hog pro¬ 
duction is or is not profitable at this current relation betw'ccii the prices of pork and 
fodder. But this decision cannot take effect before a certain period has elapsed. The 
resulting supply of pork will then impinge on the market and change the pre-existing 
relation between the prices of pork and fodder. Tliis will induce new decision by the 
fanners and so on. This 'cobweb problcur or 'hog cycle' w'ill be discussed, under simpli¬ 
fying assumptions, by means of a simple diagram. A similar problem is the so-called 
shipbuilding cycle studied by Tinbergen {Weltwirtschaftliches Archiv, 1931). [All the 
problems outlined for this lecture on Economic Dynamics are treated in Part v, ch. 4 
of the History.] 

(d) Income Analysis. We have a strong scientific interest in reducing the number of 
the economic variables w'ith which w'e have to deal. If w'C tried to write down the 
equations that determine the static equilibrium of millions of firms and hou.scholds, we 
should never accomplish the task. In particular, we could never marshal the .statistics 
that would be the necessary complement of such a system. This suggests the idea of 
reducing the number of variables to a few great social aggregates. This idea is very old. 
From the first economists have tried to reason on national income, national sum total 
of wages, and the like. But it was only during the last quarter of a century that this 
idea has been systematically followed up. It is clear that we should be in a much better 
position to apply theory to statistics and statistics to theory if w'c could, for .some pur¬ 
poses or for all, confine ourselves to such variables as National Income, National Con¬ 
sumption and Investment, Quantity of Money, Employment, and Interest Rates. Anal¬ 
ysis w'liich attempts to do so is called Macroanalysis (R. Frisch). Because the National 
Income is the central variable in which we arc particularly interested, it is also called 
Income Analysis. 

The Keynesian Theory. The most successful of all the theoretical systems that have 
been inspired by this wish to simplify the structure of economic theory is the static 
system that is associated with the name of the late Lord Keynes. Many others have 
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also been constructed, for example, by Amoroso, Frisch, Kalecki, Pigou, Tinbergen, 
Vinci. Lord Keynes used only four variables explicitly: quantity of money (deposits), 
consumption, investment, and interest rates. Income enters also, but is simply identical 
with consumption plus investment. The price level is eliminated by the use of 'wage- 
units' or labor hours in which all quantities are expressed. E'mployment is wedded to 
income by the assumption that it is strictly proportional to income expressed in wage- 
units. The variables are linked together by three relations: the liquidity-preference func¬ 
tion, the consumption function (which implies the famous ‘multiplier’), and the invest¬ 
ment function, all of which will be briefly explained. 

Discussion of the Keynesian Theory. Kc>'nes presented his theory as a macrostatic 
system. But it is possible to turn it into a macrodynaniic system without great difficulty. 

It is much more serious that Keynes assumed not only that methods of production 
remain unchanged but also that the amount of industrial equipment does not vary. 
This restricts his analysis to ver>' short periods of time (^-lo months). Moreover, since 
technological change is the essence of the capitalist process and the source of most of 
its problems, this assumption excludes the salient features of capitalist reality. 

The novelty in Keynes’s theor\' of saving consists simply in this. Before Keynes, econo 
mists used to take it for granted that, normally, savers invest whatever they save. 
Keynes assumed that people save without having any definite intention to invest and 
that, w'hen they have saved, they may decide not to iiivc.st at all but to keep their 
savings in the form of money (General Theory of Employment. Interest, and Money, 
1936, pp. 165-6). On this alone rests the peculiar features of his theory' of interest. But 
saving without investment occurs only in deep depressions, that is to say, in about one 
year out of every ten on the long time average. The concept of marginal efficiency of 
capital is not the same as the old marginal productivity of capital, but essentially it ex¬ 
presses the same facts. 

Keynes’s theory of wages is interesting because it seems to supply an ex]jlaiiation of 
permanent unemployment as distinguished from cyclical unemployment. But it does 
so only by means of the assumption that monetar>' wage rates are rigid. And nobody 
has ever denied that unemployment may per.si.st indefinitely in this case. 

The Success of the Keynesian Theory. We have seen that fundamentally Keynes ac¬ 
cepts the Marshallian apparatus of economic theory and that he only adjusted it in a 
number of points. But these points were very important for the explanation of the de¬ 
pression of the 1930’s and therefore rightly attracted attention. Moreover, his simple 
system that considers only a few aggregates was ea.sy to master and to manipulate. From 
the.se factors of scientific success we must, however, distinguish a much more potent 
factor of political success. Keynes seemed to present an argument that saving, the great 
virtue that the majority of bourgeois economists from A. Smith on had always extolled, 
was really a vice that was the cause not of capital formation but of unemployment and 
capital destruction. Tliis attracted many people who had for other reasons renounced 
allegiance to the values of capitalist society, and thus made Ke>mesian doctrine—not 
quite logically—^the banner of economic radicalism. [All the salient points of this Lec¬ 
ture on Income Analysis will be found developed in Part v, ch. 5, ‘Keynes and Modern 
Macroeconomics.'] 

(c) Summary of the Course. It is impossible to foresee what future generations will 
think of the work in economic theory from 1920 to 1945. We can survey the points 
which posterity will have to judge but we cannot pronounce upon their value. One 
thing must be kept in mind, however. The economic theory of our own time and of 
all future times can never again be so fascinating to the wider public as it had been 
in the times when it was understandable to every educated person and when it seemed 
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to establish directly 'eternal laws' and practical rules. Everyone can understand A. 
Smith. Only specialists can understand the matrix calculus and functional equations. 
Ever>'one is interested in free trade or protection. Only specialists are interested in 
questions of deterininateiiess and stability. 

The Progress in 'Pechnique. The one thing that can be confidently asserted about 
the work of the period we have been surv'cying is that the theory of 1945 is greatly 
superior to the theory of 1900 as regards technique. Results are more reliable, proofs 
are more rigorous. This in itself also means more results and more specialized results 
that fit better the endless variety of the configurations of economic reality. At the same 
time it must be admitted that fundamentally new ideas have been almost wholly 
absent. We make iimcli more of the ideas which we have inherited from the pre¬ 
ceding jicriocl and often j^resent them in a new light, but wc have added little 
to them. As a conspicuous example, the theory of Business Cycles will be briefly dis¬ 
cussed in order to show that all tlic essential ideas were developed before 1914 [Part v, 
ch. 4]. 

Economic Theory in the Service of Economic Policy. Modem theory no longer un¬ 
dertakes to show that free trade is the right policy for all times and places. But it 
shows much better than could have been .shown by Smith or Mill what will be the 
effects of a particular measure of protection on the interests of all classes of society. 
Modern theory no longer undertakes to prove that perfect competition is an ideal. But 
it can show what the effects of given deviations from competition will be. Modern 
theor\' no longer recommends saving under all circumstances. But it gives to economic 
policy a comidete de.scription of the process of saving and of the effects that different 
kinds of saving will exert upon the economic situation of a country. Many other ex¬ 
amples could be cited in order to show that modem theorists are developing an ap¬ 
paratus that is indeed no longer simple but will render in the end the same service to 
economic policy which theoretical physics renders to engineering. 

Planning and Socialism. What has Just been said may be applied to any kind of 
economic planning. Economic theory is slowly developing the mental instruments that 
are neccssar>' in order to 'rationali/e* planning and to tell planners what they must 
do and avoid in order to attain certain given ends. If a socialist society is defined as the 
perfectly planned society, then we may further say that modem theory is building the 
foundations of a truly 'scientific' socialism [Part iv, ch. 7, sec. 5]. To say that pure 
theory is of no interest for practice is as unreasonable as to say that pure mechanics 
is of no interest for building the machines we want. The ends them.selves, that is to 
say, the kind of society or culture we want, we must choose ourselves. No science can 
do more than indicate the means of attaining whatever it is we want. 

Background and Patterns] ^ 

Very roughly, the beginnings of what I believe to be a new period in the 
history of economic analysis date from the First World War. But this was a 
coincidence. Causally, that world war had little to do with the new tendencies, 
which in fact w'cre discernible before 1914. The public, of course, was under 
the impression, as it always is in any epoch of striking events, that the eco¬ 
nomic phenomena it obscr\cd were entirely novel, unheard-of, and of a na- 

1 [Apparently J. A. S. intended to do here very briefly what he did for the preceding 
peri^ in Part Iv, ch. 2.] 
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turc to upset completely the schemata of analytic economics. And it was a new 
experience for some people to be poor instead of rich and for others to be rich 
instead of poor, for some to see their interests championed by politicians in¬ 
stead of ignored, for others to see their interests attacked by politicians in¬ 
stead of defended as they used to be. But no economic fact or process ob- 
scr\able during that war and its aftermath had ainthing new to teach to the 
scientific economist. The inflationary processes in particular fitted beautifully 
into the oldest of old schemata. Nor is this any thing to wonder at. Economics 
is a very unsatisfactory science. But it would have to be much more unsatis¬ 
factory than it is if such an event as a war, however extensive and destructive, 
sufficed to upset its teaching. 

The fundamental independence from war influences of the developments 
that brought about a new period of economic analysis can be easily established 
by listing them. First, there was the unprecedented wealth of statistical facts. 
Second, there were new results that grew out of working the old apparatus. 
Third, there was the dcNclopment of dynamics. Fourth, there was the new 
relation between economic theory and statistical methods (Econometrics). It is 
these four—obviously interdependent—^aspects of contemporaneous work that 
will be discussed in the chapters that arc to follow. 'Ihe rest of this chapter 
will be dcNOted to the discussion of a matter of ‘atmosphere.’ 

Our time is one of transition, not only in the sense in which any time is of 
necessity transitional, but also in the specific sense defined by rapidity, and by 
universal awareness and expectation, of actual and impending social change of 
a fundamental nature. Few will deny this. It will be convenient to state at 
once the two ways in which that fact bears upon the scientific work in our 
field. 

The first things to occur to most of us arc the new patterns and the new 
problems. But so far as these are concerned, it is more important to realize the 
extent to which they are but old friends in new sociological garb than it is to- 
rcalize the extent to which we are really facing new' scientific problems. For to 
begin with, we may repeat for recent economic history what was said a mo¬ 
ment ago for the economic history of the First World War. Social patterns, 
economic and other policies, economic situations arc all quite different, but 
this docs not in itself imply that new' economic principles are either suggested 
by them or required in order to understand them. Tims foreign policies, eco¬ 
nomic and other, that strike the good old liberal as novel heresies and more 
enthusiastic observers as great discoveries w'ould, as we have seen, have looked 
very familiar to Malyncs and Missclden. The labor contract is no longer ‘free,’ 
but not only has it never been so except during comparatively short spells of 
history but also this docs not mean a novel problem to the analyst—^all he 
has to do is to take a different model from his box of tools. Political rents— 
payments from public funds to particular groups to which no specific economic 
service corresponds—arc a .salient feature of modern socict}'; but they were 
not less important in the society of Louis XV: the fact that the recipients car¬ 
ried different class connotations is, for purposes of purely economic analysis, 
less important than it might seem. Friends and foes of the New Deal agreed 
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in looking upon it as new. So it was in more than one sense. But not in our 
sense: practieally every measure that is covered by that slogan had been ob¬ 
served and fully analyzed before. Nor is this all. 'Iliere are possible events 
that would create historically novel situations. Fullfledged (not bolshevist) so¬ 
cialism, adopted by modern industrial society, is an example. But to the econo¬ 
mist it would not present a new problem. Tlie theory of a socialist economy 
lies ready at hand, fulh' worked out in part by thoroughly bourgeois econo¬ 
mists at a time when there was no hope or danger of that exercise in pure 
theory ever being put to practical use. In this respect, economists were better 
than was their repute. 

Nevertheless, there arc patterns and problems that arc analytically novel. 
Among the examples, I might have mentioned ‘going off gold,’ de\alnation, de¬ 
preciation. exchange control, and other features of monetary management as in¬ 
stances of time-honored devices—only they were not always ‘honored’ and 
hence they were known under uncomplimentary names. But this would be only 
substantially, and not quite, correct. We do sec other sides of them that were 
not seen before, and we have learned to reason about them in different ways. 
Morco\cr, theory tends to become—in part intentionally, but still more unin¬ 
tentionally—specialized when, by tacit agreement, theorists look for a long 
time at the same social and economic pattern. Its features arc then taken for 
granted, and many propositions arc framed to fit c\en the least persistent of 
them. If central banks are practically treasury departments; if other banks have 
almost lost all functions but the clerical ones of cashing cheeks and buying 
government bonds; if the market rate of interest docs not mean a thing and 
money-market and stock-exchange mechanisms arc well-nigh paralyzed; if the 
profit motive of the industrial family is rapidly \anishing; if salaried employ¬ 
ees administer the most important concerns; if pri\'atc thrift and private in¬ 
vestment have ceased to function, and income generation through government 
expenditure is looked upon as a normal clement of the economic process, in 
which taxation absorbs the higher incomes; and so on—then the relative im¬ 
portance of the \arious pieces of the capitalist engine is so thoroughly affected 
(many of the pieces do not work at all, whereas others that could be justifiably 
neglected before assume a dominant role) that all the ‘applied’ fields will natu¬ 
rally acquire an entirely different complexion. And theorists will redistribute 
their emphasis upon their various models and work out some of them more 
fully while shelving others. But it is important to realize that this is all and 
that from the standpoint of analytic technique it means much less than the 
layman is inclined to believe. 

[Unfinished; many shorthand notes and then a sentence, which began: ‘The other 
way in which awareness of actual and impending change influences scientific work . . .’] 
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[1. The Modern Theory of Consumers’ Behavior and the ‘New’ 
Theory of Production] 

The modern theory of consumers' behavior developed almost wholly dur¬ 
ing the last quarter of a century so far as the doctrine is concerned that is 
actually used and taught by the sector of the economics profession that is 
primarily interested in theory in this sense. But what was and is being devel¬ 
oped consists in methods and results, mainly associated with the work of 
Fisher, Pareto, Barone, Johnson, and, if we do not mind adding a paper that 
remained practically unknown for a decade or more after its publication, 
Slutsky, 'lliis means that the fiindamcnbal ideas were present before the close 
of the First World W^ar, not in the form of cmbr\ onic suggestions onl\-, but 
well worked out, mainly by authors of international reputation, in forms ac¬ 
cessible, so we should think, to every professional theorist. 'I'hey had only to 
sink in and to be clarified, amplified, applied, and occasionally straightened 
out in the process. But little had to be added to them that was fundamentally 
new. TTic situation was much as it w’as in the automobile industry: in spite 
of all the improvements and new gadgets, a modern motor car is still much 
the same kind of thing as the motor car of 1914.^ Exactly the same holds for 
what may still be called the new theory of production. And the concept of 

1 While I think it necessary to emphasize this fact because it is quite essential in 
order to understand the present situation, I do not wish it to be misunderstood. Such a 
misunderstanding would be involved for instance in any impression tlie reader might 
conceive to the effect that emphasis upon that fact implies derogation either of the 
performance of our age or of the talent that went into it: a physicist writing in 1730 
might have been equal in mental stature to Newton; but it was ‘objectively' impossible 
for him to produce another work like the Principia Mathematica (1687): he would 
have had to bend to ‘objectively' and ‘relatively' lesser tasks. Similarly, it is no reflec¬ 
tion upon either Frisch or Samiielson to include tlieir performances in the category 
of elaborating or continuing work. On the contrary, both perfomianccs illustrate well 
the types of originality that were possible in the field of the theory of consumers' 
behavior at the time they wrote: both performances produced novelties but novelties 
like the self-starter and not like the Otto motor. 
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elasticity of substitution illustrates well not only what has been done but also 
what could be done in this field under the given circumstances.* 

A historian, inspired by his obscr\'ations about similar events in the past, 
might have expected that Walras would have missed the boat, that is, that 
his work, in an epoch that was able to understand him at last, would have 
been thrown into the limbo where dwell the works that, inadequately appre¬ 
ciated in their own time, were condemned on technical inadequacies of their 
apparatus when their real time had come. This was not so, however. Tlie work 
on consumers’ behavior and on production that can be fitted into his system 
and that, in part, was fitted in by Pareto, instead of preventing him from 
taking his proper place, produced rather a modernized Walrasian system. This 
process extends from 1924, when Professor Rowley’s Mathematical Ground- 
work of Economics made Walras’ equilibrium system internationally accessible 
—already modernizing it in many spots—to 1959 when Professor Hicks’s Value 
and Capital, or the first two parts of it, completed the task.* To some extent 
this book uas particularly successful in unearthing Walrasian problems of 
which Walras himself had not been aware. And, partly in its wake and partly 
independently, a rich stream of contributions was released from which I shall 
merely ‘read by name’ the ^^’orks of Lange, Mctzler, Mosak, and—only alpha¬ 
betically last—Samuelson. Much or most of this work pi\ots around questions 
of detemiinatcncss and around stabilih' conditions and thus constitutes the 
bulk of tlic work of our day in the field of fundamental theory or even Grund- 
lagenforschung. 

- For a general survey of the nature and uses of total and partial elasticity of substitu¬ 
tion, see again Allen, Mathematical Analysis, pp. 341-5. 372, 504, and 512. The con¬ 
cept. first introduced in its simplest form by Hicks {Theory of Wages, 1932) and Joan 
Robinson {Economics of Imperfect Competition, 1935), was immediately put to good 
use by both authors in the formulation of propositions that acquire delightful simplicity 
thereby (e.g., see also J. R. Hicks. ‘Distribution and Economic Progress: A Revised 
N'ersion,’ Review of Economic Studies, October 1936). For a time the concept was 
therefore deserv'edly popular but this popularity was soon impaired by the related facts 
that it ceases to be so simple so soon as there are more than two goods or ‘factors’ 
under consideration and that it works w-ith difficulty when applied to statistical data. 
I regret my inability to survey the results of the considerable literature to which the 
concept has given rise. Sec however the discussions in Review of Economic Studies, 
February 1934 and Februaiy’ 1936). Another example of this type of gadget is A. P. 
Lcrncr’s measure of monopoly power (‘The Concept of Monopoly and the Measure¬ 
ment of Monopoly Power,' Review of Economic Studies, June 1934). 

* Even in those tw'o parts, Hicks did mucli more than modernize Walras. So far as 
mere modernization goes, he also modernized Marshall, and I do not mean to suggest 
that ‘modernization' describes those two parts of Value and Capital adequately. On the 
other hand, Hicks's treatment is much too brief to accomplish the modernization of 
Walras and Marshall completely; it should be said rather that he produced essential 
material for it. 
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[2. Theory of the Individual Firm and Monopolistic Competition] 

Equally important, however, and much more important as regards direct 
applicabilit}' to practical questions and hence for the economic profession as 
a whole, is another dc\elopmcnt that objectively stems from Marshall—the 
Theory of the Tndi\idual Firm and in connection with it, the llieory of 
Monopolistic or Imperfect Competition.^ Everyone knows that this new arm 
of the economist's analytic engine was added, in different forms, by English 
and American authors who worked independently of one another—a striking 
proof of the intellectual, still more than practical, need for this type of theory 
and a not less striking illustration of how the logic of the scientific situation 
may drive different minds along similar lines of advance.*' In the United States. 
The Theory of ^lonopoliatic Competition sprang, N\'ithoiit any warning, fully 
armed from Professor E. II. Chamberlin's head in 19^^“ and met with a 

Still more than in other eases, I am anxious in this one to divest my emphasis upon 
a historical filiation from any semblance of derogation. 'Phis emphasis .seems imperative 
bccaii.se of two different sets of facts. First, Marshall, on the strength of his frequent 
use of the concept of the (small) individual industry, to which in particular most of 
his diagrams refer, has been sometimes accused of having neglected the economics of 
the individual firm. But as we have seen, and as analysis of his argument (and of such 
concepts as a firm’s special market or internal economics) could prove, he gave, on the 
contraiy', quite unusual attention to the problems of the individual firm and offered 
suggestions that indeed called for dcvcloiiment but force us, precisely because of this, 
to look upon later work, especially by Marshallians, as an offshoot from his. Second. 
Marshall’s concepts and treatment of the individual industry and of increasing returns 
invited criticism: their vcr\' shortcomings were fertile; they spoke with so certain a 
voice that the critic’s constructive task was cut out for him. 

^ ’I'his and the fact that we have here to do with a broad movement in which many 
partieijjate, though only few make the dcci.sivc hits that histoiy records, stand out still 
more clearly if we take account also of the related literature on oligopolistic patterns. 
^\'e then discern a similar movement in the Northern countries (see especially F. 
Zeuthen, ‘Mcllem monopol og konkurrence,’ NationalOkonomisk Tidsskrift, 1929, and 
Problems of Monopoly and Economic Warfare^ 1930) and in Germany (see von 
Stackelbcrg, Marktform und Gleichgewicht, 1934, who noticed and discussed most of 
the German as well as the non-German contributions). 

® Chapter 8 (on distribution), the contents of which w'ere first presented in a paper 
read before the American Economic As.sociation (at the meeting in Philadelphia. 1933) 
and which was then piibli.shed in extenso in Explorations in Economics (in honor of 
F. W. Taussig, 1936I, was added to the 2nd ed. of the book (1937). Chapter 7—the 
second chapter on selling costs—was omitted from the Ph.D. thesis handed in at Har¬ 
vard on April 1, 1927 in order to meet the time limit, although it was fully worked 
out by then. The thesis does not differ in any essential from the 1st ed. of the book 
and, since it was in the stage of final revi.sion for several months before, does not owe 
anything to Sraffa’s article (‘The Laws of Returns under Competitive Conditions’), 
which appeared in the Economic Journal, December 1926. The author proposed the 
subjec-t for a Ph.D. thesis as early as 1921, when he was a student at the University 
of Michigan (author’s communication). In spite of subconscious influences that may 
have come from early Marshallian training, we therefore have here a striking instance of 
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corresponding success, whicli u^as as much due to the force and brilliance of 
his exposition as it was to the maturity of the scientific situation. *^nie work 
claimed to reconstruct the whole of value theory by blending or fusing the 
hitherto separate theories of monopoly and competition. Nor was this all. It 
also claimed to teach a new economic Weltanschauung from the standpoint 
of which practically all economic problems appear in a new light. In any case 
the most important original contributions of the work—mainly contained in 
Chapters 4 7 on product differentiation and selling costs—met with very little 
fundamental dissent, if indeed with any. But a whole literature that amplified 
and applied these contributions followed in its wake. 

In England, Mrs. Joan Robinson's Economics of Imperfect Competition^ 
also in 1933, impinged upon a less unprepared profession and, for this and 
other reasons, was less speelacularly successful. As we know, Piero Sraffa, in 
1926, had thrown out the idea that appeal to the theory of monopoly was the 
remedy for the difficulties about equilibrium that had arisen in connection 
with increasing returns. In doing so he had already suggested that actual con¬ 
ditions in industry will in general lie in the intermediate zone between monop¬ 
oly and competition and that, since it was the competitive theory which held 
the field, it was then necessary ‘to turn towards monopoly.’ Finding monopoly 
thus released ‘from its uneonifortablc pen’ (Robinson, op. cit. p. 4) in which 
it had existed, in seclusion from the main corpus of economic analysis, Mrs. 
Robinson proposed to reconstruct the theory of value by allowing monopoly 
to ‘swallow up the eoinpetitivc analysis'—every firm being a monopolist, that 
is, a single seller of its own product, and competition coming in hy bits until 
we reach the limiting case where a large number of such single sellers of per¬ 
fectly substitutable products sell in a perfect market, and the demand for the 
product of each of them becomes perfectly elastic, the ease usually described 
as perfect competition (op. cit. p. 5).^ It should be observed that this concept 

subjective and objective originality—and of originality of the purely theoretical type 
that owed nothing to ‘the collection of direct empirical evidence,* though a ‘guiding 
principle* certainly was to create a theory that would fit facts better than what Cham¬ 
berlin conceived to be the theory of competition current at that time (author’s com¬ 
munication). It seemed worth while to abandon, in this ease, the principle of sketchi¬ 
ness that governs our exposition, csix’cially in this Part, not only because of the im¬ 
portance of the book that—iie.xt to Keyncs*s General Theory and with Hicks's Value 
and Capital and Hayek’s contribution—must certainly be considered as one of the 
most successful books in theoretical economics that the period since 1918 has produced, 
but also because its author is not, like most authors mentioned in this book, beyond 
reach of personal interview. And personal contact, though only one of several methods 
for studying the ways of the human mind and especially the manner in which original 
work emerges and takes effect, is an important one and particularly useful in providing 
a check on the others, lliree elements of scientific achievement are particularly ob¬ 
vious in this ease: the maturity of the scientific situation; the ability to grasp an im¬ 
portant idea with force and enthusiasm; and the ability to stay with it and to shut 
oneself off from the disturbing effects of other scientific ideas or aspects. 

^ In her Foreword and Introduction, Mrs. Robinson not only acknowledged obliga¬ 
tion to Marshall and Pigou but gave ample credit to Sraffa, to whose papers—^both the 
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of monopoly is not the traditional one. In fact the traditional eoneept can 
be satisfactorily defined only by the criterion that it admits the application 
of the Cournot-Marshall theory of monopoly. But this theory in turn presup¬ 
poses the existence of a demand curve that is independently given and im¬ 
mune to influences from other firms upon the beha\ ior of the one under con¬ 
sideration. Hence the traditional theory of monopoly is constitutionally un¬ 
able to ‘swallow up' any cases where these influences cannot be neglected, 
and hence the traditional concept of monopoly becomes inapplicable. 

English and the Italian contribution mentioned in I’art iv. ch. 7, sec. 8d—it is there¬ 
fore nccessaiy to recur in all questions that touch upon her fundamental analytic in¬ 
tentions. This is rendered more difficult by the fact that Sraffa (see next sentence in 
our text) did not use the word Monopoly in the Robinsonian but in the usual sense. 
But she also acknowledged indebtedness to, or a sort of partnership in the si)irit with, 
a number of other fellow economists of whom we must in particular notice three. 
'^I’here was Harrod, whose share in the analysis of impurely or imperfectly competitive 
patterns must be valued more highly than his papers (including his ‘Doctrines of Im¬ 
perfect Competition/ Quarterly Journal of Economics, May 1934; ‘Imperfect Compe¬ 
tition and the Trade Cycle/ Reriew of Economic Statistics, May 1936; and ‘Price and 
Cost in Entrepreneurs’ Policy,' Oxford Economic Pafwrs, May 1939) would in them 
selves indicate, especially considering the dates of their publication. And there were 
Shove and Kahn, whose names may, at some future time, owe the greater part of 
their recognition to Mrs. Robinson’s generous tributes. These tributes were fully de- 
scr\'cd (as was Keynes’s tribute to Kahn, see below ch. 5). Both are scholars of a type 
that Cambridge produces much more readily than do other centers of scientific eco¬ 
nomics or rather of science in general. They throw their ideas into a common pool. 
By critical and positive suggestion they help other people’s ideas into definite existence. 
And they exert anonymous influence—influence as leaders—far beyond anything that 
can be definitely credited to them from their publications. 1 take this opportunity to 
mention a point on which Mrs. Robinson lays great emphasis in her Foreword and in 
deed throughout her book, the ‘marginal revenue cur\e.' She gives credit, for both the 
thing and the word, to several of her contemporaries, particularly to Mr. Marrod and 
Professors Yntema and Viner. It is quite natural that u.sc of tliis convenient tool sug¬ 
gested it.sclf at that time to many (including Chamberlin), especially to tho.se who had 
previously struggled with the clumsier Marshallian total curves. Wc must not, however, 
forget that the tool was first used by Couniot, and no author of the 1920’s or 1930’s 
can have any objective claim to it. 
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No EXPLANATION SHOULD bc nccclcd of wliat to some readers ma}^ seem to be 
an unjustifiable neglect of 'totalitarian' economic literatures. However I do 
wish to state that such neglect has nothing to do with political prejudice. I 
have no intention of neglecting any analytic work that has been done or is 
being done in 'totalitarian' countries, and the mere fact that such work is pre- 
.sented in the wrappings of a 'totalitarian' philosophy or even intended to 
serve and to implement it is no more reason for me to neglect it than rny 
strong personal aversion to utilitarianism is a reason for neglecting the ana- 
1 \ tic work of Benthain. The \arious totalitarian philosophies thcinschcs, how¬ 
ever, arc excluded—just as has been the utilitarian philosophy qua philosophy 
—not because they arc ‘totalitarian* but because they arc 'philosoj)hics/ that 
is, speculations that live outside the sphere of empirical science. In this re¬ 
spect wc are merely earr>'ing out a principle that has been followed all along 
and has been fully discussed in Part i, where the distinction between analytic 
economies and political economy was introduced mainly to give effect to it. 
Since this \icw is at variance ^^•ith deeply rooted beliefs, the reader is invited 
to refresh his memory about what was said there. 

'Fhe principle above does not, however, full)* explain why the economic 
literature introduced in totalitarian countries will not figure greatly in the 
sketch that is to follow. There are two other reasons for this: first, some of 
the most important contributions, such as \on Stackclberg's Marktform und 
Gleichgewicht (1934), Vecchio's work on money, have already 

been mentioned in Part iv, where wc carried the histories of a number of 
topics down to the present; second, material of the kind that belongs in a 
history of economic analysis has not been plentiful under totalitarian regimes. 
For the rest, the cases of the three main totalitarian countries, Germany, Italy, 
and Russia,’ are too different to bc covered by a single generalization. 

* fTliis is the only chapter written for Part v, the subject matter of which is not 
mentioned in the Mexican lectures fch. i. sec. 2 above).] 

1 Japan and Spain never were ‘totalitarian’ in any meaningful sense of the term. But 
as regards Japan, it should be obsen'cd that the intcrniption of contacts during the 
w^ar and my ignorance of the language have created a lacuna which, in the time at 
my disposal. I have been unable to fill. All that prewar contacts enable me to say is 
that the importance of this lacuna is certainly not negligible and may be considerable. 
[In the two years since his death, former Japanese students have published translations 
or arranged for translations of all the books and long essays of J. A. S. Tin's includes 
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1 . Germany 

In Germany, methods of teaching and research had been rapidly improved 
in the period of the Weimar Republic (1918-32). Historical work and work 
on current problems (of the kind cultivated by the Verein fiir Sozialpolitik) 
went on as before; as noticed in Part iv, chapter 4, these types of work grad¬ 
ually lost their aiiti-thcoretical methodological bent, and both interest and 
competence in ‘theory' increased, the spreading use of Cassel's treatise* be¬ 
ing equally significant as an effect, a cause, and a symptom; in addition there 
were the autochthonous messages of such teachers as von Gotti, Liefmann, 
Oppenheimer, and Spann, to which even their most se\'ere critic cannot deny 
the merit of having stimulated many minds; and there were, more accessible 
to Anglo-American understanding (and to my own), the performances of 
Diehl, Eucken, and others and, above all, those of Spiethoff and Sombart. The 
Viennese group, under the leadership of Professor L. von Mises, though it 
retained a vital individualit}- until it was, for the time being at all events, dis¬ 
persed in the 1930's, entered into closer relations than before with the rest 
of German economists and was thus in a position to assert its own distinctive 
doctrines. 

Two tendencies toward Americanization cannot be left out of this sketch. 
One was the inexorable progress of specialization. Though the comprehensive 
courses on general economics, economic (and social) policy, and public finance 
remained in their dominant positions, specialized groups began to acquire 
more and more definite existence; in a more significant sense than before, it 

the early work in German and this History. Das Wesen und der Hauptinhalt . . . 
(1908) and Theorie der Wirtschaftlichen Entwicklung (1912) were translated in 1936 
and 1937.] 

2 Gustav Casscl has repeatedly been mentioned before. It seems appropriate, how¬ 
ever, to recall in this place the stages in the career of the most influential international 
leader of oui science in the 1920's—for such he was, whatever his critics (including 
myself) may say. We recall first the three pieces of work by which he established him- 
.self (his sketch of a theory of prices in the Zeitschrift fiir die gesamte Staatswissen- 
schaft^ 1899; the paper, not yet mentioned, on the causes of the variations in the gen¬ 
eral price level, ‘Orsakerna, till forandringar i den allmaiina prisnivan,' Ekonomisk Tid- 
skrift, 1905; and The Nature and Necessity of Interest^ 1903). Partly owing to the 
advantage he held as a ‘neutral,* he rose into international fame during and after the 
First World War—chiefly as an expert on money and international relations and as 
an assiduous participant in international conferences on these subjects (I mention only, 
as a sample. Money and Foreign Exchange after 1914, 1922; today's monetary ex¬ 
perts could do w'orse than study this book). Finally, he made a great success, at least 
outside the sphere of orthodox socialism, by his treatise, Theoretische Sozialokonomie^ 
which, guided by chance or else very shrewd insight, he published in German (1918). 
I am myself the author of a review of the 4th ed. (1927) that was as far from favorable 
as was Wicksell's review appended to the English ed. of vol. i of the latter's Juectures. 
1 do not think that either Wickscll or I said anything that ought to be retracted. But 
we overlooked something, viz., that the book was exactly what German economists 
needed. 
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was possible, after 1918, to speak of agricultural, or labor, or industrial econo¬ 
mists. Again, research institutes like the National Bureau of Economic Re¬ 
search or the Bureau of Agricultural Economics grew up both inside and out¬ 
side the government departments concerned with economic problems. It will 
suffice to mention the Institut fiir Wcltwirtschaft at the University of Kiel, 
founded by one of the most efficient organizers of research who ever lived, 
Professor Bernhard Harms, and the Institut fiir Konjunkturforschung, the 
foundation of a similarly efficient organizer. Professor Ernst Wagemann in 
Berlin ®—^both of which added new economic journals to the existing ones, 
llicre is only one point in this picture of considerable advance and still more 
considerable promise that, from the standpoint taken in this book, must be 
registered as of sinister import. As the Weimar Republic settled down, the 
governments of the individual states—there w'cre neither federal nor private 
universities, only state universities—^yielded increasingly to the demand of po¬ 
litical parties, mainly the Social-Democratic and the Centrist parties, that the 
appointments to professional office in economics should take account of the 
politics of candidates. The argument, discussed quite openly, ran as follows: 
economics, unlike physics and like philosoph}^ is a Weltanschauungswisseri' 
schetfty that is, a ‘science* into the research and teaching of which necessarily 
enter the ultimate beliefs and allegiances of the investigator or teacher. These 
ultimate beliefs and allegiances were embodied in the socialist and the centrist 
(Catholic) parties and in an agglomeration of all other parties defined by the 
negative characteristic that they were neither socialist nor Catholic; hence, 
professorships should be divided up, as equally as possible, between members 
of these three political groups, though nobody advocated, to be sure, that this 
should be done irrespective of qualifications. There is no need to discuss this 
matter again. Less openly, the tendencies verbalized by the theory of the 
Weltamchauungswissenschaft make themselves felt under any circumstances 
and in all countries. Also they never prevail fully anywhere—except in mod¬ 
ern Russia. In the Weimar Republic the resistance of the faculties and of 
upright members of the bureaucracy kept them in relatively narrow bounds. 

Under these circumstances the advent of National Socialism did not mean 
quite as great a break and did not cause all the damage that a foreign observer 
might expect. Tlie National Socialist regime was intolerant not only of criti- 

»Tlie latter started frankly from the Harvard barometer curves, though its work, 
mainly statistical, soon expanded—much as did the work of the Harvard Economic 
Society—far beyond what these curves imply. This institute was perhaps the most im¬ 
portant single influence in spreading knowledge of modem statistical methods (as then 
understood). Its methodological work is therefore of historical importance. It is mainly 
contained in supplements to the institute's journal, the Vierteljahrshefte zur Kon- 
junkturforschung; see e.g. supplements no. 4 on The Analysis of Economic Curves 
(H. Hennig); no. 6 and 11 on Seasonal Variations (O. Donner); no. 9 on Trend (P. 
Lorenz); and no. 12 on Russian Contributions (A. L. Wainstein, S. A. Perwuschin, 
M. W. Ignatieff). There was close co-operation with the Federal Buxeau.of Statistics 
{Statistisches Reichsamt), which published a series of monographs in addition to its 
current publications. 
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cisin of its policies but also of any display of lack of sympathy with the party 
philosophy. It promoted party members and demoted Jews. If it did not in¬ 
sist on acceptable professions of faith, it welcomed them. In individual in¬ 
stances, the party or groups within the party and even the authorities went 
much further than all this implies. And in addition, the disturbing effects of 
the general conditions then prevailing upon research and study must be taken 
into account. However, though less so than in the field of the physical sci¬ 
ences, the bulk of professional work went on. In particular, nobody would 
ha\'e got into trouble in consequence of having worked out new theoretical or 
statistical tools. A work like Keynes’s General theory could have appeared un¬ 
molested—and did."* It must not be forgotten that the creed of National So¬ 
cialism was not primarily or essentially economic and that, hence, it was com¬ 
patible not only with all kinds of technical economics but also with the ad¬ 
vocacy of widel\’ differing policies. 


2. Italy 

In Italy we find a similar situation, only much more pronounced. Tlie 
Fascist regime resented criticism of its measures as much as or, since individ¬ 
ual policies were much more closely associated with the leader personally, still 
more than was the case in Germany.® It also insisted either on a sympathetic 
attitude of economists or else on neutrality—perhaps the best way of express¬ 
ing the situation is to say that what the go\’crnmcnt insisted on was absence 
of active hostility to Fascist principles. A few leading men—such as Ricci and 
Bresciani-Turroni—expatriated themselves, but most were not seriously dis¬ 
turbed. Purely scientific work was not interfered with at all.® Under these 

♦See Carl Fcilil, Geldschdpfttng und Wirtschaftskreislauf (1937). The author tells us 
in the preface that his manuscript had been completed in December 1935. All the 
more interesting is the far-reaching though not complete parallelism between his argu¬ 
ment and Keynes's (see below ch. 5). 

® Hitler left individual measures, and especially economic measures, to his lieuten¬ 
ants, who stayed in positions of leadership for relatively long spells and were allowed to 
acquire reputations with the public and to develop policies of their own. Mussolini 
did not permit this. In consequence the economic policies of Fascism, even as regards 
details, tended to become in the public e>'c his own personal measures. 

® It is important to emphasize that even in treatises that took a professedly sympa¬ 
thetic attitude to the cittd corporativa the analytic parts did not differ from generally 
accepted economic doctrine and could have been written just as well by enemies of 
Fascism, As an example I mention Professor Luigi Amoroso’s Principii di economica 
corporatiya (1938). llie first two parts deal respectively with the theories of money 
and of equilibrium and are completely free from political implications. Fascist or other. 
Only the third part develops w'hat might be termed the economic philosophy of 
Fascism—much of which, as formulated by Amoroso, would command the hearty 
approval of the modal American economist. As another example, I mention a course 
of lectures on economic policy or political economy that did not keep to the ivory 
tower of what we call here 'purely scientific work* and still displays not much con¬ 
straint: Professor Giovanni Demaria's La poUtica economica dei grandi sistemi coercitivi 

(1937)- 
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conditions, scientific economics continued to move at what we have seen in 
Part IV was a high level, both within and without the Pareto school, until the 
war. Barring war effects there was no break and neither was there one after 
the fall of the regime. 

3. Russia 

But the case of Russian economics ^ in the Stalinist period differs from the 
German and Italian cases, not in degree but in kind. In the decade preceding 
that period—roughly between 1917 and 1927—this was not quite so. Op¬ 
ponents of the Soviet regime or even neutrals were indeed dealt with much 
more ruthlessly than were opponents of the National Socialist or Fascist 
regime. Scientific research itself, not only discussion of policies, was regi¬ 
mented in a manner unheard of in Germany or Italy, not only because of the 
nature and methods of the bolshcvist administration but also because of tw’O 
other reasons that contradicted and, nevertheless, reinforced each other. On 
the one hand, the Soviet creed, ideologically at least, was essentially an eco¬ 
nomic creed and slight deviations from the holy books, even if of a purely 
theoretical kind, acquired an importance that is difficult for us to understand; 
on the other hand, the bolshcvist govenimcnt very naturally exploited to the 
full the nai\c emotionality of the ‘revolutionary people,' who necessarily be¬ 
lieved that, the millennium having arrived, there were no longer such things 
as ‘economic laws’ and hence no need for any economic analysis at all. In 
this situation discussion tended to be geared exclusively to the momentary 
wishes of the men who were, or were believed to be, at or near the helm, 
and sucli arguments as that a certain view was ‘reactionary' or ‘leftist’—in fact, 
pure denunciation—began to replace scientific views. Nevertheless the break 
was not complete. Con\crsion to Soviet orthodoxy was made easier by the 
facts that Marxism, now the prescribed creed, had had a strong hold on 
Russian economists c\cn before 1917 and that there is plenty' of room for 
scientific analysis within the limits set by allegiance to its principles. So long 
as genuine Marxist stalwarts like Bukharin played some role, we might have 
still to state that, qualitatively more than quantitatively, genuinely analytic 
w'ork W'as at an ebb, but there would be no reason to question that there was 
genuinely scholarly work—as the mere existence of the Marx-Engcls Institute 
suffices to show. However there were other institutes, for example one for re¬ 
search in agricultural economics and another for business or cycle research, 
which for the time being enjoyed some freedom not only in collecting but 

^ I repeat that I do not know Russian. The following remarks are based upon (a) 
such Russian w'orks as are available in languages I know, especially English and Ger¬ 
man; (b) conversation with colleagues who do know Russian but must not be held re¬ 
sponsible for the impression I received from it; and (c) secondary literature of very 
unequal value, of which most, though not all, has an anti-bolshevist bent. I mention 
only the item that I have found more useful and, so far as I can judge, more correct 
than any other: A. Zauberman, ‘Economic Thought in the Soviet Union,' Review of 
Economic Studies (vol. xvi (1), 1948 49 and vol. xvi (2) and (3), 1949-50). [J. A. S. 
had apparently read only the first of the three articles by Zauberman.] 
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also in interpreting economic data. KondraticfF’s work, already mentioned, 
caused a great stir ® and constitutes, so far as I can make out, the peak per¬ 
formance of the work produced by a considerable number of competent econo¬ 
mists (Pcrwuscliin, Oparin, Sokoliiikoff, and others); this work, in spite of the 
sinister implications of the fact that some of the authors have not been heard 
of since, may be taken as proof that serious economics survived until the 
rigors of the Stalinist regime fully asserted themselves. Then the break oc¬ 
curred after all, and teaching as well as the work of the Institute of Economics 
of the U.S.S.R. was more and more reduced to descriptive treatment of the 
practical problems of the So\ ict government and to mutual recriminations of 
slaves incessantly in fear for their lives.’* We confine ourselves to two points 
that promise better things for the future. First, Soviet Russia inherited from 
pre-Soviet times an excellent tradition of work in statistical methods and their 
mathematical—mainly probabilistic—background. This work, much less ex¬ 
posed than economics to political attack, simivcd and continued to produce 
internationally recognized contributions. Second, it is evidently impossible to 
‘plan’ investment without developing an apparatus, however primitive, for com¬ 
paring alternative methods of carrying it out, even if the purpose itself is 
given by dictatorial command, and for comparing alternative investment pur¬ 
poses if there is some freedom of choice. But into any attempt to do so, actu¬ 
arial norms and the concepts of value, marginal productivity, and interest enter 
by logical necessity. Tire task of Soviet economists w^s and is not to improve 
these concepts but to smuggle them in in such a manner as to hide their 
fundamental identity with the corresponding ‘capitalist’ concepts.^Advance 

** N. D. Kondratieff’s long-cycle theoii' has been published in several books and ar¬ 
ticles, some of which are available only in Russian. An abbreviated translation by 
Professor ^\^ F. Stolper of a German article that Kondratieff himself believed to give 
the gist of his theoiy- can be found in the Review of Economic Statistics, November 
1935, and a sur\*ey by Mr. George Gar\->' of the controversy that arose about it (‘Kon- 
dratieff’s Thcoiy of Long Cycles’) in the .same journal, November 1943. 'Phis sur\'cy 
shows very well, on the one hand, the venomous ferocity with which controversies 
were carried on in that atmosphere and, on the other hand, the facts that scientific 
points of view were not absent and that .scientific work was still pos.siblc. Kondratieff 
was exiled to Siberia in 1930. 

" The bulletins of the Academy of Sciences of U.S.S.R. (Department of Economics 
and Law) contain comments on this state of things (though not in the terms above) 
that waver between condemnation and recommendation of a sterilized Marxism. But it 
seems questionable whether analytic work of the kind that is being turned out, with 
its childish attempts at rediscovering elements of economic logic without running into 
heresy, is really preferable to total suspension of such w’ork. 'Hie importance of these 
attempts seems to be greatly overestimated by C. Landauer, ‘From Marx to Menger,' 
American Economic Review, June 1944. Also see John Somerville, Soviet Philosophy 
(1946). 

^®An almost pathetic example has been presented by Holland Hunter, ‘The Plan¬ 
ning of Investments in the Soviet Union,’ Review of Economics and Statistics, Feb¬ 
ruary 1949. Professor Irlunter there translated a chapter of a textbook by Professor 
Khachaturov on the Economic Principles of Railroad Transportation (1946), and ana- 
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on this line is difficult and slow owing to the incessant threat of denunciation 
that lurks behind the unfavorable reviews that publications of this kind seem 
to have received so far. However, there is in these publications some promise 
for the future, especially because it is safe to predict that denunciations of this 
t>pe will go out of fashion: bolshcvist economists arc bound to discover in the 
end what Pareto and Barone realized half a century ago, namely, that there is 
an economic logic that has nothing spccificaily ‘capitalist’ about it. Nor is this 
all. National income accounting and budgeting techniques are rapidly develop¬ 
ing in non-bolshevist countries—they can hardly be called ‘capitalist’ any more 
—^iind traditional economics will have to adapt itself to them. [J. A. S. in¬ 
tended, but did not actually write, a section on national income accounting in 
this concluding Part.] These techniques and corresponding methods of anal¬ 
ysis arc still more obviously needed in the Soviet state, '^rhcrc thus exist two 
tendencies that, born of similar needs, have begun to assert themselves inde¬ 
pendently in Russia and elsewhere, especially the United Stales, and now 
tend to converge—as do so many others. Still, beyond this there is nothing to 
report for a liistory of economic analysis, and only he can wonder at this who, 
even at this point, has not grasped the purpose of this book.^’ 

lyzeci the Coefficient of Relative Effectiveness of Investment under the aspect men¬ 
tioned in the text in a most instructive manner. The reader finds other examples, 
though less completely worked out, in the | first of the three] articles by Zauberman, 
who gives prominence to the work of S. G. Strumilin. He also mentions (vol. xvi (i), 
p. 311.) an early attempt made by Mrs. R. Khmichiitskaya to secure room for economic 
theory by defining it—quite sensibly—as the .science of the norms of rational manage¬ 
ment of a .socialist (‘organized') society. It is amusing to note that in doing so she 
seems to have adapted for her purpo.scs tlie German von Gotti's concepts of idiography 
(the description of individual facts, ‘ideographic’ must be a misprint) and nomothesis 
(the generalizing statement of laws, which she changed into ‘normography,' wisely re- 
])lacing von Gotti’s ‘nomos’ by ‘norm’). 

” One of the cau.ses of the scientific sterility of Russian economics in the period 
under survey was, of course, the fact that some of the mlcrs, in particular Lenin, 
Trotsky, and even Stalin, wrote so cxten.sively and authoritatively on questions that or¬ 
dinarily belong in the sphere of jjrofcssional economics. 7 'hcrefore even a reader w'ho 
docs gra.sp the purpose of this book and who knows how to distinguish economic anal¬ 
ysis from political economy might still object that I do not report on the works of 
those three men or at least on the voluminous works of Lenin. The answ^er has been 
given already: however great their historical importance in other respects, as contribu¬ 
tions to economic analysis they arc negligible. 
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[i. Dynamizing Aggregative Theory: Macrodynamics] 1161 
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[3. The Interaction of Macrodynamics and Business Cycle Research] 1163 


Let us recall once more Hiat licrc, as throughout this book. Dynamics means 
exclusively analysis that links quantities pertaining to different points of theo¬ 
retic time—in the sense that has been repeatedly explained before—and not 
the theory of evolutionarv processes that run their courses in historic time: it 
is practieally coextensive with sequence analysis and includes period analysis 
as a special case, but it is not coextensive with the theory of economic growtli 
or development, or ‘progress/ ^ llius defined dvnamics is a genuinely new de¬ 
parture. ^\"e have indeed seen at various turns of our way, particularly in the 
case of Sismondi, that dvnamic considerations in our sense intruded into eco¬ 
nomic analvsis times out of number, chiefly by implication but also explicitly. 
But the exact core of economics was nevertheless static and was believed to 
constitute a self-contained body of doctrine, a body moreover that embraced 
all or almost all of the essential insights. This is obvious in the case of Walras. 
But it also applies to Marshall.^ lie no doubt added plenty of extra-static con¬ 
siderations, chiefly about growth but also about sequences, so much in fact 
that he may be said to have posited the task of future dynamic theory (sec 
e.g. Principles, p. 519), just as he posited the task of future econometrics; but 
though he presented material, viewpoints, and desiderata, he did not cross the 
Rubicon. For the rest, we have noticed the suggestive pointers of Pantaleoni 
and Pareto, but there was no advance toward the goal to which they pointed. 

By the phrase, ‘crossing the Rubicon,’ I mean this: however important those 
occasional excursions into sequence analysis may have been, they left tlie 
main body of economic theory on the ‘static’ bank of the river; the thing to 
do is not to supplement static theor\' by the booh' brought back from these 
excursions but to replace it by a system of general economic dynamics into 
which statics would enter as a special case. The realization of the fact that even 
a static theory cannot be fully developed without an explicit dynamical schema 

1 This is reiJeatecl here because many modern authors do identify dynamics with the 
theor>' of growth. The chief authorities for our terminology are Frisch and Hicks. 
Prominent examples of another terminology are Harrod (sec especially Towards a Dy¬ 
namic Economics, 1948) and Stiglcr. An intennediate position is held by many, e.g. by 
Charles F. Roos (Dynamic Economics, 1934). I also repeat that my insistence on this 
distinction is due not to any wish to quarrel about words but merely to a wish to avoid 
confusion. 

* But not to Bohm-Bawerk, see above. Part IV, ch. 6, sec. 5. 
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(Samuelson),® which we have noted before, is a first step in this direction, 
and if space permitted, a few others could be mentioned.^ However, no at¬ 
tack on the whole front of Walrasian theory has as yet developed and the anal¬ 
ogy with a building plot is still painfully apposite; an increasing number of 
workers sec the new goal; but for the time being this is practically all, since 
H. L. Moore’s effort did not go substantially beyond comparative statics. More 
positive success has attended the efforts to ‘djnamize’ aggregative theory. 


[i. Dynamizing Aggregative Theory: Macrodynamics] 

This is understandable. On the one hand, aggregative theory that reduces 
truly innumerable array s of variables to half a do/.cn or even less can evidently 
stand up much better than could a Walrasian system under the complications 
that arc inseparable from even the simplest dynamic schema. As an illustra¬ 
tion, consider so simple a d>namizing device as the introduction of lags. Off¬ 
hand and until more powerful methods arc in\entcd than arc available now, 
there is very little w-c can say when we give different time indices to all the 
quantities that enter the Walrasian system, except that it becomes unman¬ 
ageable thercb>’. But this is no longer so if the only variables W'C have to take 
care of arc 'consumption,' 'investment,' and a national income that is identi- 
calh' equal to current consumption plus current investment. Suppose we postu¬ 
late arbitrarily that the consumption (C,) of some period (t) equals a constant 
proportion (a) of the income of period {t - i), and that the invest¬ 

ment (/,) in period t equals a constant proportion (P) of the difference betwx'en 
current consumption and the preceding period’s consumption, P(Cf - C(_i) or 
P(aYf„.i - aYf^o). Remembering that Y^ == Q-f If, we get as, on the 
strength of grammar-school mathematics, it is easy to sec: ^ 

Yf = a(i + P)Yf^i - apY,^o. 

Tliis is a homogeneous second order difference equation wath constant co¬ 
efficients, which is very easy to solve by an elementary technique that lies 
ready at hand and yields certain economically interesting results. The tempta- 

» Sec Foundations, Part ii, especially eh. ji. I take the opportunity to submit that 
there and in Appendix B, also in 'Dynamic Process Analysis/ his contribution to A Sur¬ 
vey of Contemporary Economics (H. S. Ellis, ed.), Professor Samuelson has performed 
a most meritorious pedagogical task; there is no better introduction to the meaning 
and techniques of modem dynamics. 

Pressing considerations of space are, how^ever, not the only reason for refraining: 
on the one hand, I do not wish to blur the main contours by details; on the other 
hand, I do not wish this sketch to degenerate into a bibliography. Going over the vol¬ 
umes of Econometrica is almost all that the reader needs in order to find the ropes. 

® lliis is (the gist of) the Hanscn-Samuelson equation; see P. A. Samuelson, 'Inter¬ 
actions between the Multiplier Analysis and the Principle of Acceleration/ Review of 
Economic Statistics, May 1939, reprinted in Readings in Business Cycle Theory (se¬ 
lected by a Committee of the American Economic Association, C. von flabcrler, 
chairman, 1944)* 
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tion to avail oneself of so tremendous a simplification is almost irresistible 
and impervious to the objections that might be raised on theoretical grounds.^ 
No wonder, then, that the early igjo’s were fertile in such aggregative schemata 
—R. Frisch's macrodynamics.^ Not all of them were mathematically exact of 
course—^a fuller survey would ha\c to mention sc\eral important ones that 
were presented by non-mathcmatical economists such as Professor von Hayek. 
It should be carefully observed that tliis drive toward macrodynamics was in 
itself quite independent of any wish for a closer alliance of economic theory 
with statistical figures: macrodynamics would have asserted its claims even if 
theorists' attitudes to statistics had not changed at all as compared with the 
preceding period, and as a matter of fact several wTitcrs who displayed no 
symptoms of such a change in attitude were just as anxious as anyone can be 
to secure the advantages of aggregative simplification. 


[2. The Statisticat. Complement: Econometrics] 

But, on the other hand, the equally strong drive toward a numerical eco¬ 
nomics, an economics that would be statistically operational, is also a domi¬ 
nant factor in our scientific situation. And this factor, however independent 
of the desire for a simplification of the pattern of economic theory per se, 
also favors macrodynainic methods. For with few exceptions the aggregative 
variables—partieularly if their number be augmented by price levels and in¬ 
terest rates—are easy to identih' with our most important time scries. As an 
outstanding example, which displays both tendencies closeh' united and which 
constitutes so important an element in the economic research of our time that 
it cannot be omitted from any sketch of it, however brief, 1 mention the work 
of I'inbcrgcn.® Ilis numerous aggregati\e schemata, most of which use many 

® It is convenient to defer consideration of these objections and of an important 
qualification that should be added to them. But let us note at once that our example 
also illustrates the fact that economists are prone to yield to the further temptation 
to improve upon the situation by introducing additional simplifications: in our exam 
pie, it is not only the reduction in the numbers of variables which simplifies things but 
also the postulate that the coefficients arc constant; if they were not, the equation 
would not be so easy to handle. 

7 We mention here only one example, namely Professor Friscirs own schema pre¬ 
sented in his powerful paper, 'Propagation Problems and Impulse Problems in Dy¬ 
namic Economics,' Economic Essays in Honour of Gustav Cassel (1933). The reader 
will find many others in Tinbergen's siirv'cy article quoted in the next footnote. 

** In the long list of Professor J. Tinbergen's publications the one that is perhaps 
most suitable to serve as an introduction, to American and English readers, of his 
theoretical and statistical methods is his Statistical Testing of Business-Cycle Theories: 
I, A Method and its Application to Investment Activity; and II, Business Cycles in 
U.S. 1919 32 (League of Nations, 1939). Still more useful as a survey of what may be 
called now the earlier work in dynamics is his article 'Suggestions on Quantitative Busi¬ 
ness Cycle Theory,' Econometrica, July 1935. Both titles are unduly unassuming. Just 
now the reader should ignore the specific reference to business cycle research—the rea¬ 
son for which w'ill be explained presently—and accept the first as a treatise on, and the 
latter as a survey of, general dynamics. 



DYNAMICS AND BUSINESS CYCLE RESEARCH 1163 

more variables to start with than do those of other authors, are in the first in¬ 
stance set up on the basis of purely theoretical considerations that arc ex¬ 
tremely simple—so much so that it is perhaps more enlightening to speak of 
common-sense considerations: they embody, in a system of (almost always) 
linear equations with constant coefficients, the definitions of obviously im¬ 
portant aggregates (definitional equations); the relations that common sense 
suggests should subsist between them (balance equations); and relations that 
are supposed to describe the behavior of classes of households and firms (be¬ 
havior or ‘decision’ equations).® This involves the fundamental principle that 
construction of the theoretical set-up should precede the statistical work: the 
relations themselves are not suggested by statistical observations; they arc 
postulates and not results.^® Statistical figures arc to ‘explain’ the numerical 
values of some variables by given numerical values of others by the method of 
multiple correlation—a process which also eliminates those ‘explanatory’ vari¬ 
ables whose partial regression coefficients indicate the insignificance of their 
influence. The system is then, by process of successive substitutions, reduced 
to ‘final’ equations that are held to depict the economic mechanism.’^ In it¬ 
self, e\er\' step in this procedure is open to serious criticisms, about which no 
more can be said than that they should not blind us to the greatness of this 
pioneer effort. Since most of these criticisms are of a statistical nature, the 
statistical work of Frisch—partly taken account of by I’inbergcn—and his 
group should at this point be mentioned again, particularly the work of 
Haavclmo, who during his brief sojourn in the United States, without holding 
a teaching position, exerted an influence that would do credit to the lifetime 
work of a professor.* “ In any case, however, the economist who accepts macro- 
dynamics as it stands, with or without its statistical complement, may speak of 
conquest ahead} achie\cd —And not only of a developing attack and of the 
increasing clearness of a goal, which is all that wc are able to record in the 
matter of dynamizing the Walrasian or Paretian system. 


[3. The Interaction of Macrodynamics and Business Cycle Research] 

Exactly as macrodynamics has been and is being propelled by the specifi¬ 
cally econometric drive—the tendency toward reasoning in terms of statistical 
figures—so both the theoretical and the numerical components of macrody¬ 
namic work have been propelled by the preoccupation with business cycle 

® For examples, see the work cited in the preceding footnote. It should be remem¬ 
bered that Tinbergen’s publications of this type begin (so far as I know) in 1934. 

I'his is the fundamental difference between the methods of Tinbergen and those 
of W. C. Mitchell, whose methods will be touched upon below. 

I feel in duty bound to offer my apologies to Prqfessor 'Finbergen for this sort of 
report. But 1 hope that he and the reader will prefer even these jejune sentences to 
the bare reference to his works which not every reader can be tmsted to follow up. 

'The bulk of his teaching has been embodied in a number of papers published 
in Econoinetrica. But see especially Trygve Tiaavelmo, ‘The Probability Approach in 
Econometrics,’ Supplement to Econometrica, July 1944 (Cowle’s Commission Papers, 
New Scries 4). 
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problems. Tliis preoccupation is, as we have already seen, a salient character¬ 
istic of our time. From the foregoing analysis of the factors that produced 
macrodj namics and in particular statistical macrodyiiainics, we may infer that 
this dc\clopment would have occurred even if there were no such thing as 
the particular kind of fluctuations that are commonly identified as business 
cycles. From v^hat has been said earlier in this Part and in Part iv we may 
infer that preoccupation with the phenomena of business cycles would have in¬ 
creased, as compared with the times before 1914, c\'cn if modern macrody- 
namics had not emerged. But it is ob\ious that both developments were 
bound to reinforce one another and that, on the one hand, the methods, ma¬ 
terials, and results of business c\de research encompassed more and more of 
general economics and, on the other hand, the methods, materials, and re¬ 
sults of modern macrodynamics evolved principall\’ with a view to serving 
business c\cle researchJ ‘ so much so that reference to business cycles intrudes 
even into the titles of many macrodynamic publications of much wider range.’ ‘ 
It is now easy to formulate more precisely the nature and results of this inter¬ 
action. 

We have seen in Part iv, Chapter 8, that all the fundamental ideas con¬ 
cerning the phenomenon of business cycles were present before 1914.’-'’’ What 
our period added, besides critical development of these ideas, was in the first 
instance the new wealth of data and new statisticiil methods of handling them. 
Even the econometric program, barring the ‘higher' mathematics, had been 
carried out b\- such outstanding students as Juglar, Mitchell, and Spiethoff.’® 
But incomparably greater possibilities lune offered thcinsehcs since 1919. 
Some writers were content to use wliatever figures the arms of their analytic 
apparatus could grasp. An outstanding example is Professor Pigou, whose 
Industrial Fluctuations (1st ed. 1927), though remaining a ‘thcoreticar work, 
nevertheless, owing to the new material, differs greatly from the kind of work 
that an economist of the same t\pe would have produced before 1914. Others 
displayed a tendency to plunge into the statistical material directly and to 

13 A simple way for the reader to realize this is to glance over Professor H. M. 
Somers' ‘Classified Bibliography of Articles on Business Cycle I’lieory,' appended to 
the volume of Readings in Business Cycle Theory, to which reference has been made 
already, or to some of the other bibliographies mentioned there (p. 444), particularly 
the one by Professor R. A. Gordon. 

1^ 'Phis is why, speaking of macrodynamics per se and not intending to speak of 
business cycle research specifically, I had, nevertheless, in a previous footnote, to quote 
two of Tinbergen^s works whose titles carry this connotation, llie reason why, with 
what might seem uncalled for pedantry, I insist on this point is simply that it is es¬ 
sential to a correct diagnosis of the modem scientific situation. 

15 This also applies to Professor von Hayek's theory, if it is permitted to link it up 
with that of Professor von Mises. If it is not, I apologize. 

1® Spiethoff's preliminary presentation of his business cycle analysis as a whole did 
not, it is true, appear before 1923, and his comprehensive work, as well as its trans¬ 
lation into English, is still expected. But this delay w'as and is caused by the heroic at¬ 
tempt to master vast materials single-handed. As regards Mitchell, the reference above 
is to his book of 1913. 



DYNAMICS AND BUSINESS CYCLE RESEARCH 1165 

scrap the existing apparatus as well as the existing explanatory hypotheses. We 
may illustrate this tendency by two instances that in other respects have very 
little to do with one another, namely the work of the Harvard Committee 
(W. M. Persons) and the work of Mitchell. 

The Harvard University Committee on Economic Research, presided over by Charles 
J. Bullock and chiefly directed by Warren M. Persons and W. L. Crum, embarked 
upon extensive historical-statistical investigations and developed important time series, 
but owes its international renown—its methods being discussed, copied, and further 
developed almost everywhere, especially by E. Wagemamrs Berlin Institute—to the 
‘three curve barometer,' a revised version of which the reader finds authoritatively de- 
scribed in the April 1927 number of the Review of Economic Statistics (‘The Con¬ 
struction and Intcr]jretation of the Harvard Index of Business Conditions'). No analysis 
of its method is possible here, ^^'e must confine ourselves to indicating the fundamen¬ 
tal principle and to adding three remarks which the reader is urgently requested to bear 
in mind. Tlie principle is to correlate time series which common sense indicates to be 
particularly relevant, after having 'eliminated' from them seasonal variations and the 
‘secular trend,' so that cyx'les are given as a residual (for details see W. M. Persons, 
'Correlation of Time Series,' Rietz’s Handbook of Mathematical Statistics, 1924, ch. 
10). 

The remarks I wish to add arc these: (1) The statistical methods used by the Har¬ 
vard Comnjittcc are in the light of later, and even of contemporaneous, developments 
of 'higher' statistics exposed to serious objections. But this must not induce us to over¬ 
look the impulse that both further compilation of statistical figures and the develop¬ 
ment of statistical method derived from that pioneering venture; or to overlook the 
fact that there was a rough common sense about those methods that would go some 
way toward justifying their results as approximations, if anyone cared to undertake the 
task. 

(2) If critics erred in failing to gi^’e due weight to the historical importance of that 
venture, they erred still more in that part of their criticism which was directed against 
the forecasting value of the barometer. Tlie fact is that the barometer cimcs indicated 
the approaching break in 1929 clearly enough—the trouble was that the interpreters 
of the curv'cs either v^•ould not believe their own methods or else would not take what 
they believed to be a serious responsibility in predicting depression. 

(3) 'Hie constructors of the Har\'ard Barometer emphasized for the benefit of their 
readers and also believed themselves that they were not using any of that discredited 
and discrediting monster, economic theory. Professor Persons was quite prone to reply 
to theoretical objections by pointing to the hundreds of correlation cocEcients that 
had been figured out under his direction. As a matter of fact, however, they did use 
a theor\- that was all the more dangerous because it was subconscious: they used wbat 
may be termed the Marshallian theor\' of evolution. That is to say (if we neglect the 
important but in this connection secondary correction for seasonal variations, one of 
their most lasting contributions) they assumed that the structure of the economy 
evolves in a steady or smooth fashion that may be represented (except for occasional 
changes in gradient, 'breaks') by linear trends and that cycles are upward or downward 
deviations from such trends and constitute a separate and separable phenomenon. Tliis 
is an error which we shall have to mention again pre.sently. But though erroneous, this 
view constitutes a theory, or the backbone of one. The little methodological contro¬ 
versy on the subject of 'business cycle research without theory,' which flared up occa¬ 
sionally, was of a nature similar to the one that arose about the work of Mitchell and 
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the National Bureau of Economic Research and will hence be touched upon together 
with the latter. 

The importance of the work of Wesley Clair Mitchell and the National Bureau of 
Economic Research, which he led and inspired, has been emphasized already. Just as 
Professor E. W'agcmann said somewhere that the publications of his Institut fiir Kon- 
junkturforschung were simply the second volume of his Allgemeine Geldlehre (1923), 
.so Mitchell might have said that (most of the) publications of the National Bureau 
formed all together a huge second volume to the first he had published in 1913. And 
his volume of 1927, Business Cycles: The Problem and its Setting, was, like Wage- 
mann’s Konjunktmlehre of 1928, an organizing simey of problems, viewpoints, and 
materials—for work which it was given to him to carry, if not to completion, at least 
as far as his (and A. F. Burns's) monumental Measuring Business Cycles (1946). We 
cannot enter into a discussion of what is known ns the National Bureau method of 
depicting c>des statistically. All we can do is to point out that this effort of establishing 
and of marshalling a vast amount of (primarily) statistical material essentially con¬ 
tinues the plan that was partially executed in the book of 19'3 and owes nothing to 
macrodynainic theorx*. though it may eventually set problems and provide important 
checks for it: the work of Mitchell and his group aims primarily at showing what it 
is we have to explain and, beyond this, suggests viewpoints from which to do so. 

I use this opportunity for a brief comment on the little contro\’ersy about 
methodology adverted to above. Mitchell might ha\e done something toward 
preventing it, had he distinguished more clearly bctw'ccn theory in the .sense 
of explanatory hypothesis and theory in the sense of analytic apparatus. Most 
of us would agree with him if he felt that the formulation of explanatory h>- 
potheses should wait upon acquisition of a fuller command of the facts and 
that the explanatory' hypotheses, so far offered, old and new, laeked proper 
substantiation and might be unable to stand up in the light of the facts he 
was going to assemble. Even so he displayed no active hostility' to the many 
'theories' of business cycles which he listed in his book of 1927 with perfect 
detachment. But in addition he cared little for the technical refinements of 
'theory' in the instrumental sense of the term, just as he cared little for the 
modern refinements of statistical method. Ilis early associations with Veblcnitc 
tendencies did the rest to make him appear, in the eyes of the profession, as 
more of an anti-theorist than he was—and still more so in the eyes of those 
votaries of macrodynainics for whom economic theory' and the mathematical 
model tend to be synonymous. But actually, in intention as w'cll as in fact, 
he was laying the foundations for a 'theory,' a businc.ss cycle theory as well as a 
general theory of the economic process, but for a different one. Similarly, the 
Harvard Committee, in professing to proceed without theory, really meant no 
more than that they did not intend to be guided in their factual work by pre¬ 
conceived explanatory hypotheses. 

But business cycle research is research into sequences of business situations 
w'hich are also the subject matter, or part of the subject matter, of macro¬ 
dynamics. Co-operation between the tw'o was thus obviously indicated. All 
students of business cycles, not debarred by mathematical disabilities, should 
have recognized this from the first. The formal logic of lags, rates of change, 
cumulations, and of the oscillations they may produce is bound to be helpful 
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in the interpretation of the observed behavior of time-series material. Maero- 
dynamies should be not less helpful in any attempt to put the existing theo- 
rctieal material into a more promising shape, for instanee, in deeiding ques¬ 
tions of dctcrminatencss and in formulating conditions of damping or ex¬ 
plosiveness and the like. Problems of the mechanisms by which impulses are 
propagated through the economic system may be cleared up by macrodynamic 
methods, which therefore may contribute substantially, among other things, to 
our understanding of cyclical turning points.’^ The star example by which to 
demonstrate the usefulness of these methods is the theory of oscillators, that 
is, of factors that create duetuations in the system, although they arc perfectly 
steady—free from fluctuations—themselves.^** ‘Literar}'’ students of business 
cycles will not easily sec the possibility- of this. Tliey will be prone to argue 
that no factor can contribute to cyclical fluctuations unless its own time scries 
is oscillatory. And so they might be expected to show some signs of gratitude 
to macrodynamics for thus widening their horizon as they should in other in¬ 
stances for having their arguments sharpened and corrected. If they do not 
always do so, this is no doubt primarily owing to mathematical disabilities. But 
there is also anotlier reason which it is important to state. 

- It has been said abo\c that macrodynamics helps us to understand mech¬ 
anisms of propagation. It will perhaps assist the reader if lie will look upon 
the economic system as a sort of resonator, which reacts to the impact of dis¬ 
turbing or ‘irritating' events in a manner that is partly determined by its phys¬ 
ical structure. 'Fliink for instance of a violin that ‘reacts' in a determined man¬ 
ner when ‘irritated' as the player applies the bow. Understanding the ‘laws’ 
of this reaction contributes to a complete ‘explanation’ of the phenomenon 
that we call a violin concert. But evidently this contribution, even if reinforced 
by the contribution of the neurophysiologist, does not explain the whole of it: 
aesthetic evaluation and the like apart, there is a range of purely scientific 
ground that acoustics and physiology arc constitutionally unable to cover. 
Similarly macrodynamics, while quite essential to an explanation of cyclical phe¬ 
nomena, suffers from definite limitations: its cyclical inodels are what acous- 

An instructive example of this type is the discussion between Professors R. Frisch 
and J. M. Clark concerning the relation between the turning points of consumption 
and the production of capital goods in the cycle (‘'Phe Interrelation between Capital 
Production and Consumcr-'raking,' ‘Reply,' ‘Rejoinder,' and ‘A Further Word,' Journal 
of Political Economy, 19312). 

A mechanical model will illustrate this phenomenon. Let an electric clock be 
placed upon a somewhat rickety table. The electric current that keeps the clock going 
is perfectly steady. Yet it may produce an oscillator}' movement of the tabic. 

The simile limps, of course, like all similes. And so does the following suggestion 
which is not a simile. Cycles run their courses in the historical evolution of the capital¬ 
ist economy. Even neglecting all the economic sociologj' that must therefore inevitably 
enter into their explanation, we cannot help recognizing that their theory or, to avoid 
this word, their analysis must be largely bound up with the theory or analysis of evolu¬ 
tion rather than with dynamics, which is the theory or analysis of sequences that do 
not carry any historical dates. No doubt there are certain mechanisms that played as 
great a part in 1857 as in 1929. And these must be taken account of in any observed 
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tic models of resonators are for the violin concert. But its votaries will not sec 
this. They construct niacrodjnamic models that are to explain all there is to 
explain, for economists, in the cyclical phenomena. I’he ver)- attempt to do 
so involves several definite errors of fact.-® And flimsy structures based upon 
arbitrary assumptions arc immediately 'applied' and presented as guides to 
policy, a practice that of course completes the list of reasons for irritation in 
the opposite camp. One sometimes has the impression that there are only two 
groups of economists: those who do not understand a difference equation; 
and those who understand nothing else. It is therefore a hope, rather than a 
prognosis to be presently fulfilled, which I am expressing if I venture to say 
that this entireb' uniiccessar>' barrier—but one which is no noxdty in our sci¬ 
ence—to fertilizing interaction will vanish by virtue of the logic of things. 

I have still to ad\ert to a promising branch of dynamics that is not indeed 
microeconomics, because it docs not reach the individual deciding agents, but 
is not macroeconomics cither, because its models do not embrace the whole 
of the economy: it is akin to Marshall’s partial analysis and is (mostly) con¬ 
cerned with individual industries. Tlie famous corn-hog cycle is the best- 
known instance: if farmers, under the influence of a favorable relation be¬ 
tween the price of hogs (pork) and the cost of rearing them (price of corn), 
all decide at roughly the same time to increase their hog production and if, 
as will be the case in this instance, they all come out at roughly the same 
time with an increased supply of hogs, this may cause a sharp drop in the 
price of pork (and also a rise in the price of corn), which might induce a ma¬ 
jority of them to contract their production, which would recreate favorable 
conditions that would in turn lead to another expansion in hog production. 
The resulting cycle may of course be damped, explosive, or stationary, and a 
ver}^ simple general model can be set up to describe this mechanism that is 
indeed obscr\'able, not only on the hog market but in a large class of cascs.“^ 

cycle by more or less generally applicable macrodynamic sclicinata, just as must, on a 
lower level of technique, the ordinar\' theory^ of supply and demand. But they are only 
tools and do not in themselves suffice, even if supplied with all conceivable time 
scries, to reconstmet the phenomenon as a whole and, of course, still less its long-run 
outcomes. 

2® TTircc of these may serve as illustrations. Tliey will at the same time show why the 
respective objections do not tell against the models themselves but only against the 
claim alluded to. (i) Macrodynainic models, presented with that claim, involve the 
proposition that the ‘causes' of business cycles must be found in the interaction be 
tween the social aggregates themselves, whereas it can be proved that business C7cles 
arise from sectional disturbances. (2) With the same proviso, macrodynamic models 
carry the implication that the structural changes that transform economics historically 
have nothing to do with business cycles, whereas it can be proved that cycles arc the 
form that structural changes take. (3) Constnictors of macrodynamic models, almost 
always, aim at explaining all the phases of cycles (and the turning points) by a single 
'final' equation. I'his is indeed not impossible. But it .spells error to a.ssuine that it 
must be possible and to bend analysis to this requirement. 

The reader is refened to M. Ezekiel, ‘The Cobweb Theorem,' Quarterly Journal of 
Economics, February 1938 (reprinted in the volume. Readings in Business Cycle 
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Another famous instance, displaying the phenomenon for durable goods, is 
Professor Tinbergen’s shipbuilding cyclc.^^ On the one hand, it stands to rea¬ 
son that no great confidence can be placed in the results that such schemata 
yield—more apparently than really—^and that extreme care is imperative in ap¬ 
plying them, if indeed they be applicable at all to any practical cases at all. 
Thus, readers of Professor Tinbergen’s paper will note with concern the for¬ 
midable list of assumptions contrary to fact that they are asked to accept. But 
even if they accept them all, they will find it difficult to reconcile themselves 
to the complete neglect of all the influences upon shipbuilding that other in¬ 
dustries and general business conditions are bound to exert; and they may see 
ill the basic graph (op. cit. p. 154) more traces of the business cycle than of 
the mechanism that the schema isolates. On the other hand, however, schemata 
of this kind are first steps toward a more perfect dynamic theory and must 
therefore be listed as jiionccr ventures of first-order importance: the same 
reader who is impressed with their shortcomings—much as he would be in 
reading a description of Columbus’ flagship—should be also impressed with 
the fact that an element of the mechanism they describe is undoubtedly pres¬ 
ent in almost every practical case and, furthermore, w'ith the host of well- 
defined tasks that they suggest for further w'ork on the same line. Such work 
cannot at present claim to be more than exploratory'. But it explores the 
ground on which a new' structure will stand some day. 

Theory), where he will find all that is necessary including almost all the relevant lit¬ 
erature. 

--J. I'inbcrgcn, *F.in Schiffbauzykhis?,* Weltwirtschaftliches Archiv, July 1931. Tlic 
model is very interesting. Let currently available tonnage of freight-carrying vessels be 
represented on a time axis. Call it fit) and assume, as a first approximation, that it 
varies only in consequence of new tonnage produced, wdiich we can therefore denote by 
f'U). Postulate that freight charges will be high (low) w'lien tonnage is low' (high) rela¬ 
tively to its trend which will stimulate (di.scoiirage) orders for new' tonnage, the execu¬ 
tion of which will discourage (stimulate) further orders and so on. Increase of tonnage 
at any point of time w'ill thus depend upon the relative scarcity or abundance of ton¬ 
nage some time (say ^ years) before: f{t) = —af(t — ft) where d is a constant that 
represents the intensity of reaction. I'his is a mixed difference and differential equation, 
the first of its tyjjc to enter economic theor>'. Its solution will describe the develop¬ 
ment in time of the tonnage (theoretically eser after), if the development in an initial 
intcr\al be gixen. According to a standard method much used by physicists, we get 
the solution by means of the (tentative) substitution, f(t) - eat-k p. Mathematically 
trained readers will notice that this solution will be periodic if w’e make a an imag¬ 
inary number (Killer’s relation: ~ cos at-f- f sin at). [See J. A. S., Business Cycles^ 

P- 533 ] 




CHAPTER 5 


[Keynes and Modem Macroeconomics] ^ 


[i. Comments on the Wider Aspects of Keynes's Work] 1171 
[2. I'liE Analytic Apparatus of the General Theory] 1174 

[3. The Impact of mie Keynesian Message] 1180 


In a history of economic analysis, it is from the standpoint of modern macro¬ 
economics that we must look upon the greatest literary success of our epoch, 
J. M. Ke\nes\s General Theory of Employment, Interest and Money (1936), 
and it is from this standpoint only that we can attempt to do justice to it. 
From any other \icw, this iiic\’itabty spells injustice. Like most of the great 
economists whose messages reached the general public, especially like A. Smitli, 
Lord Keynes was much else besides being a worker in the field of eeonoinic 
analysis. He was a forceful and dauntless leader of public opinion, a wise 
adviser to his country—the Kngland tliat was born in the First World W'ar 
and that afterwards kept, with deepening lines, the social i)h>'siognomy then 
acquired—and a successful representative of her interest, a man who would 
liavc conquered a place in history even if he liad ne\er done a stroke of 
siiccifieally scientific work; he would still have been the man who wrote The 
Economic Consequences of the Peace (1919), bursting into international fame 
when men of equal insight but less courage and men of equal courage ])ut 
less insight kept silent.'*^ 

His General Theory, in a sense, was a similar feat of leadership. It taught 
England, in the form of an apparently general analysis, his own personal \ icw 
of her social and economic situation and also his own personal view of *what 
should be done about it.' In addition, impinging as it did upon the moral 
atmosphere created by the depression and upon a rising tide of radicalism, the 
message of the book, issued from the vantage ground of Cambridge and propa¬ 
gated by many able and faithful disciples, met with equal success elsewhere 
and particularly in the United States. Considering that Lord Keynes’s attitude 

3 [This was the last thing written by f. A. S. for his History, It was left behind to 
be typed when he departed from Cambridge for the Christmas vacation, December 
1949. It was not typed until after his death. 1 fence there was no opportunity for cor¬ 
rections or modifications.] 

- In Parts ii, iii, and iv, I have occasionally attempted to .sketch personalities as 
personalities. I his cannot be done in this brief survey. Therefore 1 shall merely add 
that the tribute above fails to convey a picture of the man or even the wealth of his 
interests. Even his purely scientific work will not enter our picture in all its aspects. I 
have de.scribed the words above as a tribute. But behind this tribute there is a much 
ampler one that remains unwritten here. [See ‘John Maynard Keynes (1883-1946),' 
written by J. A. S. for the American Economic Review, September 1946, reprinted in 
Ten Great Economists (1951).] 
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was rather conservative in many respects, especially in matters touching free¬ 
dom of enterprise, this might seem surprising. But it must not be forgotten 
that he rendered a decisive service to equalitarianism in an all-iinportant point. 
Economists with an equalitarian bent had long before learned to discount all 
other aspects or functions of inequality of income except one: like J. S. Mill 
they had retained scruples concerning the effects of equalitarian policies upon 
saving. Keynes freed them from these scruples. His analysis seemed to restore 
intellectual respectability to anti-.saving views; and he spelled out the implica¬ 
tions of this in Cha])tcr 24 of the General Theory. Thus, though his scien¬ 
tific message appealed to many of the best minds of the economic profession, 
it alsSo appealed to the writers and talkers on the fringes of professional eco¬ 
nomics who gleaned nothing from the General Theory except the New Eco¬ 
nomics of Spending and for whom he brought back the happy times of Mrs. 
Marcet (sec Part iii, ch. 4) when every' schoolgirl, by learning the use of a 
few' simple concepts, acquired comijclencc to judge of all the ins and outs of 
the infinitely complex organism of capitalist society'. Keynes was Ricardo’s 
peer in the highest sense of the phrase. But he was Ricardo’s peer also in that 
his work is a striking example of what wc ha>c called above the Ricardian 
Vice, namely, the habit of piling a heavy load of practical conclusions upon 
a tenuous groundwork, which was unequal to it yet seemed in its simplicity 
not only attractive but also convincing. All this goes a long w'ay though not 
the whole way toward answering the questions that always interest us, namely, 
the questions what it is in a man’s message that makes people listen to him, 
and why and how. Howcxcr, our only task is to insert into our survey Key nes’s 
contribution to our analytic apparatus. But the importance of his work seems 
to impose the duty, before doing this, of presenting a few comments on its 
wider aspects. 

[1. Comments on the Wider Aspects of Keynes’s Work] 

First, Keynes’s work prc.scnts an excellent example for our thesis that, in 
principle, vision of facts and meanings precedes analy tic work, which, setting 
in to implement the vision, then goes on hand in hand with it in an unending 
relation of give and take. Nothing ean be more obvious than that in the be¬ 
ginning of the relevant part of Keynes's work stood his vision of England’s 
aging capitalism and his intuiti^e diagnosis of it (which he followed up with¬ 
out the slightest consideration of other possible diagnoses): the arteriosclerotic 
economy whose opportunities for rejuvenating venture decline while the old 
habits of saving formed in times of plentiful opportunity persist. This vision 
was clearly formulated in the first pages of the Economic Consequences of the 
Peace (1919) and adumbrated with increasing clearness in successive wwks, 
especially in the Tract on Monetary Reform {192^) and the Treatise on Money 
(1930), Keynes’s most ambitious purely scholarly venture. This Treatise, 
though no failure in the ordinary sense of the term, met respectful but damag¬ 
ing criticism and, above all, failed to express Keynes’s vision adequately. There¬ 
upon, with admirable resoluteness, he determined to throw away the impeding 
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pieces of apparatus, and bent to the task of framing an analytic system that 
would express his fundamental idea and nothing else. The result, given to the 
world in 1956, seems to have satisfied him completely, so much so that he 
felt himself to have led economics out of 150 years of error into the land of 
definitive truth—a claim that cannot be put to test here but was as readily 
accepted by some as it discredited his work in the eyes of others. 

Next, we must record Keynes’s acknowledgments of indebtedness, whieh in 
all cases can be independently established, to Mrs. Joan Robinson, Mr. R. G. 
Hawtrey, Mr. R. F. Harrod, but especially to Mr. R. F. Kahn, whose share 
in the historic achievement cannot have fallen very far short of co-aiithorsliip. 
I take this opportunitv' to rescue from threatening oblivion, in addition to his 
share in Ke>'nes’s General Theory and in the thcor>' of imperfect competition, 
another contribution of Kahn’s. Marshall, though offering plcnt>- of material 
about the theory of short-run processes, alu'a> s emphasized primarily the prop¬ 
erties of the long-run normal without, perhaps, making it sufficiently clear 
that what he really meant was the pure logic of the economic process rather 
than any state of things that will actually emerge at any future time. It was 
necessary to realize that what in fact emerges and can be obscr\cd is the result 
of a succession of short-run events and short-run responses to them and will in 
general bear little resemblance to the perfect equilibrium that u'ou/d emerge 
if time were given for everything to work itself out without any further dis¬ 
turbances occurring meanwhile. This point of \ie\v, obviously \cry important 
for the improvement of economic analysis, has been taken consistently by 
Mr. Kahn, more consistenth' and con.sciously than b>' anyone else, I believe, 
although I am unable to put my finger on any particular publication of his 
that would substantiate this assertion. (On the possible relation of this scien¬ 
tific contribution to the short-run philosophy of our age, see above Part iv, 
ch. 7.) 

Third, Keynes must be credited or debited, as the case may be, with the 
fatherhood of modern stagnation ism. In itself stagnationism is practicalh- as 
old as economic thought. In any prolonged period of economic malaise econo¬ 
mists, falling in like other people wath the humors of their time, proffer theo¬ 
ries that pretend to show that depression has come to stay. We have had in¬ 
stances before. But so far as our owm epoch and scientific literature are con¬ 
cerned, this attitude can be traced as wx* have seen to Keynes’s Economic Con¬ 
sequences of the Peace, In the United States, verv' naturally, it did not ‘catch 
on' until the crisis of 1929-32, but in the aftermath of this crisis it caught on 
with a vengeance. A group that might almost be called a school and that 
found resonance in almost all the strata of public opinion—the opinion of the 
harassed business community included—^rosc to scientific importance under 
the brilliant leadership of Professor Alvin II. Hansen, who amplified and ex¬ 
panded the doctrine of the mature or stagnating economy in part on different 
grounds than Keynes. We cannot attempt a critical analysis of it and shall 
confine ourselves to noting that it stood up better than might have been ex¬ 
pected in the face of apparently contradicting evidence for three reasons: (i; 
because the new economic opportunities that are unfolding themselves may be, 
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in part with justice, attributed to the consequences of the Second World War 
and thus be interpreted as an intermezzo that is irrelevant to questions of 
fundamental trend; (2) because ever}' span of prosperity, however prolonged, 
displays setbacks that it will always be possible to interpret as manifestations 
of that trend; (3) because some workers vAio are not 'stagnationists' in cither 
Keynes's or Hansen’s sense nevertheless arrive at a similar result for reasons 
of their owm.-'* It sometimes looks as if wc ought to speak not of stagnationists 
and anti-stagnationists but rather of two different lines of a single stagnationist 
argument—at least if wc neglect all those anti-stagnationist writers who con¬ 
fine themselves to criticizing individual stagnationist arguments. 

Finally, fourth, let us note the significant fact—significant in that it shows 
the extent to which Keynes's General Theory was a response to widely ac¬ 
cepted ideas—that in the 1930's other works appeared that, each in its own 
way, attempted to express views that were similar to Keynes's in important 
points. An enthusiastic Keynesian has for instance spoken of 'Swedish step¬ 
ping stones to Keynes' and, if we neglect the \’alue judgment which this phrase 
implies, we may indeed agree that the leading Sw'cdish economists, in par¬ 
ticular Lindahl, Mx-rdal, and Ohlin, developing certain pointers of Wicksell’s, 
built w‘ith similar materials according to a similar plan. However, I shall merely 
mention tw'o works that will illustrate what I mean. 

Erik laindberg’s Studies in the Theory of Economic Expansion (1937) ®P* 
peared a \car after Keynes's General Theory, took full account of the latter, 
and contains explicit acknowledgment of its ‘stimulating influence.' But no 
work of this range and depth can, w’ithin a single year, be formed by an out- 

3 Thus, it is possible to feel unconvinced by Keynes's and Hansen’s arguments and 
nevertheless to predict that capitalist evolution tends to peter out—i.e. to settle down 
into a condition that might be just as well described as ‘stagnation'—because the mod¬ 
ern state may crush or paralyze its motive forces. Modem taxation is only an example 
of the iiunierous factors which w'ork tliat way, all of which can be established by an 
analysis of the present state of Fngland. And inhibitions of this kind—which more¬ 
over can also be shown to be the inevitable outcome of capitalist history—will do as 
well as the factors emphasized by Keynes and Hansen: evidently it comes to the same 
thing, in a profit economy, whether the objective opportunities for gainful enterprise 
decrease or the profits after having been made are taxed away. Let us note in passing 
that there is, in some points, a strong affinity between the Keyncs-Hansen and the 
Ricardo ). S. Mill argument concerning the advent of a stationar>' state. This is par¬ 
ticularly clear in the case of Keynes, w'ho in his earlier writings repeatedly spoke of a 
‘decreasing response of nature to human effort'—on the eve of a period of unsaleable 
foodstuffs and raw materials—and of pressure of population. This element is not only 
absent from Hansen's argument but has been by him actually turned into its opposite. 
But the notion that opportunities for investment will in the future tend to decline as 
compared with pcoiffe’s propensity to save, though handled in a manner different from 
Ricardo’s, is present with both authors [Hansen and Keynes]. Tlie main difference is 
that they predicted difficulties in the process of the economy's settling down to a sta¬ 
tionary state that did not occur to Ricardo. [J. A. S. in his Capitalism, Socialism, and 
Democracy (1942) put forward the point of view ‘that c'apitalist evolution tends to 
peter out because the modern state may cru.sh or paralyze its motive forces'] 
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side influence unless its author has arrived at somewhat similar conclusions by 
himself. In addition, ^V'^ickscl^s influence is much more obvious than Keynes’s, 
and Lundberg’s work, both in methods and results, differs sufficiently from 
Ke>ncs*s to put his fundamental independence from the latter beyond doubt. 
Indeed, except for effectiveness of presentation, we might well speak of su¬ 
periority, especially (but not only) because Lundberg tackled from the first 
the problem of sequence which had to be done for Keynes by followers. For 
us the book is particularly interesting because it displays the micro- and inacro- 
dynaniic roots of current Keynesianism much better than did Keynes himself. 
And for the post-Keynesians of our day it should be particularly interesting be¬ 
cause of the enlightening experience that it may afford of seeing ‘Keynesian’ 
propositions in a different light and in different connections. 

Carl Fohrs book, Geldschopfung und WirtschaftskTcislauf (1937), owes 
nothing to Keynes’s General Theory^ because, as the author stated in the 
preface, his manuscript had been completed in December 1935 so that he 
was not able to do more than to add references to the General Theory here 
and there. All the more striking are a number of parallelisms between his and 
Keynes’s propositions though, for English and American readers, the full ex¬ 
tent of actual agreements will not be ob\ious at first sight. This is owing to 
two facts: Dr. Fold used a different conceptual apparatus and arrixed at his 
conclusions by methods that tend to obscure those agreements; and writing in 
a different enxironmeiit he gave much space to problems that are no longer 
interesting to the American profession. Precisely because of this, the study of 
this book would be extremely instruetixe to American economists: precisely 
because of its apparenth’ un-Kcxncsian approach, it rexcals (objectixe) doc¬ 
trinal relations and sheds xvhat amounts to nexv light on several Keynesian 
problems, especially the problem of equilibrium underemployment, lliis book 
has had some influence in Germany and, so I haxc been informed by a Dan¬ 
ish fellow economist, a considerable influence in Denmark. 

[2. The Analy'iic Apparatus of the General Theory] 

7 Tie analytic apparatus of the General Theory is, first, essentially static. We 
shall explain presently the apparent paradox that its place in the history of 
analysis is nevertheless bound up xvith the impulse it gave to macrodynamics. 
Nor do I mean to deny that large parts of the book—some would say, its most 
xahiable parts—are devoted to dynamic considerations. But these were added 
to a skeleton ** that was severely static, so much so as to neglect, on principle, 
all sequences and periods."* Second, this static theory is not the statics of long- 
run normals but the theory of short-run equilibria. Third, the most impor¬ 
tant point in this connection is that, of all the aspects of the investment proc- 

^ This skeleton lias been exactly formulated many times. We content ourselves with 
mentioning O. Lange The Rate of Interest and the Optimum Propensity to Con¬ 
sume,’ Economicaj February 1938, and L. R. Klein, The Keynesian Revolution (1947). 

The outstanding example of this is the Kahn-Keynes multiplier. [J. A. S. planned 
to discuss this in the later portion of this chapter which was not finished.] 
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ess, it is only the expenditure effeet of new investment which enters the 
model (not the book) : as Keynes himself rightly emphasized, physical capital 
(equipment) is assumed to remain constant throughout, both in kind and 
quantity. This limits the theory to an analysis of the factors that determine 
the higher or lower degree of utilization of an existing industrial apparatus. 
'^Thosc who look for the essence of capitalism in the phenomena that attend 
the incessant recreation of this apparatus and the incessant revolution that 
goes on within it must therefore be excused if they hold that Keynes’s theory 
abstracts from the essence of the capitalist process.” Fourth, though aggregative, 
Keynesian analysis—no doubt for the sake of simplicity—presupposes ‘free,’ if 
not actually ‘pure,’ competition in all connnodity and factor markets. Fifth, 
e\'crybody is supposed to react to a particular kind of ‘real’ values, namely, to 
prices expressed in wage-units or prices divided by an average money wage 
per unit of labor, w'hich is determined by bargains between employers and 
employees—a well-nigh desperate measure of simplification that makes results 
incomparable as between two different points of time unless wage rates arc the 
same in both. But there is an important exception to this postulate that people 
calculate in terms of real values in this sense: workmen do so only in so far 
as they save and invest but not in their bargains about their labor; when they 
negotiate wage contracts they consider exclusixely money w’agc rates.^ 

Within the framework set by these five points, Keynesian analysis—the 
analysis of current national income—works five endogenous variables, that is, 
variables which the system is to determine: national income itself, employ¬ 
ment, consumption, investment, and the rate of interest; and one exogenous 
variable that is given to the system by the action of the ‘authorities,* quantity 
of money.* Employment may be allow^cd to drop out on the strength of the 

* This docs not preclude us from finding several points of contact bctw'cen Keynesian 
and Marxian analysis. Fundamentally, however, they arc opposites. 

^ I’his raises three questions: (i) the question of the realism of this postulate per se; 
(2) the question of the w'arrant for making this exception from the rule that is adopted 
for all other transactions; (3) the question of the effects upon Keynes’s wage theory 
of this postulate. In the available space we cannot answer any of them—^beyond point- 
ing out that it was by virtue of this postulate that Keynes rejected the usual theory of 
the supply function for labor, which is based on the opposite postulate. Slightly ex¬ 
aggerating the importance of this point, Keynes calls it ‘our point of departure from 
the classical system’ (op. cit. p. 17). But it is true that, as his argument is laid out, 
it is this postulate which enables him to defend what is for his system a fundamental 
proposition, namely, that the wage contract does not in principle determine real wages. 
Followers have, gradually and tacitly, receded from this untenable position, which is less 
essential for his argument than Keynes himself thought. Observ'c, however, the tenable 
clement in it: any increa.se or decrease of wage rates, if it increases or decreases wage 
incomes in a sufficiently important sector of the economy (or even locality), will have 
some influence upon prices and this influence may, in part or wholly, offset the effect 
of the change in money wage rates—^a nexus which is of course worth emphasizing. 

* One of the many inadequacies of our exposition, which cannot aim at more than 
calling up a few essentials in the minds of readers who are supposed to be familiar 
with the General Theory, is that we must follow the practice of many Keynesians in 
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hypothesis, perhaps permissible in the very short run, that it is uniquely de¬ 
termined by national ineome. Tlie latter’s eurrent value is by definition iden- 
tieally equal to eurrent eonsumption plus eurrent investment, all three quanti¬ 
ties being expressed in wage-units.® And, with all the ‘givens' implied, eurrent 
value of national income may be said to be ‘determined' by three functions or 
schedules that Keynes dignified with the title of ‘psychological laws': the 
consumption function, the investment function, and the liquidity-preference 
function, the three great simplifiers, which are to implement Keynes’s vision 
of the economic process, in particular the intention to prove the existence of 
underemployment equilibria and, to put it with perhaps inadmissible em¬ 
phasis, his conviction that saving (or, altcrnati\cly, the rate ot interest) holds 
the role of villain of the piece that impoverishes nations.” 

In a sense similar to that in which the Marshallian demand curve descends 
from Cournot (and, objecti\cly, also from \YTri), the Kc>ncsian consump¬ 
tion function descends from Mai thus and W'icksell but received added pre- 

assuming the quantity of means of payment to be externally given, i.e. of being freely 
malleable by governments and central banks. 'Fhis assumption brings us. all protests 
notwithstanding, dangerously near to a crude quantity thcor\' of which an externally 
given quantity of money is, as we have seen, an outstanding feature. It would be un 
bearably unrealistic, even for modern England, unless, as Arthur Smithies has pointed 
out, we define the quantity to mean legal tender outside of banks plus the maxiiiiuin 
of deposits the law and the ‘authorities* permit banks to create. 

® Since savings are defined as the difference between income and consumption, this 
identity yields the familiar identity between current savings aiul current (rate of) in 
vestment. But for the latter identity' to be valid, current investment must not in tuiii 
be identified, as has been done by Keynes, with the rate of production of new capital 
equipment. See on this P. A. Samuelson, ‘The Rate of Interest under Ideal Conditions,' 
Quarterly Journal of Economics (February 1939). PP- 292-5. 

They have of course no claim to this title, not even in the sense in which, at a 
push, it is admissible so to call Cos.sen’s law of satiable wants. 

“Those who are of the opinion that economic facts and Keynes’s nnaly.sis do not 
bear out this conviction and that the element of truth in it reduces to .so much of it 
as had been recognized by J. S. Mill, W. Roschcr, and A. Marshall (.see Keynes’s and 
even Hobson’s grudging admission of this, op. cit. p. 1911), will naturally look for a 
non analytic e.xplanation. 'Fliey may find it, first, in England’s situation in which many 
difficulties were capable of being solved by tlie expropriation of ‘rentiers’ which, for 
political reasons, were practically insurmountable in any other w'ay; and, second, in the 
kind of man Keynes was—he, the unattached intellectual, who abhorred bourgeois vir¬ 
tues but was much too civilized to like violent measures, had a not unnatural prefer¬ 
ence for the ‘euthanasia’ of the creditor interest. 

Tliere is, however, this difference between the cases of Marshall and Keynes. They 
would be exactly similar if the historian could say that Marshall saw his demand curve 
in the less rigorous presentation of Mill and added rigor and ‘edge’ to it. But Marshall 
must have found all the rigor and edge that anyone could desire in Coumot. Keynes, 
had he even been iirspircd by Malthus (Wicksell he then hardly knew), would have 
had still to do all that remained for a disciple of Mill to do in the case of the Mar¬ 
shallian demand curve. However, the (objective) affinity between Keynes and Malthus 
stands out with particular clearness at the beginning of the General Theory (p. 25), 
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cision at the hands of Keynes. As everybody knows, it represents current total 
national consumption (total expenditure on ‘consumption' in terms of wage- 
units) as a function of current national income (in wage-units) and expresses 
the arbitrary postulate that any increase in the latter is always attended by an 
increase in the former but by a smaller one.^“ The investment function is less 
easy to convey in a few words because of its connection with the very im¬ 
portant dynamical considerations of Keynes's chapters ii and 12, which do 
not enter into its explicit statement. It relates the rate of aggregate investment 
to the marginal efficiency- of (physical) ‘capital in general which that rate of 
investment will establish' (op. cit. p. 136), the marginal efficiency of capital 
being defined as the relation between the expected yield of one more unit 
(properly chosen) of any capital good and the cost of producing this unit.^^ 
Tliis, as Keynes pointed out, is the same as Fisher's ‘marginal rate of return 

where Keynes worked out his concepts of Aggregate Supply and Aggregate Demand 
Functions and of effective demand. Whatever weight we may attach to Ke\'ncs*s warn¬ 
ings, we are inevitably driven to considering these functions, which arc capable of in- 
tcrsccting once (or sc\cral times) but are in any case not identical, as generalizations 
of the genuine concepts of supply of and demand for individual commodities. Keynes, 
aware of the pitfall, makes little use of this notion later on. But it is the Malthusian 
notion. And if valid it would of itself .suffice to establish the possibility of an equi¬ 
librium of which full employment would not be a property. I repeat that the argu¬ 
ments that Keynes set forth against what he conceived to be the classical theory (in his 
sense) are entirely irrelevant against any correct statement of the full employment 
equilibrium theory' and that his indictment that the classical theory know'S no unem¬ 
ployment except a frictional one is true only if the term frictional is defined so widely 
as to rob the indictment of all significance. 

This ‘psychological law’ of the propensity to consume must of course refer to 
indis'iduals. But the postulate in question refers to social aggregates. I have called it 
arbitrary merely to emphasize the fact that it formulates only one of several possibili¬ 
ties. can express the consumption function by writing C = f(Y), then the postu¬ 
late reads that the marginal propensity to consume, dC/dY, is always smaller than unity. 
But let us note at once that, since instead of this consumption function, we might just 
as well write a savings function, S = q)(Y). It has become usual with many Keynesians 
to insert into both functions a second variable, namely the rate of interest, i, the im¬ 
portance of this concession being minimized by postulating that the influence of i is 
negligible. 

” Tbe investment function is usually written I = F(Y, 1), which expresses the mar¬ 
ginal efficiency of capital by the form of the function F. The marginal propensity to 
invest at a given rate of interest is then 6F/6Y. But we may also leave out the i in 
order to emphasize the cases where investment is ‘autonomous,’ i.e. either imposed 
upon the system by an external factor, such as government, or else entered into with¬ 
out any regard to current conditions. Or we may, on the contrary, consider investment 
as w'holly ‘induced’ by consumers' buying and then write the investment function 
I ~ q)(C, i) as has been done by Lange (sec note 4 above). These and other expres¬ 
sions suggest themselves for the purpose of underlining this or that possibility but none 
of them, taken by itself, does full justice to the thought of Keynes, who wisely refrained 
from presenting any of them himself. 
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over cost.’ But there is this difference between the two: whereas with Fishei 
this marginal rate of return o\er cost—which implies a discounting process of 
the series of expected yields—constitutes the basic fact about the interest phe¬ 
nomenon, Keynes broke aw'ay at this point from what I have termed the 
Barbon tradition and, in intent at least, established a monetary theory of in¬ 
terest according to which interest is not deri\cd from, or expressive of, any¬ 
thing that has, in whate\cr form, to do with the net return from capital goods.'® 
'rhis brings us to the third of Keynes’s basic functions or schedules, the 
liquidity-preference function. In Chapter of the General Theory Keynes 
seemed to accept the theor>' that makes the rate of interest 'depend on the 
interaction of the schedule of the marginal efficiency of capital with the psycho¬ 
's Theory of Interest {19‘io), p. 16S. I can. however, testify to the fact that Keynes, 
whose knowledge of economic literature and particularly of contemporaneous and non- 
linglish literature was not of the first order, arrived at his concept quite independently 
and that he inserted the acknowledgment in question upon his attention’s having been 
drawn to Fishefs formulation. When he received the information, Keynes possibly 
acknowledged too much. Such, at least, is Professor Lerncr’s opinion. On the other 
hand, it may be argued that both concepts are indeed improvements upon the concept 
of marginal productivity of capital as developed by Marshall and especially Wickscll— 
and this again points back to Bohm Bawerk—but not more than that. Ihe *pro- 
spcctiveness’ of marginal productivity of capital and its relation to its replacement 
costs, few if any authors who used it would have denied. 

Since this is, speaking from the standpoint of theoretical analysis alone, perhaps 
the most important original contribution of the General Theory, a few comments are 
in order. First, Keynes’s monctar}' theory' of interest was subjectively original qua mone¬ 
tary theory' of interest but not objectively so. From the scholastics through their 
Protestant successors to several pre Keynesian modern writers, explanations of the inter¬ 
est phenomenon have been offered that link it to money and whose authors w'ould all 
agree to the di\'orcc that Keynes pronounced between the yield of non monetary capi¬ 
tal and interest. The objective importance of Keynes’s work, so far as this goes, W'as 
the success that his teaching met with: he actually converted a large number of fellow 
economists who twenty years or so before considered a monetary theory of interest 
hardly worth serious attention. Second, we must again recall the fact that Wicksell, 
without adopting a monetary theoiy', made such an important stride toward it as to 
inspire Swedish followers of his to do so. 'I’liis \\'icksellian line of advance is most 
ea.sily accessible, for the English reader, in Professor Erik Lindahl’s Studies in the 
Theory of Money and Capital (1939) and Profes.sor Bcrtil Ohlin’s two articles ‘Some 
Notes on the Stockholm I’heory of Savings and Investment,’ Economic Journal, March 
and June 1937- The articles gave rise to a disemssion between Keynes, Ohlin, Robert¬ 
son, and Ilawtrcy that was followed by a number of articles by other economists. But 
we must be content to add, third, that the particular form that Keynes gave to his 
monetary theory was original both subjectively and objectively. It may differ much or 
little from the Swedish one or from the one .sponsored by Professor Hicks (Value and 
Capital, ch. 12), which perhaps comes nearest to holding the field in that part of 
Anglo-.^merican literature that accepts the monetary theory of interest at all; but it 
diEers a great deal from other forms—so much so that it is a mere question of tem¬ 
perament whether one wishes to see in them any aEinity at all with the Keynesian 
form. 
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logical propensity to save' (time preference). For he stated as his only objec¬ 
tion that it is impossible to deduce the rate of interest merely from these two 
factors bcause it will also depend on the form in which the sa\’er wishes to 
hold whatever he saves. Having decided how much he will ‘reserve in some 
form of command over future consumption' (p. 166; note the classical ring of 
this phrase), he has still to decide whether and to what extent he will part 
with immediate command for a specified or indefinite period, that is, on his 
liquidity preference.On the face of it this clearly amounts to not more than 
an amendment. Later on, however, even in the General Theory, Keynes him¬ 
self and still more some orthodox followers of his, especially Professor Lerncr,^« 
went much further than that in the direction of the propositions that iiitcrest 
is nothing but a payment for overcoming one's reluctance to part with the one 
ideally liciuid asset in existence (own-rate theory of interest) and that the 
quantity of money, considered relatively to the amount of it that is absorbed 
by transactions, is the sole dircetly go\crning factor in its determination.^® 
Current saving and current investment, being identically equal, cannot deter¬ 
mine anything. Planned (ex ante) saving and planned (ex ante) investment 
determine income (total net output) but not interest. And a number of para¬ 
doxes follow for which some verification can be found in the freakish situa¬ 
tions of deep depression.-® 

In the exact formulation, this liquidity ptefcrcnce is usually introduced in an 
equation of the form M L(Y, i), which coiiipatcs the available aniount of money 
(see note 8 above)—I bar the M in order to indicate that it is given—^with a ‘demand’ 
for money that is partly determined by the vchimc of transactions, represented by Y, 
and partly by |>eoplc's expectations about the future behavior of the various interest 
rates (the ‘speculative motive’), which is represented by z. 

On Professor Lerner’s argument see Franco Modigliani, ‘Liquidity Preference and 
the Theor>' of Interest and Money,’ Econcmetricay January 1944, p. 79. I take this 
opportunity to recommend this paper as a general commentary on this whole range 
of questions. 

Observe that, among many other things, interest must indeed also equalize the 
advantages of holding cash and other assets. This is another instance of Keynes’s 
Ricardian way of reasoning: the fact that the rate of interest must be such as to com¬ 
pensate savers for their marginal 'abstinence’—if it did not, it could not be w'hat it 
actually is—is obviously insufficient to establish the abstinence theoiy of interest. Ob¬ 
serve further that, like everything else, both propositions—the own-rate and the absti¬ 
nence theory—can be made formally trae by a sufficient number of ‘givens,’ with the 
added advantage that the tables can be turned upon the objector W'ith the utmost 
ease on the ground that he does not understand the assumptions of the argument. See 
in this connection W. Fcllner and H. M. Somers, ‘Alternative Monetary Approaches 
to Interest Theory,’ Review of Economic StatistieSy Febniarv' 1941- 

To mention one example: the Keynesian theory, taken literally, yields the con¬ 
clusion that an increase in the inducement or the propensity to invest, or in the pro- 
]3ensity to consume, will only increase employment but have no tendency to raise the 
rate of interest. T'he opposite in any normal situation is evident and has been stated 
as a theorem by Professor Samucison, not as an objection to Keynesian doctrine but as 
part of it (sec Foundations, p. 279, and compare J. R. Hicks, ‘Mr. Keynes and the 
^‘Classics”; A Suggested Interpretation,’ Econometrica, April 1937, pp. 152-3). 
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[3. The Impact of the Keynesian Message] 

By means of those three basie funetions or schedules a system of three equi¬ 
librium conditions (equations) and one identity can be written that will, with 
the quantity of money as an externally imposed datum, and under proper as¬ 
sumptions, uniquely determine interest, investment, and either savings or eon- 
sumption and ean be extended to include also other variables such as Keynes’s 
wage rates.But it was not this exaet and crippled rendering of Keynes’s mes¬ 
sage which fascinated, but the resplendent whole of it. Particularly in its bear¬ 
ings upon saving, interest, and underemployment, this message seemed to re¬ 
veal a novel view of the capitalist process not only, as we saw before, to the 
public and 'writers on the fringes’ but also to many of the best minds in the 
sphere of professional analysis—a novel view that was as attractive to some as 
it was repellent to others.^® T|,is created almost immediately an atmosphere 

21 The identity is either Y = C + I or S = 7 . In the first case we may use the 
equations C - f(y, i) and 7 = ^(C, 1), in the latter case the equations S - q (Y, i) 
and 7 — K{Y, i). For an extension see Modigliani, op. cit. p. 46. JUit the system, espe¬ 
cially any extended system, is not so simple a matter as it might seem to the layman. 
This is the reason why, though I cannot go into the problems involved, I have tried 
to save my con.science by in.serting the words, ‘under proper assumptions.’ It is not 
difficult to draw up a system that will display inconsistencies and fail to define an 
equilibrium or even multiple equilibria. 'I’his is important to observe bccan.se such 
disequilibrium systems play a role in the Keynesian discussion; for the Keynesian they 
may be a means for showing that, without government expenditure (‘fiscal policy’), the 
economy may be incapable of hitting upon an equilibrium state, in particular a full- 
employment equilibrium state. 

Let us note, in passing, another important point. If we speak not of current but of 
planned consumption and investment, then a condition of stability of the .system is 
that the sum of the marginal propensity to consume and the marginal propensity to 
invest—the marginal propensity to spend—be smaller than unity. If it is equal to or 
greater than unity, the system will still be determined but it will ‘explode* instead of 
converging toward equilibrium when displaced. Now several writers arc prone to argue 
as if this stability condition could be used to ‘prove* that the pro])cnsity to spend is 
actually .smaller than unity because, so they hold, in capitali.st reality the economic 
.system docs not explode. This argument is quite inadmi.ssible on logical grounds of 
which I mention only one: a short-run theoretical system may be explosive while the 
corresponding long-run system is not; and a long-run theoretical system may be ex¬ 
plosive while the corresponding reality is not. 

22 The division of professional opinion cannot be described in the same terms for 
every country: in some it amounted to not more than a ripple on the surface. But in 
England and the United States it went deep, and here a phenomenon asserted itself 
unmistakably that deserves passing notice. Keynesianism appealed primarily to young 
theorists whereas a majority of the old stagers were, more or less strongly, anti-Keynesian. 
One aspect of this fact is too obvious to detain us and has, in addition, often been 
emphasized: of course it is true that part of the resistance which every novel doctrine 
meets is simply the resistance of arteriosclerosis. But there is another. The old or even 
mature scholar may be not only the victim but also the beneficiary of habits of 
thought formed by liis past work. 1 am not referring now to that deeper understanding 
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that was ideally suited for a struggle full of zest—as mueh so, in prineiple, as 
was the atmosphere ereated by Ricardo in 1817, but more so, in faet, owing 
to the temperature produeed by the vastly inereased number of professional 
eeonomists. All that can be done in this sketch is to list the three types of 
tasks that were undertaken and together account for the torrent of more or 
less Keynesian literature that is so characteristic of the decade after 1936. 

Hie first task of course proceeded from the need felt by almost every econo¬ 
mist to find out and to tell how he stood in relation to a message that no¬ 
body could ignore. Ihe bulk of the profession’s work went on as usual and was 
but little affected by that message. But for all theorists, general economists, 
and workers in the fields of money, banking, and business cycles, that need 
could be satisfied only by laborious analysis, criticism, development. Since we 
cannot survey the literature of this type satisfactori 1 y ,23 we merely note two 
facts. 7 ’he one is that to have created such a response is, in and by itself, an 
achievement, frank recognition of which is the greatest and most deserved of 
the compliments that may be paid justifiably to the memory of Lord Keynes. 
It was not the analytic performance which did it; nor was it the attraction of 
the practical issues raised. As in the case of Ricardo, it w^as the intellectual 
performance spiced by the—real or putative—relevance to burning questions 
of the time which achieved what, in our field, neither could have achieved by 
itself. The very blemishes of the intellectual performance and the very objec¬ 
tions that may be raised against Keynes’s practical answer were instrumental in 
bringing about spectacular success and in extending controversy over the whole 
field that lies between, and includes, recommendations and purely logical ques¬ 
tions of method. The other fact is the cumulative property of success of this 
kind, which can be best conveyed with reference to teaching. Any successful 
work of scientific standing must be mentioned in courses on the subject to 
which it is relevant. But a teacher, as soon as he discovers that students will 
take to a work independently of his teaching or can be trusted to have be¬ 
come acquainted with it before they entered his course, will also discover the 
pedagogical advantages to be reaped from referring to, and building upon, 
such pre\ ious knowledge; and he will, whatever his own opinions, deal much 
more intensively with such a work than he would merely on its merits. Thus 
as in banking or insurance, growth induces further growth merely by increas¬ 
ing reserves, success engenders success. Literature produces further literature. 

The second task that the General Theory presented was the development, 
critical or constructive, theoretical or factual, of a large number of individual 

of things that can hardly be acquired except by the labor of decades: apart from this 
and the difference in attitude to 'policy' that results from this, there is such a thing 
as analytic experience. And in a field like economics, where training is often defective 
and where the young scholar very often simply does not know enough, this element 
in the case counts much more heavily than it does in physics where teaching, even 
though possibly uninspiring, is always competent. 

28 A sample of it, though heavily weighted 'in favor,' the reader will find in The 
New Economics, edited and introduced by S. E. Harris (1947). 
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points.-^ Tlierc were the questions of Keynesian underemployment equilibrium, 
of the ‘own-rate’ versus the ‘loan-fund' thcor\' of interest, of the prineiple of 
aggregative (maeroeconomic) theory, of the relation between money and real 
wages, and many others, all of which produced ‘special literatures' of their 
own. But one example must suffice, the work that has been and is being done 
on the consumption function. No theorist worthy of the name can accept as 
an exact statement the postulate that links expenditure on consumption (in 
terms of wage-units) with income (in terms of wage-units) alone. Still less is it 
possible to accept the Keynesian property of this function (cIC/dY, see note 13 
above) as universally valid. We have therefore an approximation before us. 
But how close is this approximation and, in particular, precisely how impera¬ 
tive is it to add a term to allow for shifts of the function in time? And how 
seriously are we sinning if we decree that the function be linear? Or must 
we take in sails and admit independent variables otlicr than income—for in¬ 
stance, the amount of assets or at least liquid assets that individuals happen to 
have already? All these questions are theoretical questions in the first instance 
to be answered with reference to the autonomy of the function and to its 
consistency with other relations that we mean to accept on the same plane 
of argument. But evidently they have also a most important factual aspect. 

2-* It should be ob.ser\'ed that, so far as effects upon the content of a theor>' are con¬ 
cerned, criticism or elaboration and even apologetics come to much the same thing: 
irrespective of the worker’s intention, his work gradually changes, and in the end anni¬ 
hilates, original meanings. But this is not so as regards the renown of a work and the 
position it will ultimately occupy in the histor>’ of a science. Here, the worker’s atti¬ 
tude and value judgments are much more important, even for the opinion of future 
theorists but, of coiir.se, still more .so for the future opinion of the profession and the 
reading public. For instance, it would be easy to compile a list of arguments (all of 
them valid) from the writings of, say, Micks, Lange, Modigliani, and Samuelson that 
in hands less friendly than theirs would sum up to a very damaging criticism. But they 
had no intention to damage. In Keynes’s ca.se, merit and luck combined to blunt the 
edges of the criticism of some of those who were most competent to inflict injury— 
compare Marshall’s attitude to Ricardo. 

2s 7 ’he concept of the autonomy of a function or equation is due to Professor Frisch. 
In a system of relations (mathematical or not) that are supposed to hold simultaneously 
in a given framework of data, there may be .some that hold individually only if the 
others do and perhaps also if the given framework of data remains unchanged, and 
others that retain individual validity even if some do not hold (and in another frame¬ 
work of data). The latter we call autonomous, though we use this term also in other 
senses (as in ‘autonomous investment'). Tlie property is not absolute: a relation may be 
more or less affected by a failure of the others. 'I’hercfore we had better speak of 
higher or lower degrees of autonomy. Frisch’s paper on the subject (not published to 
my knowledge) is one of the most interesting contributions of our time to the pure 
logic of modem theory. [In reply to a query by the editor. Professor Frisch stated that 
the idea of autonomy of a function or equation is explained at great length in several 
of his mimeographed lectures in Norwegian and that in printed form it is mentioned 
only briefly in a note ‘Repercussion Studies at Oslo,’ American Economic Review, 
June 1948.] 
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And it is not surprising but a matter for congratulation that a dozen or so 
econometricians have devoted, and are devoting, attention to it. 

7 he third task springs from the necessity of ‘dynamizing' the Keynesian 
system either on the lines suggested by Keynes himself or on others. This ne¬ 
cessity became obvious as soon as people began to ‘work' the Keynesian system 
seriously, for, as we know, even the mere question of the stability of a static 
system quiekly leads into dynamic considerations. But in addition many 
Keynesians set about introducing into their models the usual ‘dynamizers,' es¬ 
pecially lags. As examples I mention Professor Smithies' model and then 
again the nansen-Samuclson equation which we have already met. Thus, 
Keynesian equilibrium analysis gradually gave way to Keynesian ‘process anal¬ 
ysis,' and at present this Ke\ncsian process analysis tends to merge with the 
older and broader macrodynamics, the development of which we have glanced 
at before. Here, at long last, we are at the point from which it is possible to 
define and locate the historical importance of Keynes's purely analytic con¬ 
tribution to economics, lliis being important and, owing to the brevity of our 
exposition, not easy to grasp, the reader's attention is requested for the follow¬ 
ing resume. 

So far as the exact core is concerned, Keynes's system is essentially static. 
This static theory sufficed for the purposes he had most at heart, particularly 
for his doctrine of underemployment equilibrium. However, partly because it 
was inevitable that he should ha^'c had to add dynamic considerations to that 
core, partly because his work impinged on a situation in the field of pure 
theory that was dominated (independently of him) by the novel interest in 
macrodynamics. this macrodynamics absorbed his work. But, owing to the 
Iiosition Kej'iies's work conquered in the thought of the profession, it was not 
simply swamped by macrodynamics but in turn helped to mold and to propel 
the latter—for w'hieh Keynes’s model was particularly qualified by virtue of 
its simplicity. Professor Hicks was obviously right in saying that ‘the General 
Theory of Employment ... is neither the beginning nor the end of Dy- 

Arthur Smithies, ‘Process Analysis and Equilibrium Analysis,' Econometrica, Jan¬ 
uary 1942. It has been pointed out already that most Keynesians (or writers who use 
the Keynesian or a similar apparatus) introduced planned (or ex ante) savings and in¬ 
vestments so as to be able to make equality of savings and investments an equilibrium 
condition instead of the identity it is in the case of savings and investments actually 
performed. I'his is in agreement with Kc\'ncs’s position for he surely emphasized the 
gulf that exists between saving and inve.stmcnt decisions strongly enough. Nor docs it, 
in itself, involve leaving the precincts of Keynesian statics. But it does so as soon as we 
connect savings and investments explicitly with some quantity of the past, e.g. with 
yesterday's income. And then we are led away easily, though not by logical necessity, 
not only from Keynesian statics but also from the Keynesian structure as a whole. 
Take for instance the concept of idle savings. Laymen sometimes believe that the 
Keynesian argument implies that there must, somewhere in the economy, exist savings 
that are idle in the sense that they arc not being invested. But this notion is meaning¬ 
less within the Keynesian argument. However, it immediately acquires meaning if we 
introduce lags. Nor is it difficult to tell where the introduction of lags tends to lead 
us, if it leads us away from Keynes: it leads us toward Robertson and Lundberg. 
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namic Economics/ But it is also true that, unintentionally and perhaps even 
against his will,“® Keynes gave a mighty impulse to it—almost all work in 
macrodynamics now starts from a ‘dynamized" form of his model. In a histor>’ 
of analysis this is the point to stress.^® In a history of economic thought 
Keynes's policy recommendations—time-bound as they were—^iind certain char¬ 
acteristically Keynes's doctrines—which are losing their hold already—may be 
much more important. 

[I’he manuscript breaks off at this point: there arc brief notes, partly in shorthand: 
‘Other points to be added . . . Macroeconomics will need a new conceptual apparatus 
. . . new general objects . . . multiplier . . . accelerator . . .'] 

27 *Mr. Keynes and the “Classics,”’ Ecnnornctrica, April 1937, p. 159. 

28 ‘Forget all about periods,’ he once said to a pupil. 

2» An interesting instance of a macrodynamic model of inventor)' cycles that makes 
use of Keynes’s consumption function and thus illustrates well what I was trying to 
convey is Lloyd A. Mctzlcr, ‘'I'he Nature and Stability of Inventor)' Cycles,’ Review of 
Economic Statistics, August 1941. 



Editor’s Appendix 


This appendix is wTittcn for the specialist who is interested in the order in 
which the various parts of the History were written and to what extent they 
were completed. I have already touched briefly upon these problems in the 
Kditf)r's Introduction and in editorial notes (in square brackets) throughout 
the book. I’he ordinary academic reader will find everything he needs to know 
in the introduction. As I stated there, cvcr>-thing had been written out in long¬ 
hand originally; some of the chapters had been written early and rewritten later; 
most of them had been hped and corrected in pencil by J. A. S.; a few sections 
liad been typed toward the end and the typescript had been read very hastily 
or not at all; and, finally, there was .some material still in manuscript. There 
were even alternative versions of .some of the manuscript in the chapter on 
Equilibrium Analysis (ch. 7 of Part IV). 

The reader is reminded that the original manuscript, the alternative versions, 
many bits of discarded manuscript, the notes (some of them on those little 
pieces of yellow paper with u'hich every student and clo.se associate was so 
familiar), and the first h'pcscript with corrections and suggested revisions in the 
hand of J. A. S., will all be deposited in the Houghton Library at Harvard Uni¬ 
versity, where they may be consulted by the interested scholar. Although I 
attempted to pre.scnt as complete and accurate a version as possible of what 
was actually written, there are undoubtedly some places where a different in¬ 
terpretation would be possible. It is, therefore, a great source of satisfaction to 
me that the original manuscript and the notes for revision will be available in 
the Houghton Library. 

In my anxiety to show that the author would not have sent his History to the 
publisher without further work upon it, it may be that I have overemphasized 
the degree of its incompleteness. In reality, the History was substantially 
fini.shcd. 'ITie three main Parts (ii, iii, and iv) needed a little polishing here and 
there, a few additional pages to complete some of the sections, a few titles and 
subtitles, and, of course, the references needed to be checked. The chapters on 
The 'Mercantilist' Literature (Part II) and on Sozialpolitik and the Historical 
Method (Part IV), which date from the early period, would have been revised. 
'This was also true of the section on Senior's Four Postulates in Chapter 6 of 
Part III. A little more work remained to be done on some of the sections in the 
chapter on Equilibrium Analysis. On the whole, however. Parts II, III, and IV 
were all but completed. As for the rest, the introductory Part I and the con¬ 
cluding Part V were being written at the very end and were somewhat less 
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complete. These two parts, however, were distinctly subsidiary and not abso¬ 
lutely necessar>» to the main plan, the divisions of which were based on those 
of the Epochen der Dogmen- und Methodengeschichtc of 1914. Part I was to 
be a brief exposition of methodological problems of which all but the last two 
sections of the final chapter had been written; Part V was to be an equally brief 
treatment, relating the present state of economics to the work of the past as 
described in the three main parts. Tbc photostats of the plans of Part V (which 
appear below in this appendix) indicate that perhaps two-thirds of the conclu¬ 
sion must ha\e been written. There is another way of indicating the relative 
importance in the whole work of the introduction and the conclusion, namely, 
by comparing the relative amount of space allotted to them with the total. The 
copy which e\entually \^'ent to the publisher consisted of 1919 typed pages 
—about 20 per cent of it in single space. Had the History been completed, 
there might ha\'C been 2000 t\'pcd pages, of which the introduction would have 
occupied a little more than 100 pages or 5 per cent of the total and the con¬ 
clusion another 100 pages or 5 per cent of the total. Thus the two together 
would have taken up only about 10 per cent of the total space. 

It has already been stated in the Editor’s Introduction that J. A. S. probably 
began writing the History in 1941 or 1942 and that substantial portions were 
typed in 1942 and 1943. At that time he intended merely to translate, rc\isc, 
and bring up to date the Dogmengeschichte. Subsequently most of this early 
work uas rewritten—so completely rewritten that often only a page or two 
(much crossed out and written over) of an early version was used in a final 
\'crsion. A question naturally arises at this point: how do we know when various 
chapters and sections were written? Eor the most part we do not know the 
actual dates of writing, but we do know in many cases cither the actual or 
approximate dates of hping. The date of hping may be considerably later than 
the date of wTiting, since J. A. S. often accumulated a large amount of manu 
script before sending it off to be bped. He did not have even a part-time 
secretary until the fall of 1948, and the typing was done by at least five different 
people using different typewriters and having distinctive tvping styles. Mrs. 
Thorpe, who did much of the typing between 1943 and the middle of 1948, 
often put the date of typing on the carbon copy. (It was a great pile of these 
carbon copies, in the attic of the Acacia Street house, which first indicated to 
me just what had been w'rittcn and kept me searching until I found manuscripts 
and first b'pescripts for all the carbon copies.) One young woman typed manu¬ 
script only in the summer of 1948, a second in the academic year 1948-9, and 
a third in the fall of 1949. Other means of determining the approximate time 
and order of writing arc two reports of progress, w'hich were made to me in the 
second half of 1947 and the first half of 1948, and the dates of some of the 
references quoted. The following outline of dates of typing w'ill help the reader 
to understand the detailed explanation of the order in w'hich the History was 
written and the extent to which various parts were rewritten. Many of these bits 
of manuscript were without a title, ^\^le^e there was a title provided by J. A. S., 
I have enclosed it in quotation marks. Otherwise the headings are merely de¬ 
scriptive of the material covered. The references in parentheses at the end of 
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each description indicate the part, chapter, and section in which this subject 
matter was cventiially treated. Items dated 1950 (and after) were typed after 
the death of the author. 

Known or Approximate Dates of Typing ^ 

‘The Beginnings.’ Early version of Graeeo-Roman Eco¬ 
nomics, The Scholastic Doctors and the Philosophers of 
Natural Law, and Tlie Consultant Administrators and 
Pamphleteers. (11, chs. 1, 2, 3) 

The Historical Method.® Final version (iv, eh. 4, sec. 2) 
Equilibrium Analysis. Early version (iv, eh. 7) 

Wages, Unemployment, Poverty. Early version (ii, eh. 5, 
secs. 3 & 4) 

‘Consultant Administrators and Pamphleteers.’ Interme¬ 
diate version (ii, eh. 3) 

‘'Die “Mercantilist” Literature.’ ® Final version (ii, eh. 7) 

Population, Increasing and Decreasing Returns, h’arly ver¬ 
sion (ii, eh. 5, sees. 1 & 2) 

‘ The Political and Intellectual Scenery.’ Early version (iii, 
eh. 3) 

‘Scope and Method.’ Early version (iii, eh. 5) 

Senior’s Four Postulates.® Final version (in, eh. 6, sec. 1) 
Sozialpolitik.® Final version (iv, eh. 4, sec. 1) 

Value and Money before 1790. Early version (ii, eh. 6) 
March 27, 1944 | The Scholastics and ITieir Successors. Intermediate version 
April 4, 1944 I (ii, eh. 2) 

Aug. 23, 1945 
Sept. 17, 1945 

Feb. 21, 1946 
Summer 1948 

1948-9 

1948-9 
1948-9 

1 Known dates give mouth, day, and year; approximate dates (especially after mid- 
1948) are based on the typewriter used and the typing style. The term ‘final version’ 
means the last version, the one actually used. Sometimes, of course, there was only one 
version. In such a ease, even if unfinished, it became the final version. 

2 These four portions of the manuscript were never revised; the final version was 
also the early version. ’Fhere is ample evidence that the author intended to revise them. 


‘Gracco-Roman Economics’ and ‘The Scholastic Doctors 
and the Philosophers of Natural Law.’ Final version (ii, 
chs. 1 & 2) 

‘Unemployment and the “State of the Poor.” ’ Final ver¬ 
sion (ii, eh. 5, sec. 4) 

‘Money, Credit and Cycles.’ Final version (iii, eh. 7) 

‘Some Questions of Principle.’ Early version of Introduc¬ 
tion (i) 

‘Fundamental Unity of the Period’s Economic Theory.’ 
Final version (iv, ch. 7, sec. 1) 

‘Cournot and the “Mathematical School”: Econometrics.’ 
Final version (iv, ch. 7, sec. 2) 


1942 (?) 


Jan. lo, 1943 
Kcb. 19, 1943 
March 15, 1943 

June 19, 1943 

June 19, 1943 1 
July lo, 1943 I 
July 13, 1943 

Dec. 1, 1943 

1943 (?) 

Dec. 12, 1943 
Dec. 17, 1943 
March 26, 1944 
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‘Statics and Dynamics. Dctenninatcncss. Stability. Equi¬ 
librium.’ Early version (iv, eh. 7, sec. 3) 

1948-9 'Tlie Competitive Hypothesis and the Theory of Monop¬ 

oly.’ Early version (iv, eh. 7, sec. 4) 

1948-9 ‘The Theory of Planning and of the Socialist Economy.’ 

Final version (iv, eh. 7, sec. 5) 

1948-9 ‘Partial Analysis.' Early version (iv, eh. 7, see. 6) 

1948-9 ‘Note on the Tlicory of Utility.' Final version (iv, eh. 7, 

App. sees. 1-6) 

1948-9 clfare Economics.’ Early version (iv, eh. 7, App. sec. 8) 

Late 1949 Introduction: Scope and Method. Final version (i, chs. 1, 

2, 3 , 4) 

Late 1949 ‘Partial Analysis.’ Final version (iv, eh. 7. sec. 6) 

Late 1949 ‘The W’alrasian Theory' of General Equilibrium.’ Final 

version (iv, eh. 7, sees. 7a, 7b, 7c) 

Late 1949 ‘ I'he Production Function.* Final version (iv, eh. 7, see. 8) 

Late 1949 De\elopmcnts Stemming from the Marshall-Wickscll Ap¬ 

paratus. Final version (v, eh, 2) 

Late 1949 Economics in the 'rotalitarian Countries. Final version 

(v, eh. 3) 

Late 1949 ‘Dynamics and Business Cycle Research.’ Final version 

(v, eh. 4) 

1950 Walras’ Theory of Production. Final version (iv, eh. 7, 

sec. 7d) 

1950 Kevnes and Modern Macroeconomics. Final version (v, 

eh.'5) 

1950 ‘Value and Money.’ Final version (ii, eh. 6) 

1950 ‘Tlie Contribution of the Applied Fields.’ Final version 

(iv, eh. 6, sec. 6 ) 

1950 ‘The Concept of Equilibrium.’ Dis¬ 

carded 

1950 ‘Statics, Dynamics, the Stationary' 

State, Evolution.’ Final version 
1950 ‘Determinatcncss and Equilibrium. 

Stability.’ Final version 
1950 ‘The Competitive Hypothesis and the Theory of Monop¬ 

oly.’ Final version (iv, eh. 7, see. 4) 

1950 ‘Welfare Economics.’ Final version (iv, eh. 7, App. sec. 8) 

Sept. 1951 Walras: llie Introduction of Capital Formation and of 

Money. Final version (iv, eh. 7, sec. 7c) 

April 1952 Adam Smith and the Wealth of Nations. Final version 

(ii, eh. 3, see. 4e) 

TTie outline above is, of course, not complete. For many portions of the 
History, we have no specific information about the dates of typing. The outline 
does serve, however, to show what was written at the very beginning and at the 


(iv, eh. 7, sec. 3) 
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very end. Tlic manuscript typed in 1942 and 1943 was all completely rewritten 
with the exception of those items commented on in footnote 2. This was prob¬ 
ably accomplished with respect to Part II (with the exception of the chapter on 
value and money) by the end of 1945.® It is my impression that Chapters 1-5 
of Part III and Chapters 1-5 of Part IV were written next. The chapters on 
pure theory in Parts III and IV and the chapters on money in these parts were 
written relatively late. The money chapters were written at roughly the same 
time, but not in chronological order, the latest chapter having been written 
first. The earliest chapter on Value and Money (in Part ii) had not been t>'ped 
by January 1950, and I am frankly puzzled as to when this chapter was re¬ 
written.'* This knowledge of the order in which some of the later chapters were 
written I owe to two brief intcr\icws with }. A. S. in which he outlined for me 
the state of the History. 'Phis he did somewhat reluctantly, at my request, be¬ 
cause publishers' agents were attempting to find out from me when the book 
would be finished. I jotted down a rough outline but unfortunately I did not 
put down the dates. I believe the first interview may have been in the fall of 
1947 and the second in early 194S because J. A. S. had a Sabbatical half year 
in the fall term 1947-8. During this period he worked steadily at the History. 
On the first occasion he told me that Part II was complete except for the chap¬ 
ter on Value and Money; that Part III was complete except for Chapters 6 and 
7, which remained largely to be done; and that in Part IV, Chapters 1-5 and 
Chapter 8 (Money, Credit, and Cycles) ® were typed but that Chapters 6 and 7 
remained to be done. The Note on Utility (appendix to ch. 7) was written but 
not typed. On the second occasion he reported that Chapter 6 of Part IV could 
be used substantially as it then stood. 

Chapter 6 of Part 111 was hped before the summer of 1948 and Chapter 7 of 
the same part—the money chapter—during that summer. Finally, J. A. S. began 
to work on the chapter on ‘higher pure theory' (Part iv, ch. 7, Equilibrium 
Analysis). Sections 1-6 and the Appendix (Note on Utilit>% which had been 
written for some time) were typed in the fall of 1948. 

During 1949, the last year of his life, J. A. S. apparently wrote the introduc¬ 
tory and concluding Parts I and V, revised sections 3-6 in Part IV, Chapter 7 
(Equilibrium Analysis), and wrote section 7 of this chapter on The Walrasian 
llieory of General Equilibrium and section 8, the Production Function. All of 
these were typed during the last quarter of 1949 or were found in manuscript 
and typed after the death of the author. References in several of these sections 

« The final version of ch. 5 (Population, Returns, Wages, and Employment) was 
typed in February 1946, and ch. 7 was left as it had been written in 1943. Ch. 6 on 
Value and Money was rewritten very late (possibly in 1948). 

4 This problem will be discussed below. 

® I have here used the final numbering of the chapters as later determined by 
J. A. S. At that time he was thinking in terms of ten chapters. Sozialpolitik and the 
Historical Method were to be treated in two separate chapters (chs. 4 and 5) and the 
Note on Utility was to have been a chapter (ch. 9). This naturally changed the num¬ 
bering of the other chapters (the money chapter becoming ch. 10). 
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or chapters to articles in periodicals which were published in February and May 
1949 confirm these impressions as to the date of writing. 

Part I was found with a pile of notes, manuscript, and reprints in the Cam¬ 
bridge study. It was to have been in six chapters, which I reduced to four. The 
first three chapters were so very short that 1 made them three sections of Chap¬ 
ter 1, retaining the original chapter titles as section titles. Two sketchy plans 
for Part I found among the notes indicate that J. A. S. was at work on the final 
chapter of the introduction. (See also editorial notes on pp. 43-5 above.) 

There was an earlier introduction t>pcd the prc\ ions year by the part-time 
sceretary who worked during the academic year 1948-9. It consisted of 38 pages 
of ri'pcscript as compared with 87 pages in the final unfinished version. It was 
labeled 'Chapter I: Some Questions of Principle.' There were six subheadings, 
some of which appear as section titles in the final version: 

Wliy Do We Study the Histor>' of Economics? 

But Is Economics a Science at All? 

Tlic Historical Character of Our Subject Matter 
Is Economics an Ideology? 

Economic Thought and Economics 
Economics and Economic Theory. 

Very little of this earlier introduction is embodied in the final one. Typed 
pages 1 and 6-8, much crossed out and revised, were used in Chajiter 1 (J. A. S. 
chs. 1, 2, and 3) and typed pages 15-17 in Chapter 4 (J. A. S. eh. 6). Otherwise 
the material in the final manuscript of Part I was completely new. 

I do not know why J. A. S. entitled Chapters 2 and 3 (originally chs. 4 and 5) 
‘Interlude V and ‘Interlude II.' I added the titles and subtitles in square 
brackets, as I have done throughout wherever J. A. S. failed to supply detailed 
titles. He had indicated the six divisions in Chapter 2. 'I’he title supplied by 
me (I’he Techniques of Economic Analysis) is not quite accurate since strictly 
speaking there arc only three such techniques (Economic History, Statistics, 
and Theory) with Economic Sociology as a possible fourth (see above, pp. 12 
and 20-21). The last unfinished chapter in Part I (’rhe Sociology of Economics) 
is concerned with many of the problems treated in ‘Science and Ideology,' the 
author’s presidential address before the American F,conoinic Association in 
December 1948, and I am sure that he worked on both simultaneously. As was 
his custom, J. A. S. spoke from rather detailed notes and wrote up the address 
for publication afterward. 

Part II was complete except for the money chapter, which was written but 
not t\'ped, and the inevitable revisions. Hie manuscript, notes, and discarded 
manuscript for Part II, Chapters 1-4 and 7 (2-5 and 8) were found in a pile in 
the closet of the Taconic study.® The first ripcscript for Chapters 1-5 and 7 
(2-6 and 8), read and corrected by J. A. S., were in a file box labeled by the 
author. The manuscript for Chapter 5 (6) was also in this file box apparently 

® The numbering of chapters in parentheses was the original numbering which was 
changed at the very end. Since it occurs in many places in the manuscript, it is put in 
here for the convenience of people who may use the material in Houghton. 
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because the author had not yet read the tjqjescript of section 4, the concluding 
section. Ihe carbon copies were with all the others in a room on the third floor 
of the Cambridge house. The manuscript of Chapter 6 (7), Value and Money, 
with iiuincroiis notes and discarded bits of manuscript, including some pages 
from the early Ncrsion typed in March 1944, were found in a separate file box. 

Until the last year or so J. A. S. had planned to have eight chapters in Part 
II. He then reduced the number to seven. There was a fragment of a Chapter 1 
entitled ‘From the Beginnings to the First Classical Situation' beginning with 
‘1. Plan of the Part.’ The first two paragraphs of this plan have been used at 
the beginning of the chapter on Graeco-Roman Economics (see above, pp. 
51-2), since it is obvious that J. A. S. had not made the necessary revisions at 
the beginning of this chapter when he made it the first instead of the second 
in the Part. 

Part II was wTitten earliest and rewritten more than any other. It is here that 
we see most clearly how the original plan (to translate, revise, and bring up to 
date the early sketch of doctrines and methods) grew and changed almost be¬ 
yond recognition. It will be recalled (Editor’s Introduction, p. v) that the 
Kpochen der Dogmen- und Methodengeschichte was divided into four parts or 
chapters, which in turn were divided into sections. These sections were given 
titles in the table of contents but were merely numbered as they occurred in 
the text. 

'Ihis practice of numbering his sections, without titles, J. A. S. followed wben 
he began writing the History of Economic Analysis. It was mainly in the chap¬ 
ters which were written early and‘not subsequently revised (chs. 1 and 7 of 
Part II and eh. 4 of Part iv) that the editor had to supply section titles. Later 
the author gave titles not only to sections but even to subsections, for example, 
in Parts III and IV. This last was not done at all in Part II. Where the sections 
in Part II were long, the editor divided them and supplied titles for subsections. 

'Fhe first part or chapter of the Dogmengeschichte (The Development of 
Economics as a Science) treats very briefly the sources of economics in the 
writings of the philosophers (from ancient times down to the eighteenth cen¬ 
tury) and in the popular discussion, subjects that arc covered in considerable 
detail in Chapters 1-3 of Part II of the History; the second part or chapter (The 
Disco\cry of the Circular Flow^ of Economic Life) includes roughly those 
authors (the physiocrats, Turgot, and Adam Smith) and topics that arc dis¬ 
cussed in Chapters 4-7 of Part II of the History, TTic Dogmengeschichte de- 
\ otcd 32 pages—somev^hat large pages, to be sure—to what required 326 pages 
(pp. 51-376) in the History. 

A glance at the outline (pp. 1187-8) of the Known or Approximate Dates 
of 'Typing various portions of the History will be most helpful in tracing the 
cNolution of the chapters in Part II. Most chapters went through at least two 
stages but Chapters 2 and 3 ('Die Scholastic Doctors and the Philosophers of 
Natural Law and I’hc Consultant Administrators and the Pamphleteers) went 
through no less than three stages—^an early, an intermediate, and a final treat¬ 
ment. 

'Hie early version of Chapters 1-3 (entitled ‘Chapter I; Beginnings') consisted 
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of 77 t>ped pages divided into 17 sections without titles. It starts with a descrip¬ 
tion of the author's concept of Classical Situations and ends with a short ac¬ 
count of the Consultant Administrators and of Public Finance. It must have 
been typed not later than 1942, since a few pages of it are embodied in an 
intermediate version of Chapter 2 typed June 19, 1943. Several pages of this 
early \CTsion were used in the final manuscript of the first chapter, Graeco- 
Roman Kconomics. For example, hped pages 5-6, 14-16, and 19-21 became 
manuscript pages 2-3, 42-4, and 52-4 of the final version. I believe the date of 
h ping in this case is somewhat misleading, and that this chapter was kept back 
and sent off to be hped only when Chapter 2, which was revised in 1944 and 
again in 1945, was ready. There were no section titles, although the sections 
were numbered. 

Chapters 2 and 3 were rc\*iscd and expanded hvice. There is no trace of the 
early \crsion in the intermediate treatment of the Scholastics and only four 
pages (39-42) of the early \crsion appear in the intermediate treatment of the 
Consultant Administrators. A few pages from both the early and intermediate 
versions are used in the final manuscripts of Chapters 2 and 3 but most of the 
material is entirely new. Chapters 1 and 2 were h'ped finally in August and 
September 1945, and it seems probable that Chapter 3 was typed about the 
same time, but we have no definite date. The editorial note on page 181 above 
explains how Chapter 3, section 4c (Adam Smith and the Wealth of Nations), 
which had been discarded by the author without ever being typed, was restored 
by the editor. 

Chapter 4 ('riic Econometricians and Turgot) was entirely new except for 
two hped pages taken from the intermediate treatment of the Consultant 
Administrators and the Pamphleteers. J. A. S. was somewhat in doubt about 
the title. It was originally ‘'Plie Econometricians.' He added ‘and 1 urgot?' in 
pencil on the first hpescript. 

Chapter 5 (Population, Returns, Wages, and Employment) had a rather full 
early version which was typed in two sections on March 15, 1943, and July 13, 
1943. It was almost completely rewritten with only two typed pages from the 
early version used in the final version, the last section of which was typed on 
I'cbruary 21, 1946. Tliis last section of typescript had not been read and 
corrected by J. A. S. 

Chapter 6 (Value and Money) was found in manuscript, obviously not quite 
finished, with the pages unnumbered and slightly mixed up. The order of pages 
in such cases was determined by Arthur W. Margct, who put this chapter to¬ 
gether and did much of the work of editing it. Some of the manuscript was 
much crossed out and written over, but it seemed to be divided into seven 
sections, of which 1, 3, 6, and 7 had titles. In the file box with this manuscript, 
there were voluminous notes (largely in shorthand) and many discarded bits 
of manuscript—^also the manuscript of the early treatment of money typed in 
March 1944. Several typed pages from the early manuscript were used in sec¬ 
tions 2 and 3 of the later version. Among the notes was a plan of the chapter, 
which is reproduced on the opposite page. I’his plan confirmed the impression 
that seven sections were intended and supplied the missing section titles. This 
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page, as well as the three others reproduced in this appendix, will give the 
reader a more vivid impression than mere words could convey of the appearance 
of many of the notes and the difficulty of deciphering them. 



As I have said already, I am frankly puzzled as to when this revision of 
Value and Money in the early period was written. I have some reasons for 
feeling that it might have been done rather early, as I stated in my note on 
page 276 above. If that was so, however, I do not understand why it was never 
typed, unless J. A. S. wanted to do a good deal more work on it and decided to 
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wait until he working on the money chapters in Parts III and IV. We do 
know that the early version, which consisted of 31 typed pages, w^as typed on 
March 26, 1944. Pages 1-12 of this early version were incorporated into section 
2 of the later version (see above, pp. 2S9-9S) and pages 14-18 on Galiani were 
incorporated into section 3 (pp. 300-302). 

For a time, I was convinced that this chapter on money w'as wTitten rather 
late, after those in Parts III and IV. Tlic money chapter in Part IV was already 
t}pcd when J. A. S. outlined the state of the History to me in the first of our 
two inter\iews on this subject—probably in the fall of 1947. At that time he 
told me that Part II was complete except for the chapter on Value and Money 
and that Part III w'as complete except for Chapters 6 and 7 (Pure Theory and 
Money, Credit, and Cycles), which remained largely to be done. Chapter 7 was 
txped in two installments, the second one during the summer of 1948. 1 as¬ 
sume that, having finished the money chapters in Parts IV and III in that 
order, he then undertook the rewriting of Value and Money (before 1790) for 
Part II. At about this time, he had agreed to write two little books, one on 
Money and one on Banking, for the Economics Handbook Series. He had taken 
out of the brown trunk, in which it w^as kept, the manuscript of the book on 
money,^ which he abandoned on his return from Europe at the end of the 
summer in either 1934 or 1935. It would ha\c been natural at the same time to 
revise his early treatment and to emphasize certain fundamental concepts that 
w'crc important to his own thcoiy- of money. 

The only trouble with this thesis is that the manuscript does not look like 
something written in 1948 or later. As time w'cnt on, J. A. S. became increas¬ 
ingly sure of what he w^anted to say. It is possible, of course, that this was a 
ver>^ hurried version with which he was not completely satisfied—that he wanted 
to go over it again before having it typed. It may even be that some of the 
sections w^crc revised earlier and some later. This may help explain why some 
sections had titles and some did not. Sections 2, 4, and 5 lacked titles and were 
not quite finished. The final paragraph of section 7 on Interest (p. 334), wdiich 
is also the final paragraph of the chapter, w^as unfinished. The page, crowded 
with notes to be used in carrying on the argument, is reproduced on the next 
page as a typical example of many such pages. 

Chapter 7 of Part II ('Fhe ‘Mercantilist’ Literature) was written very early 
and was never rewritten as w^cre the early versions of the other chapters in this 
Part. It was t\pcd in two sections on June 19, 1943 and July 13, 1943. It had 
no title and was not even divided into sections, although it w^as a comparatively 
long (71 typed pages) and detailed treatment of the subject. It gives evidence 
of sustained reading of the literature in the Kress Library at the Harvard School 
of Business Administration. The title for the chapter w\is suggested by the 
author in a penciled note on the typescript, w'liich he had read and corrected, 
’llic editor divided the chapter into sections and subsections and supplied titles. 

Part III presented no such problems as those we have just reviewed. It was 
apparently wTitten in a perfectly straightforw'ard way and was complete except 

^ This manuscript, WTitteri in German, is now being translated and edited by Arthur 
W. Marget in the hope that eventually it may be published. 
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for the first section of Chapter 6. It corresponds to the third part or chapter of 
the Dogmengeschichte ('riic Classical System and Its Offshoots). All of Part III 
was assembled in laconic. The manuscript of the first four chapters with notes 
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and Cycles (Part in, eh. 7 and Part iv, eh. 8) were in the same file box. 

All the t}'pcscript of Part III had been read and corrected by the author in 
pencil except the last two sections of Chapter 6—section 5 (Capital) and section 
6 (The Distributi\c Shares). It should be noted, however, that these were two 
very long and important sections consisting of 103 t}pcd pages. Some of the 
other chapters had been read very rapidly and superficially, especially the middle 
portion of the money chapter. A few days before his death, on his return from 
the meetings of the American Economic Association toward the end of Decem¬ 
ber 1949, J. A. S. began to go through Part III systcmatiadly. In addition to 
penciled corrections on the typeseript, there was a little pile of notes on several 
sheets still attached to a pad with the heading 'Reading III ? 30.xii.49.’ These 
were undoubtedly suggestions for changes. Tlien or earlier he had also removed 
some pages from the end of Chapter 5 (sec. 5c, 'Hie Model, and see. 6, The 
‘Classic’ Conception of Economic Development). Clipped to the first of these 
pages was a sheet of shorthand notes with the comment ‘Ch. 5, sec. 5 becomes 
quite loose!’ 

I’hcre were not so many ‘early versions’ for Part III as for the preceding part. 
There was a ‘Chapter IT: The Political and Intellectual Sccner\’,’ a few pages 
of which were used in the final version of Chapter 3; there u'as a ‘Chapter III: 
Scope and Method/ a few pages of which were used in the final version of 
Chapter 5; and there was the material (with no title) on Senior’s Four Postu¬ 
lates which, without being rewritten, became the first section of Chapter 6. The 
first and last of these three were typed in December 1943. 

The editorial note on page 575 explains that J. A. S. would have revised the 
material on Senior’s postulates and integrated it with the rest of the chapter. 
But how do we know this? 'Ilic rest of this chapter was written rather late 
—probably in 1948. There were 161 typed pages, but it began with section 2 
(Value). The first page of section 2 was page 1 of the h'pcscript. The material 
on Senior’s postulates in a folder w'as put at the beginning of the chapter. In 
discussing the plan of Part IV on page 758, J. A. S. wrote ‘Chapter 7 (Equi¬ 
librium Analysis) corresponds to Chapter 6 of Part III and assigns the same 
piloting function to Walras that was assigned to Senior in Part III.’ 

TTicrc was also another problem—that of a title for Chapter 6. All the other 
chapters in Part III were complete with titles, section titles, and in many cases 
subsection titles. All of Chapter 6 from section 2 on was complete with section 
titles and subsection titles. But section 1, not having been revised, lacked a title 
and so did the chapter, since the chapter title appears at the beginning of 
section 1. Here again the Plan of the Part provided a solution. Tliis time it was 
the plan of Part III on page 383 where I. A. S. explained that he proposed ‘to 
draw a picture of analytic developments with reference to a cross section . . . 
represented (in Chapter 5) by J. S. Mill’s Principles' and that he would simplify 
matters ‘by reserving the details of pure theory and of money ... for two 
separate chapters (6 and 7).’ Hence the titles for Chapters 5 and 6—General 
Economics; A Cross Section and General Economics: Pure Theory. 

Part IV may be considered a development of the fourth part or chapter of 
the Dogmengeschichte (The Historical School and the Marginal Utility Theory) 
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but only so far as the broad subject matter is concerned. In the early sketch, this 
material required only 27 pages; in the History, it required nearly 400 pages. 

At one time this Part was to have consisted of ten chapters; then the number 
was reduced to nine and finally to eight. This was not the result of any elimi¬ 
nation of material but rather the result of the consolidation of Chapters 4 and 
5 into Chapter 4 and of Chapters 8 and 9 into Chapter 7, the intervening 
chapters having changed their numbers. Because this confused me at first and 
because it may confuse others using the manuscript and notes deposited in the 
Houghton Library, I shall quote from Chapter 1 of Part IV as it was originally 
written—^before being edited. Probably the first three chapters of Part IV and 
the parallel chapters in Part III had been written and typed not later than early 
1947. After commenting on the first three chapters, the outline for the Plan of 
the Part on page 758 read as follows: 

Then follow comments on two allied groups of men and ideas that lend 
themselves to separate treatment, the group whose work centered in the 
contemporaneous interest in social reform and whose leaders were with 
singular infelicity dubbed ‘socialists of the chair’ (Kathedersozialisten); 
and the group that was called, and called itself, the historical school 
(Chapters 4 and 5). Tlic much-debated question of economists’ value- 
judgments will conveniently be touched upon in connection with the 
former and the famous ‘battle of methods’ (and its American counterpart, 
the institutionalist controversy) in connection with the latter. To some 
extent, this arrangement impairs our picture because when we go on to a 
brief surx'cy of the men, groups, and developments in ‘general economics’ 
(Chapters 6 and 7), we shall have already eliminated two of the most 
important influences upon this ‘general economics.' Let me hence entreat 
the reader to peruse these chapters in their order. The last three chapters 
of the Part deal with sets of topics that it has seemed best to reser\'e for 
separate treatment. Chapter 8 corresponds to Chapter 6 of Part III and 
assigns the same piloting function to Walras that has been assigned to 
Senior in Part III. It aims at presenting the emergence of the elements of 
modem pure theory in a manner that will, I am afraid, prove as unsatis¬ 
factory to the modern theorist as it will seem overloaded to the non- 
theorist. The latter may be right in contenting himself with what he will 
have read on these matters in Chapters 6 and 7. Chapter 9, on the for¬ 
tunes of utility theory and its successors to the present day, stands by itself 
or almost so and should only be read by those who take special interest in 
the matter. Segregation of the topics of money, credit, saving and invest¬ 
ment, business cycles in the last chapter (10) calls but for this remark: 
segregation imposed itself for reasons of exposition as it did in Part III. 

The manuscript and ty'pescript of Chapters 1-5 were found in a file box. In 
the folder with Chapter 4 were notes and reprints to be used in the rewriting 
of this chapter. The manuscript, typescript, notes, and discarded bits of man¬ 
uscript for Chapters 6 and 7 were found in another file box. Tliere were also a 
few bits from Chapter 7 found in the desk at Littauer. After mid-1948, the 
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carl)ons were no longer deposited in the attic on Acacia Street so that it was 
somewhat more difficult to find out just what had been done and where it 
belonged. J. A. S. had glanced over the typescript of most of the chapters in 
this part very hastily and made small corrections in pencil. He certainly had not 
read through the early chapters systeinaticalh' as he was approaching the end 
of his work. For example, he had not corrected the numbering of the chapters 
in the Plan of the Part quoted abo\*c. 

Part IV presented no real difficulties except with referenee to Chapter 4 
(Sozialpolitik and the Historical Method), Chapter 7 (Equilibrium Analysis), 
and the concluding section of Chapter 6 (sec. 6: The Contribution of the 
Applied Fields), all of which \N'cre unfinished. Chapter 4 as printed consists of 
two early versions typed in 1943, w'hicli would ha\c been c.\tcnsi\ely revised. 
'I’lic long editorial note on pages 800-S01 says all that is necessary about this 
chapter. Chapter 6 was written and typed relativch’ late but seems complete 
except for the final .section on the applied fields which was only sketched out. 
Of the five sub.scctions, hvo had headings only and another—that on public 
finance—was unfinished. 'Hiis material was found in manuscript and typed 
after the death of the author. 

Chapter 7 (Equilibrium Analysis) aimed ‘at presenting the emergence of the 
elements of modern pure theory,* a.ssigning the piloting function to Walras, 
'riicrc is a brief early treatment t\ped in February 1943. It consists of 29 typed 
pages with many blank spaces for footnotes to be filled in later. The concluding 
paragraph, summing up and appraising the contribution of Walras to scientific 
economics, breaks off in the middle of a sentence. J. A. S. had read the first 
type.script® and made many penciled notes in the margins and other blank 
spaces. These were not corrections but suggestions for elaboration of the argu¬ 
ment. "llic final version is a long chapter of over 200 h ped pages (123 printed 
pages) which covers essentially the .same topics as those discussed in Economics 
203, the course in Advanced Economic 'I'hcory given by the author. 

Much of this chapter w^as written a few pages at a time during the second 
half of 194S and the w'holc year 1949—possibly after a return from a classroom 
discussion of the subject. This last fact explains to some extent the existence of 
a number of abandoned ‘early versions* for some sections and the existence of 
alternative versions for other sections. It was a little confusing in the beginning 
to choose from among these, but the choice w^as made easy in some cases by the 
fact that an early version w'as revised and extended to form a final version (sec¬ 
tions 4 and 6, for example). The plan of the chapter and the numbering of the 
sections w'as alw'ays perfectly clear with the single exception of the position of 
the material on Welfare Economics which will be explained below. 

1 he first six sections of Chapter 7, the first six sections of the Appendix to 
the chapter (Note on the Theory of Utility), and the section on Welfare Eco- 

«This typescript together with the manuscript will be deposited in the Houghton 
Library at Harvard. Ihis arrangement had not been made in the late spring of 1950 
when Richard M. Goodwin read the various sections of this chapter. He wished to 
incorporate it at the end of section 1. 
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nomics were typed during the academic year 1948-9.” Sections 1, 2, and 5 were 
left as they had been typed with minor corrections and revisions in pencil on 
the typescript. The typed version of section 3 was abandoned by the editor, 
two alternative versions in manuscript being used in its place. Sections 4 and 6 
were revised and added to by the author. The final version of section 6, part of 
section 7 (sub a, b, and c), and section 8 were typed in the last quarter of 1949. 
The version of Welfare Economics typed in 1948-9 was abandoned by the 
editor for another found in manuscript, which became section 8 of the Appen¬ 
dix (Note on Utility'). (It may be a little confusing that both Chapter 7 itself 
and the Appendix to the chapter have eight sections.) 

We now comment on the sections in their mnncrieal order, omitting sections 
1, 2, and 5, which—as has been stated—presented no particular problems. 
Section 3 (The Concept of Equilibrium) presented several problems. TTiere 
were no less than four different versions with four different titles—the typed 
version of 1948-9 and three alternative versions in manuscript to which J. A. S. 
had clipped a page of shorthand notes with the comment 'There are now three 
alternative formulations of [section] 3 [undecipherable shorthand] for the pur¬ 
pose of inevitable rewriting of 3.’ 4 he title of the typed \crsion was '3. Statics 
and Dynamics. Detenninatencss. Stability. Equilibrium.* I labeled the three 
alternative formulations (3a), (3b), and (3c). Their titles were as follows: (3a) 
4 'he Concept of Equilibrium; (3b) Statics, Dynamics, and the Stationary State, 
Evolution; (3c) Determinateness and Equilibrium. Stability. There was a great 
deal of repetition of the problems discussed in these four ^'ersions, and yet no 
single one of them was complete. T abandoned the typed \'crsion for reasons to 
be discussed in the next jjaragraph but one. 1 decided to use alternative formu¬ 
lations (3b) and (3c), which were roughly complementary, whereas (3a) tended 
to repeat what was treated more comprehensively in (3b). At first it was my 
intention to publish (3a) and some other early and alternative versions in this 
appendix, llie arrangement whereby they will be deposited in the Houghton 
Library at Harvard makes this unnecessar^^ 

In the editorial note at the beginning of the chapter on Equilibrium Analy¬ 
sis, I explained that it had first been put together with the assistance of Richard 
M. Goodwin. This was done in the late spring and early summer of 1950 before 
Parts II and III and the preceding chapters of Part IV had been edited 
because Goodwin was leaving for Europe. In dealing with section 3, he used 
parts of all four formulations, arranging them so as to give as much coherence 
and continuity as could be achieved. Later, after much work on the earlier 
portions of the History, I decided to present it as nearly as possible as it had 
been written. This meant, of course, no mixing and rearranging of different 

”At this point, I should like to correct certain implications as to dating made in 
the editorial notes on pp. 951-2, 983, and 1068-9. Tlic first four sections of Chapter 7 
were written, I believe, during 1948 and not ‘long ago* as stated. The Note on the 
I’hcory of Utility was typed in 1948-9 but written earlier. Section 8 of this Note 
(Welfare Economics) was written at about the same time as the first six sections of the 
Note. These corrections are based partly on a careful study of the typing; to some 
extent they are due to the realization that the Appendix on utility was once Chapter 9. 
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treatments of the same subject, even in the interest of more complete coverage. 

I found no manuscript for the typed version of section which was so general 
and so completely lacking in specific footnote references that I began to wonder 
if it could have been dictated. Later on T had the same feeling for the same 
reasons about the t)^ped version on Welfare Economics. As I have pointed out 
on more than one occasion, J. A. S. first wTotc all the History in his own hand. 
Occasionally he bemoaned the fact that there was so much to do and so little 
time in which to do it. ^\^len during 1948-9 he had adequate secretarial assist¬ 
ance for the first time, I remember encouraging him to attempt to dictate some 
of the material he knew so well \vith the idea that he could revise it later. He 
reported that the experiment was not successful. 

Section 4 (Tlie Competitive Hypothesis and the Thcor>' of Monopoly) affords 
an example of the difficulties encountered when the manuscript pages were not 
numbered at all and several bits of h-pcscript were each numbered independ¬ 
ently with no hint of their order. Tlic final version of this section consisted of 
four different installments, wTitten at different times. Three (the first two and 
the last) had been typed in 1948-9 and one existed only in manuscript. Actually 
the first two followed directly after one another despite the fact that the pages 
were numbered 1 to 8 and 1 to 5 respectively. First J. A. S. read and revised in 
pencil these two typed installments; then he added several pages in manuscript 
with the last paragraph of the hpcscript continued on the first page of the new 
manuscript. Finally the fourth installment (3 typed pages) seemed to follow the 
last paragraph of the new manuscript installment although this last is not abso¬ 
lutely certain (sec note, p. 9S5). To further confuse the situation, there was 
found among the notes another treatment in manuscript entitled ‘Monopoly, 
Oligopoly, Bilateral Monopoly.’ This was apparently a brief first attempt that 
had been discarded without ever being hped. 

Tliere were three versions of section 6 (Partial Analysis), all t>'ped from 
manuscript, two in 1948-9 and one in the last quarter of 1949. The first of these 
(5 typed pages) had obviously been discarded; typescript and manuscript were 
found folded up together in the closet of the Taconic study. ’Ilie other tu'O 
versions were found in the file box with the rest of the material for this chapter. 
The second version (8 ty ped pages) was read and revised and had several pages 
of new manuscript added to it. It was then retyped and became the third ver¬ 
sion (12 typed pages). Ihis last version had not been read and corrected by the 
author after it was typed. 

Now we come to section 7 (The Walrasian System of General Equilibrium), 
which was unfinished and most of which had not been typed. Fortunately, 
since this was to be the pivotal section of the chapter, a good deal of it was 
found in manuscript. Perhaps it would not be out of place to recall here the 
comments made on the work of Walras on page 827 above: ‘His system of 
economic equilibrium, uniting, as it does, the quality of “rcvolutionar>'” crea¬ 
tiveness with the quality of classic synthesis, is the only work by an economist 
that will stand comparison with the achievements of theoretical physics. . . 
It is the outstanding landmark on the road that economics travels toward the 
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status of a rigorous or exact science and, though outmoded by now, still stands 
at the back of much of the best theoretical work of our time/ 

The editorial note on page 998 explains how this chapter was put together 
from six different installments, two of whieh were typed and four of which 
existed only in manuscript. For the most part there were no subsection titles. 
The two typed installments (of 9 pages eaeh) were found with their manu¬ 
scripts. Tlicy had not been read by J. A. S. These are now subsections 7a, 7b, 
and 7c. Five different installments were found in manuseript with pages un¬ 
numbered. I numbered them 1-3, 4-7, 8-24, 25-36, and 37-55. The first 3 pages 
were used as the introduction to the section, pages 4-7 were discarded, pages 
8-36 became subsection yd (Walras* Theory of Production), and pages 37-55 
became subsection 7e (The Introduction of Capital Formation and of Money). 
The discovery of this last important section of manuscript was rather dramatic. 
It had been overlooked when the section was first put together. I was going 
through the file box in September 1951 in the hope of finding a few disearded 
paragraphs on this subject. I did find a few preliminary pages and I was having 
them t>'ped when siiddcnly I came upon pages 37-55. These last subsections 
must have been written in the second half of 1949. There is a referenec on 
page 1021 to Lcontief’s Tnpnt and Output Analysis,* Papers and Proceedings, 
American Economic Association, May 1949. 

Section 8 (The Production Function) A^^as hped in the last quarter of 1949. 
It must haA’c been written during that year—possibly in the summer—since 
there is a reference (p. 1040) to a controversy in the Quarterly Journal of Eco¬ 
nomics for February 1949. (Tlic February number probably appeared in 
March.) }. A. S. had scarcely more than glanced at the typed copy and had 
not made the usual corrections in pencil. He had been very busy in December 
1949—writing the article on Mitchell for the Quarterly Journal, putting down 
notes for ‘llie March into Socialism’ for the December meeting of the Ameri¬ 
can Economic Association, preparing an outline of the Walgreen Lectures to 
be given in Chicago in January, along with the usual lectures and consulta¬ 
tions at Harvard. It is for this reason that none of the material typed in late 
1949 was read carefully and corrected. 

Finally we arrive at the appendix to the chapter. The first six sections of the 
Note on the Theory of Utility and the version of Welfare Economics (printed 
above as seetion 8 of the Note) had been written earlier than other parts of 
the chapter. It will be recalled that the account of ‘the fortunes of utility 
theory and its successors to the present day’ (which at one time Avas to have 
been ch. 9) had been written but not typed when I had my first interview with 
J. A. S. on the state of the History during the latter part of 1947. The six 
sections of the Note were numbered, but the first four did not have titles. 
Section 7 (The Consistency Postulate) and the beginnings of a new section 8 
(Tlie Corpse Shows Signs of Life) were apparently Avritten later and had not 
been typed at all. P'or reasons given in the editorial note on page 1068, I be¬ 
lieve that Welfare Economies was originally to have been seetion 8 of the 
Note on Utility and I have plaeed it in that position. Sinee the new section 8 
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(TTie Corpse) consisted of only a single paragraph and a few notes, I have put 
it in the editorial note already mentioned. 

The version of Welfare Economics actually used was not the one typed in 
1948-9. The latter was rather general and laeked specific footnote references 
with one exception. Moreover, I could find no manuscript corresponding to 
this treatment. As I have already explained, I had the impression that, like 
the early version of section 3, it might have been dictated. Tlicrc was another 
\crsion in manuscript, which had never been typed. It was writtten in ink and 
corrected in blue pencil and lead pencil as were the first six sections of the 
Note on Utility; it certainly looks as though it had been written at the same 
time as the latter. The section numbers for the Note (1-6) were in parentheses; 
there was a pair of parentheses with no number inserted before the title. Wel¬ 
fare Eiconomics. Finally, the latest reference in this ^■ersion of Welfare Kco- 
nomics, as originally written, was to an article by Tintner in Econornetrica^ 
Jaiiuar>' 1946. Later a reference to Samuclson’s Foundations (1947) was added 
in pencil. Tliis is consistent with the probable time of writing of the first six 
sections. The manuscript \crsion was more specific than the typed version; 
each \crsion had certain things the other lacked. Goodwin suggested a com¬ 
posite \'crsion, using some pages from both treatments; but, as a matter of 
editorial policy, for reasons already given, I had ruled against this solution. 
I finally decided—with qualms, to be sure—to use the manuscript version. 

Chapter 8 (Money, Credit, and Cycles) was probably the first of the money 
chapters to be completed; it was certainly the first to be typed. Apparently 
when J. A. S. sent it off to be typed he was not happy about it. (Of course, 
he was never really satisfied with his o^mi work; if only there were time, he 
felt, it could be improved in so many ways.) Clipped to the first h^pescript, 
which had been hastily read and corrected by the author, were a number of 
small pieces of paper with names, outlines, and shorthand notes. On the out¬ 
side was the comment ‘Now this was rc.served as containing necessary additions 
and corrections—they are not carried out and were thus left when I sent the 
chapter off in despair.’ For this chapter, I supplied some titles for subsections 
which will be easily recognized from the fact that they are enclosed in the 
usual square brackets. I also divided section 8 on Crises and Cycles into two 
sections (8 and 9) so that I could preserve the subtitles under Non-Monetary 
Cycle Analysis. 

Part V (Conclusion: A Sketch of Modem Developments), like the introduc¬ 
tory Part I, was intended to be brief. Its function was to help the reader under¬ 
stand how modern work links up with the work of the past. J. A. S. was work¬ 
ing on Parts I and V at the time of his death. There was a file box in the 
Cambridge study containing ‘Notes and Brief Plan for Part V.’ It is from the 
two pages of notes reproduced on the next two pages that we know what were 
to be the main lines of discussion. Unfortunately the plan itself is mostly in 
shorthand. It indicates eight items of which at least the last three—Develop¬ 
ments from Marshall, Business Cycles and Dynamics, and Keynes—had actu¬ 
ally been written up. The list of ‘lliings still entirely lacking in V’ is perhaps 
more revealing because more of it is in longhand. 
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Only a fragment of an introduction to the Part existed. It was for this reason 
that a summary of the Mexican Lectures (sec editorial note, p. 1140) on the 



Progress of Theoretical Economics during the Last Twent>'-fi\'e Years was pub¬ 
lished in Chapter 1. 

Chapters 2-5 were written in 1949. Chapters 2-4 were typed in late 1949, 
but Chapter 5 (Keynes and Macroeconomics) was not finished and was not 
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typed until after the author’s death. Of these chapters, only Chapter 4 (Dy¬ 
namics and Business Cycle Research) had a title. ’I his scems'also to have Ixen 
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the only one of these ehapters read by the author after it w-as typed. The other 
chapter titles and all the section titles were supplied by the editor. 


E. B. S. 
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Pareto, Vilfredo, and Sorel, 77411; Mind 
and Society, 75911; and Walras, 829, 

858, 860-61, 8SSn, 952, 1062, 1142; 
pointed beyond self, 840, 962, 1148, 
1160; and Austrian school, 850; 
Paretian school, 855, S5S; .sociolog>' 
of, 859; law of income distribution, 

859, 961; indifference curves, 859, 
1044; life sketch, 859-61; as peculiar 
liberal, 860, 888; as positivist and 
laicist, 860; value theory, 860; eco¬ 
nomic man in, 88711; interest theor>% 
925, 968; rent thcorv*, 93811, 1050; 
impression of originality, 95311; on 
statistical implementation of theor>', 
962; on competition, 97211, 973, 986; 
duopoly, 98111, 9820; theor>' of so¬ 
cialism, 986, 9S7; on partial analyses, 
991; on cardinal and ordinal utility, 
1003, 1062, 1063-4, 1142; on mar¬ 
ginal productivity', 1035, i039; on 
interpersonal comparisons, 1071; and 
modem theory' of consumers' behav¬ 
ior, 1148; and dynamics, 1160 

Parieu, Fdix Esquitou dc, 1075-6 
Parsons, Talcott, 80, 8S9 
Paterson, William, 376 
Patinkin, D., 1023 
Patten, Simon Nelson, 876 
Paulus, Julius, 70, 311 
Pearson, Karl, 776, 790, 961 
Pecchio, Giuseppe, 512 
Peel, Sir Robert, 155, 398, 399, 616, 
693-5, 699-700, 711, 718, 723, 725- 

31 
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P^reire, Jacob H^milc, 295, 321, 462 
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Persons, Warren M., 1165 
Pen^'uschin, S. A., 1155, 1158 
Pesch, Heinrich, S. J., 765 
Petrarca, Francesco (Petrarch), 162 
Petty. Sir William, as a theorist, 211; un- 
originality of, 213; on velocity of 
money, 213, 316-17; income analysis, 
213; relation of land and labor values, 
214; on value, 214; on division of 
labor, 214; interest theory, 215, 329; 
on produced means of production, 
21711; and Cantillon, 218; population 
theory. 219, 251, 253, 256, 258; 
rent theory. 264; wage theory, 267; 
metallist theory' of money, 290; on 
seignorage, 298; protectionism and 
unemployment, 350; export surplus 
and multiplier, 359; use of term 
‘cycle,' 742n 

Petyt, William, 197, 251, 347, 350 
Peuchet, Jacques, 138 
Pfeiffer, Johann i^riedrich von, 228 
Phelps Brown, E. H., see Brown, E. II. 
Phelps 

Philanglus, see Petyt, William 
Philippovich. Eugen von, 241, 547, 844, 
850, 853. 948 

Phillips, Chester Arthur, 1116 
Phiimey, J. T., 1101 
Picard, Alfred Maurice, 949 
Picard, Roger, 266 
Pierson, Nicolas Gerard, 861, 931 
Pierstorff, Julius, 895 
Pietri-Tonelli. Alfonso de. 858, 859 
Pigou, A. C., 351, 650. 703, 790, 833. 
834. 859, 942, 943 6, 948-9, 956, 
966, 976. 978, 983. 986, 994, 1045, 
1047, 1069-70, 1084, 1090, 1099, 
1106, 1116, 1125, 1135, 1144, 1151, 
1164 

Pinto, Isaac de, 327 

Pirenne, Henri, 83 

Pirou, Gaiitan, 843, 857, 859 

Place, Francis, 453, 581 

Plato, 54» 55, 56, 57, 59, =06, 207 

Playfair, William, 526 

Plekhanov, Georgii Valentinovich, 878 

Pliny the Elder, 67 

Pohlmann, Robert von, 55 

Poincar6, Jules Henri, 15, 776, 828, 1055 

Poisson, Simeon-Denis, 448, 961 

Pollcxfen, John, 184, 196, 242, 329, 346-7, 

350, 363*4, 719 
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Porta, Giovanna Battista della, 158 
Porter, George R., 521 
Postlethwayt, Malachy, 157, 184, 372 
Potter, Robert, 275 
Potter, William, 284, 294 
Pound, Roscoe, 794 
Pribram, Karl, 85, 412 
Price, Langford Lovell Frederick, 1089 
Price, Richard, 254, 327 
Price, W. U., 345 
Priestley, Joseph, 131, 132 
Proudhon, Pierre Joseph, 139, 457 
Pufendorf, Samuel von, 116, 117, 118, 
119, 122, 182, 185, 30?, 308 

Quesnay, Frangois, and natural law, 138, 
228, 229; and Smith, 192, 236; in¬ 
come analysis, 213, 235, 2S7 8; mon¬ 
etary theory, 216. 234; and Petty, 218; 
and Cantillon, 218, 220, 222-3; value 
theory, 220, 234, 302; tableau econo- 
mique, 222-3, 239 43, 27S, 391; life 
sketch, 224 5; on natural order, 229; 
on agriculture, 229 30: on laissez-faire^ 
230 31; single tax, 230-32; as scien¬ 
tific economist, 232; and utilitari¬ 
anism, 233; perfect competition in, 
233; harmonism, 234; population 
theory, 234, 2 56n, 237, 266, 274; 
wage theor\\ 234, 266, 569. 664; in¬ 
terest theory, 234; capital, theory, 
235-7, 323-4, 564* 632,^ 667; rent 
theory, 2 38; 'produit net,* 237-9; on 
high prices and prosperity, 287; sav¬ 
ings, 287; as model builder, 562, 632; 
and Marx, 238, 56611; and Ricardo, 
569; and underconsumption crisis 
theory, 74on; inacroanalysis and, 997 
Quctclet, Adolph, 525, 960 

Rae, John (1796-1872), 237. 468-9, 519, 
530, 639, 648, 654, 846, 931, 939 
Rae, John (1845-1915), iSi 
Raguet, Condy, 743 
Ramsay, Sir George, 486, 488-9, 556 
Ratzel, Friedrich, 788 
Rail, Karl Heinrich, 503, 740 
Raven, Charles Earle, 461 
Raymond, Daniel, 199* 5i9 
Read, Samuel, 486, 488, 556, 560, 639 
Refuge, see Du Refuge, Eustache 
Renan, F.rnst, 772 
Rhodes, Edmond Cecil, 859 
Ribot, Th^odule Armand, 799 
Ricardo, David, and utilitarianism, 408, 
471; life sketch, 470; l*ad no philos¬ 


ophy or sociology, 471; narrow'ness 
of theoretical interest, 472-3; reasons 
for success, 473, 478; as builder of 
theoretical analysis, 474, 478, 480, 
598; analysis as a detour, 474, 560, 
568, 673n; guide to PrinciplcSy 475; 
Ricardian school, 475 So; influence 
outside England, 478 9, 849; on gen¬ 
eral gluts and crises, 538 9, 740, 741; 
on justice, 54711; population theory, 
581, 653, 682-3; technological change, 
584-5, 646, 682-5; Say’s Law and, 
621, 625 

Distribution theory: as relative 
share theory, 483, 592; divorce of pro¬ 
duction theoiy from, 543, 56S; class 
antagonism in, 553 4; tendencies in 
long run shares, 553 4: model of, 
568 70; identification of economics 
with, 568-9 

Economic development theory: 
West and, 476; tendencies in long 
run shares, 553-4; pessimistic theory 
of, 570 72; falling interest rate, 652 4; 
and Marx’s, 65311 

Filiations with: Cantillon, 220; 
Galiani, 302; Smith, 18S, 189, 191, 
194, 310, 472, 482, 4S4, 668-9; 
Bailey, 486-7, 599. 679; Carey, 517- 
18; Cournot, 959; Malthus, 483. 484. 
53611, 5389, 581, 62511, 653; Marx. 
390, 596-8, 6530, 6820, 685-7; Mill, 
529, 726; Rossi. 50911; Say, 621, 654; 
Senior, 484, 486, 576, 637; Sismondi, 
493-4; Tliornton, 688n, 733, 735, 
736-7, 1107; Torrens, 490; Bohni- 
Bawerk, 846; Jevons, 902 3; Keynes, 
47311, 1171; Marshall, 484, 837, 921, 
934, 1079; Menger, 827, 934; Ro- 
scher, 741; Taussig. 871 

Interest theory: money supply and, 
332; as bulk of profits, 647; exploita¬ 
tion theory, 649, 653n; abstinence, 
6490, 660; residual theory, 64911, 
652-3; divergence of real and mon¬ 
etary rates, 1118 

International trade theory: com¬ 
parative cost, 373-4, 490, 607-8, 612; 
free trade, 473, 625n; immobility of 
labor in. 606; and real value, 610; 
and value theory, 611-15; specializa¬ 
tion of production in, 614; interna¬ 
tional finance. 733, 735-7. 1107 

Methodology: Ricardian Vice, 473, 
541, 618, 65311, 668, 1171; compara¬ 
tive statics, 494-5, 682-3; failure to 
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specify institutional assumptions, 544; 
classes in analysis, 553; stationary 
state in, 562-4; iiiacroanalysis, 997-8 

Monetarj' theory: policy rccoiii- 
incnclations, 473; publications on, 
688n; on war inflation, 688; gold 
bullion plan, 693, 7120, 1079; as a 
metallist, 699-700; quantity thcor>', 
703 4, 724, 737; as a detour in mon¬ 
etary analysis, 7030; bullionist argu¬ 
ment in, 708-12; on silver standard, 
715n; parachute effect in bimetal¬ 
lism, 7170; on credit creation. 722. 
724; on gold circulation, 1076; bank¬ 
ing theoiy, 1112 

Production theory: divorce of dis 
tribution theorv' from, 543, 568; en¬ 
trepreneur in. 536; 3-factor schema, 
559 60; model of. 568-70; competi¬ 
tion in, 592; marginal finn, 673; cap¬ 
ital theor\', 634, 633 6, 637, 668, 
6S2, 74511, 9C2-3 

Profits theory: inno\atioii profits, 
646; interest as bulk of profits, 647; 
and Marx's. 68211; iiojiulation and. 
682-3; technological unemployment, 
682-5; theory of compensation. 683; 
underrating of mechanization, 684: 
real value approach, 6S4-5; savings 
and, 685; Marx's acceptance of, 
685 7; marginal profits, 721 

Rent thcor>': and Smith’s. 191; ex¬ 
tensive margin, 259; Anderson’s as 
precursor, 263. 264 6. 67611; West 
and, 476; 'l orrcns and, 490; Carey’s 
criticism, 517-18; Malthus and, 536n, 
677; inability to discuss in isolation, 
569, 673, 675-6; diminishing returns 
and, 584-5, 653, 673, 822n, 1032; 
intensive margin, 587; rent concept, 
671; elimination of land from value 
problem, 673, 675-6, 868; denial of 
marginal productivity, 674n; location 
and differential fertility, 675; urban 
rent, 67511; Mill’s defense of, 676; 
Longfield’s criticism, 677; quasi-rent 
in, 67in, 678-9; Bailey's criticism, 
679; in neoclassical period, 933-4; 
Monger’s criticism, 934; Marsliall’s 
defense, 674n, 934 

Value theory; misunderstood 
Smith’s, 188, 310; and Cantillon’s 
land theory, 220; use vs. exchange 
value, 300, 912n; Galiani as precur¬ 
sor, 302; overthrow of utility theory. 


302, 1054; labor-quantity theory, 

310, 559 60, 590-96, 612, 668-9; on 
invariant numdraire, 591; real value, 
591-2, 598. 610, 684-5; utility and, 
592; scarcity and, 592; equilibrium 
in, 592; on supply-demand theoiy, 
592, 601; long-run normal vs. market 
price, 593; and marginal utility thc- 
or>', 593; periods of investment and, 
594 5, 597, 636. 638; cost-of-produc- 
tion theory, 594-5, 600; Ricardo 
Effect. 595, 637; and Marx’s 596 8; 
and international trade theory, 611 
15; and rent theory, 673, 675-6, S6S 
Wage theory: and Smith’s. iSo; 
wage-fund, 266, 681-5; as manual 
labor thcor\', 555; use of market to 
value types of labor. 593-4; minimum 
of existence theorem. 664-5; effect of 
capital increase in, 668 
Ricca-Salerno, Giuseppe, 205 
Ricci, Umberto, 979, 1156 
Rickert, Heinrich, 507, 777, 818 
Riehl, Wilhelm Heinrich, 427 
Rietz, H. L.. 1093. 1165 
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Robertson, Dennis Holme, 656, 833, 
1046-8, 1084, 1116, 1127-8, 1134, 
1178, 1183 

Robertson, Hector Menteith, 80 
Robinson, Joan, 15, 61, 243, 279, 474, 
650, 885. 938, 977. 985* 1046, 1048, 
1050, 1142, 1149, 1151-2. 1172 
Roche-Agiissol. Maurice, 1058 
Rodbertus, Johann Karl, 478, 504, 506, 
705. 740. 750, 933 , 1097 
Rodriquez Villa. Antonio, 203 
Roesler, Carl Friedrich Hermann, 671 
Rogers, Arthur George Liddon, 275 
Rogers, James Edwin I'horold, 782, 821 
Rooke, John, 475, 674 
Roos, Charles F., 1160 
Roover, Raymond dc, 78, 343 
Roschcr, Wilhelm Georg Friedrich, 95, 
210, 284, 290, 381, 421, 423. 442. 
459 . 465, 504. 507-8, 519. 535 , 540, 
543. 546, 699-700, 741, 808-9, 850, 
1086, 1176 

Rosenstein-Rodan, P. N., 1056 

Ross, Edward Alsworth, 793 

Rossi, P. L. E., 216, 382, 479, 496-7, 510 
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Rousseau, Jean-Jacques, 110, 139, 389 

Rowe, John Wilkinson Foster, 941 

Roy, Rcn6, 958 

Ruskin, John, 403, 411 

Russel], Bertrand, 779 

Russell, Henry Benajah, 1076 

Ryazanov, D., 387 

Sadler, Michael Tliomas, 583 
Saint-Pierre, Charles irende Castcl, 204 
Saint-Simon, Claude-Henri de Rouvroy, 
Comte de, 415, 418, 440, 455, 460- 
62, 528, 542 
Salin, Edgar, 55, 413 
Samsonoff, B., 939 

Samuclson, Paul A., 39, 912, 968, 1009, 
1028, 1040-41, 1053, 1063, 1067, 
1069, 1073, 1148-9, 1161, 1176, 
1179, 1182-3 

Saumaise, Claude de (Salmasius), 106 
Savar>’, Jacques, 156 
Savary dcs Bruslons, Jacques, 137 
Savigny, Friedrich Karl von, 423-4 
Say, Jean Baptiste, equilibrium theory*, 
189, 511, 623; Smith and, 189, 491, 
492; Cantillon and, 222, 492, 625; 
value theory, 234, 249, 302, 600, 
602, 1054; Jind Quesnay, 234; distri¬ 
bution theory, 249, 644; and I’urgot, 
249, 492, 623; and monetary analy¬ 
ses, 28211; and Ricardo, 474n, 654; 
Ricardians on, 491; Marx on, 491, 
628; economic liberalism, 492; fol¬ 
lowers of, 496-7, 841; and Rossi, 
496-7, 5090; influence in United 
States, 515; and Mill, 529*30, 569. 
621-2, 654; definition of political 
economy, 535; entrepreneur in, 555 , 
557, 645-6; triad of factors, 560, 561; 
generalization of land into natural 
agents, 56on; economics as experi¬ 
mental science, 576; Marshall and, 
622; Malthus and, 622-3; Keynes and, 
624; definition of wealth, 626; inter¬ 
est theory, 654; wage theory, 663; 
rent theory, 677; monetary theory, 
7ion; on business cycle and crises, 
739-40; and Walras, 828, loion 
Say, L6on, 24S, 841 
Sayers, R. S., 690, 711, 716 
Scanifii, Gasparo, 292 
Schaffle, Albert, 459, 509> 788 
Schams, Ewald, 381 
Scheler, Max, 33 
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Schlesinger, Karl, 979, 1014, 1037, 1082, 
1106 

Schlettwein, Johann August, 224, 227 
Schmidt, Max Georg, 787 
Schmoller, Gustav von, 418, 442, 452, 
507, 539 , 628, 783, 786, 809-14, 
816 18, 820, 822, 824, 849, 855 
Schneider, Erich, 466, 1028, 1043 
Schreiber, Edmund, 83 
Schroder, Wilhelm von, 283 
Schultz, Henry, 876, 962, 1035, 1040, 
1044, 1063 

Schulze-Gaevcrnitz, Gerhart von, 850, 

853 

Schumpeter, Joseph Alois, 44, 1440, 

347n, 8i9n, 8710, 9290, 1135^, 

11530, 11340, 11690, 11730 
Schwcickcr, Wolfgaog, 156 
Scialoja. Antonio, 310-12 
Scitovszky, T. de, 1072 
Scott, W. R., 128, 181, 183-4, 187 
Scrofani, Saverio, 373 
Scrojie, George Poulett, 486, 489 90, 526, 
639, 648, 659, 701, 713 
Scckcndorff, Veit Ludwig von, 168 
See, Henri Engine, 123 
Seeley, Sir John Robert, 432 
Seligman, Edwin R. A., 198, 311, 343 5, 
362, 464, 475, 478, 486, 488, 490, 
514, 519, 599 , 873, 946, 954 . 1055 
Semperc y Guarinos, J., 165, 168, 326, 
510 

Senior, Nassau William, first incumbent 
of Oxford economics chair, 382; 
work on Poor Law Amendment Act, 
401; and marginal utility, 46311, 600, 
1054; and Whately, 483-4; Mill and, 
484, 530, 369, 654; attempt to unify 
theory, 484, 575*88; value theory, 
484, 600, 602, 1054; interest theor\% 
484, 659; and Ricardo, 484, 485, 
576, 637-8; Marx’s attack on, 4860, 
640; definition of political economy, 
535; on economists' policy recom¬ 
mendations, 540; exclusion of entre¬ 
preneur, 556; 3-factor schema in, 
560; abstinence theory of capital, 
469, 484, 584, 632, 637-40, 639, 
846, 926; four postulates of theory, 
575-88, 638, 659; diminishing re¬ 
turns, 584-8, 672; on population, 
578, 889; real value of labor power, 
596; supply-demand analysis, 602; 
wealth concept, 62 5n, 626; produc¬ 
tive vs. unproductive consumption. 




1226 


INDEX OF AUTHORS 


Senior, Nassau William (Cont.) 

6310; rent theory, 672; monetary 
theory, 699-701, 702, 722; and Wal¬ 
ras, 75S; wage theory, 939n; and 
Bdhin-Bawerk, 939" 

Sensini, Guido, 938 

Serra, Antonio, 194, 258, 353-8, 361, 365 
Series, Oliver de, 138 
Shaftesbim\ 3rd Earl of, 127, 128 
Shaftesbiir\', 7th Earl of, 401 
Shaw, William Arthur, 1080 
Shirras, G. F., 874 

Shove, G, F., 834, 836, 885, 1046, 1048, 

ll'>2 

Sidgwick, Henry, 408, 435, 533r 540, 
671, 772, 803 6, 830, 940 
Sigwart, Christoph von, 777 
Silberling, Norman John, 690 
Silio, Guglielmo. 179 
Simiand, Francois, 820 
Simmcl, Georg, 776, 783, 793 
Sisniondi, Jean Charles Leonard Simonde 
de, 474, 481. 491. 493 6, 533 6, 539. 
544. 554, 572, 616. 621, 627, 640, 
663, 681, 740-42, 837 
Slutsky, F.ugen, 1063 4, 1148 
Small. Albion \\’oodbur\\ 159 
Smith, Adam, Wealth of Nations, 38, 52, 
60, 63, 169, 1S4, 183-94. 468-9. 
and scholasticism. 94. 182; ethics of. 
129 30, 182; Theory of Moral Senti- 
rnents, 129-30, 182; moral philoso¬ 
phy, 141; inability to unify social 
sciences, 142; on corporations, 150, 
545; on state management, 1530; as 
consultant administrator, i6i; on 
laissez-faire, 172; public finance, 
1640, 186, 205; and utilitarianism, 
180; life sketch, 181-2; income con¬ 
cept, 183; and physiocrats, 184, 236- 

7, 323-4; and natural liberty, i84n, 
185; and 18th century psychologism, 
186; on mercantilism, 186-7, 335, 
337n, 361-2; division of labor, 187- 

8, 214; value theory', 188 9, 300, 
307-11, 482, 5578, 590’9i. 6730, 
9i2n, looon; labor as numeraire, 
188, 310, 482, 1087; equilibrium 
theory', 189. 557; capital, savings, 
and investment, 191-3, 236-7, 323-4, 
324-5, 389, 630, 634, 633, 639, 642, 
659, 660, 667, 723; monetary theory, 
191, 193. 290, 312. 315. 720, 731; 
neglect of 'political arithmctick,’ 
212; increasing and diminishing re¬ 
turns, 259, 585; on population, 257; 


banking, 278, 731; role in defeat of 
monetary' analysis, 282n; chcapness- 
and-plenty doctrine, 286, ii29n; on 
free coinage, 298; on luxuries, 324n; 
international trade theory, 367, 374, 
376, 607, 733; inadequate acknowl¬ 
edgment of others' work, 474; and 
cameralist tradition. 501; 3-factor 
schema, 554; stationary state analy¬ 
sis, 562-3; wealth as flow concept, 
626, 628: unproductive vs. produc¬ 
tive labor, 629-30; in neo-classical 
period, 892, 920; entrepreneur in. 

Distribution theory: 557-8, 567-8; 
interest theory', 193, 331, 333-4. 

647, 6489. 654, 658, 660, 720; 

profit theory, 190-91, 268, 331, 333- 
4; rent theory, 190 91, 264-5, 268, 
6710, 672; wage theory, 111. 1S9 
90, 268-70, 654, 663, 664, 667, 668 
Filiations with: Aristotle, 60, 63; 
Hutcheson. 12811, 141, 182, 1S3; 

Campomanes, 173; Stcuart, 176; 
Beccaria, 179 80, 248; Turgot, 248; 
Qnesnay, 2367, 323-4; Gioja, 511; 
Marx, 389; Mill, 545; Say, 492; 

Ricardo. 4740, 67311; Sisniondi, 

49311; 'riiornton. 706; Marshall, 
833 5. 837; Mengcr, 827; Walras, 
10ion; W’icksell. 723 
Smith, Henry', 747. 750, 1132 
Smith, Vera C., 695 
Smithies, Arthur, 949, 1176, 1183 
Snyder, Carl, 1096 
Soden, Friedrich, 501, 505 
Soetbeer, Adolf Georg, 1080 
Somary, Felix. 1111 

Sombart, W., 792, 805, 815-18, 820, 
1154 

Somers, Harold M., 1164, 1179 

Somerville, John, 1158 

Sornmarin, hlmil, 863 

Sommer, Louise. 159 

Sonnenfels, Joseph von, 171, 174, 375 

Sorel, Georges, 774 

Sorokin, Pitirim, 794 

Soto, Domingo de, 95, 101, 110, 272 

Souchon, Auguste, 54 

Spann, Othmar, 85, 412-14, 785, 793, 

855, 1139, 1154 

Spearman, Charles, 797 
Spencer, Herbert, 415, 444-5, 447, 773, 
789 

Spengler, Joseph John, 254, 584, 890 
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Stackelberg, H. von, 976, 980, 982, 1012, 

1044, 1153 

Stahl, Frieclcrick Julius, 283, 431 
Stangdand, Charles Emil, 254 
Steffen, Giistaf Ercdcrik, 793 
Stein, Lorenz von, 440, 508, 850 
Stephen, Sir Leslie, n6, 123, 132, 407 
Stephens, W. Walker, 248 
Stern, William, 796 
Sternberg, Fritz, 881-2, 1132 
Steuart, Sir Janies. 176, 178, 250, 255, 
259, 261, 263, 267. 293-4, 296-7, 
346, 349 50, 375 , 474 , 535 , 5^6, 706 
Stevens, S. S., 1058 
Stewart, Dugold, 185, 728 
SHcda, Wilhelm, 159 
Stigler, George J., 590, 849, 869, 886, 
910, 913, 916, 941, 1032-3. 1035, 
1038, 1040-41, 1046, 1053 
Stolper, F., 1158 
Stone, Richard, 962 

Storch, II. von, 502, 519, 535, 627, 641 
Stourm. Rene*, 402 
Strachey, G. Lytton, 123 
Struve, Pierre, 107 

Sully, Maximilien de Bethune, Due de, 
169 

SuniTier, William Graham, 865-7, 1080 
Su]}ino, Cainillo, 345, 1111 
Sussmilch, Johann Peter, 212, 255 
Sweezy, A. R., 1064 

Sweezy, Paul, 239, 242, 347, 392, 442, 
566, 651, 747, 851, 881 2, 884-5, 
976, 1132 

Tacitus, Publius Cornelius, 67 
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To FACILITATE USE of the subjcct index, reference is made throughout to the 
three important periods of economic analysis in the following manner: 

From 1790 to 1870—Classical Period 
From 1870 to 1914—Neo-Classical Period 
From 1914 to Present—Modern Period 

The first and third terms correspond to J. A. S/s usage. P"or the second 
period, it was believed to be preferable to retain the term ‘neo-classicaP be¬ 
cause of its general usage in the profession, in spite of f. A. S.'s explicit rejec¬ 
tion of the term. For his objections, see page 919. 


Abstinence, in 'advance' theory of capital, 
564-5; in Senior, 638-9, 926; in 
Smith, 639; in Mill, 639, 65411; in 
Marshall, 639, 923; Marx on, 640; 
Bohm-Bawerk on, 926; Fisher and 
Jevons on, 927. See also Capital, ITie- 
ories of; Interest, Theories of 
Acceleration Principle, ii34n 
Accounting and Commeicial Arithmetic, 
156-7, 872, 944-5 
‘Advance' Economics, see Advances 
Advances, in Qiiesnay, 236-7, 266, 323-4; 
in Smith, 269; in Turgot, 333 4; in 
physiocrats and classical economics, 
564, 632; vs. synchronization eco¬ 
nomics, 564-5; in Marx, 661; in 
wage-fund theor>% 667. See also Cap¬ 
ital, Theories of 

Aetemi Patris, see Encyclicals, Papal 
Age of Reason, see Enlightenment 
Aggregate Demand, in Boisguillebert, 
285n; as a concept, 617, iii7n; for 
consumers goods, 623, 1117; in 

Keynes, iiyfin. See also Aggregate 
Demand Function, Keynesian Sys¬ 
tem, Macroanalysis 

Aggregate Demand Kinction, and micro- 
economic demand function, 623-4. 
See also Aggregate Demand, Keynes¬ 
ian System, Macroanalysis 


Aggregate Supply Function, and micro- 
economic supply function, 623-4. See 
also Keynesian System, Macroanaly¬ 
sis 

Aggregative Analysis, see Macroanalysis 
Agrarian Revolution, 145; nature of, 149- 
50, 157-8, 270; effects of enclosures, 
167; More on, 208 
Agriculture, literature on, 70-71, 157 
Allocation of Resources, tariff and, in 
mercantilists, 374; c.\tension of mar¬ 
ginal utility analysis to, 912-13. See 
also Austrian School, Distribution, 
Tlieory of; Walrasian System 
American Economic Association, 756, 867 
Aiitiiiictallism, see Monetary Theory, Car¬ 
talist 

Anti-Saving Attitude, see Saving 
Apprentices, Health and Morals of. Act 
(1802), 1670, 271-2 

Associationist Psychology, see Empiricism, 
Philosophical; Psychology 
Austrian School, discovery of calculus, 
i8n, 9560; and Mill's theory, 570; 
introspection and common experience, 
577; and German economists, 843, 
844, 849; Menger, Bohm-Bawerk, 
Wieser as co-founders, 844-9; Auspitz 
and Lieben, 849; influence in U.S., 
850; submergence by Pareto's teach¬ 
ing, 850; effect on Dutch economics, 
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Austrian School (Cont.) 

861; emphasis on psychological mag¬ 
nitudes, 887; Sozialpolitik and pro¬ 
gressive taxation, 888; neglect of prof¬ 
it theory, 893; genetic explanations, 
9o8n; marginal utility and distribu¬ 
tion, 913; WickselVs work, 913, 940; 
problem of equi-requisite factors, 914; 
firm and social productivities. 915n; 
marginal value productivity concept, 
915; imputation, 916; opportunity- 
cost theory, 917; Marshall's criticism 
of, 920 24; theory of rent, 933; de¬ 
terminate equilibrium in, 9691^; com¬ 
petition in, 972; indeterminateness 
of isolated exchange, 984; Crusoe 
economy and socialist theory, 986-7; 
on Walras, 10140: hedonism in mar¬ 
ginal utility theor>\ 1056; disutilities 
in value theory, 1037; inonetaT\' anal¬ 
ysis, 1085-6, 1089; distrust of index 
numbers. 1089, 1094 

Automatic Gold Mechanism, see Gold 
Mechanism 

Balance of Payments, concept in mer¬ 
cantilists, 352; and balance of trade, 
353; Serra, Malyncs, Misselden, 
hlun, 353-8; export surplus as meas¬ 
ure of gain, 358; confusion of wealth 
and money, 360-2; Palmer’s rule and, 
698 

Balance of Trade, Serra on, 195; 'luxuries,' 
32411 

Mercantilists on, 345-62: power 
politics, 346-7; Serra, Malyncs, Mis- 
seldcn, Mun, 353-9, 365; erroneous 
propositions, 359 62 

Bank Note, development of, 317; sus¬ 
pected overissue in England of 1830's, 
694; early 19th century, 695; Bank 
Charter Act of 1844, 695; in cen¬ 
tral bank theory, 6950; in classical 
money and credit theory, 699; bank¬ 
ing school’s position, 727; Walras’ 
plan to suppress, 1079 

Bank of England, and land bank schemes, 
295-6 

In classical period, 690-2: role in 
monetary controversy, 692; 'failure' 
of resumption, 694, 711-12; Bank 
Charter Act of 1844, 694-8, 718, 
726, 729; as lender of last resort, 
696; as controller of banking system, 
696-8; Palmer's rule, 697-8; TTiom- 


ton on note issue, 707; regulating 
function and banking school, 727; 
currency school on notes of, 727 
Banking. 319 21; in Smith, 278. 731; 
Law's ventures and, 295; 100re¬ 
serve plan, 694, 1079; attempt to 
divorce from ‘control of currency,' 
694; state of by 1800, in England, 
694-6; penalty in credit creation, 730; 
law of reflux, 730 31; analysis in neo¬ 
classical period, 1110-17 

Commercial bill theory of, 71811: 
Thornton on credit overextension, 
721-2; and banking school, 729; doc¬ 
trines of, 729-31; needs-of-trade argu¬ 
ment, 731; adherence to in neo-classi¬ 
cal period, 1111-13; W’ickscll’s cu¬ 
mulative process and, 1112-13, 
1120. See also Central Banking 
Barter, equilibrium in, 619; Walras’ the¬ 
ory' of, 838 9, 911, 1003-4; in mar¬ 
ginal utility theorists, 911; Edge¬ 
worth’s use of indifference curves, 
1065; in neo classical period, 1088; 
‘neutral money’ and, 1088 
Battle of Methods (Methodenstreit), see 
Methodology 

Becher’s Principle, sec Monetary Analysis 
Bills of Exchange, 695 
Bimetallism, Scaruffi’s work, 292; in 17th 
and i8tli centuries, 297-8; on Conti¬ 
nent in 19th century, 405 

Schemes in post-Napoleonic Eng¬ 
land, 693, 715-17: M. Attwood as 
proponent, 7i4n; Mill on, 71 5; Cer- 
nuschi’s work, 715-16; gold inflow of 
1840*8 and, 716-17; French, 716-17; 
‘parachute effect' in, 716-17; Ricardo 
on, 7170 

Walras on, 29811, 717; Balfour's 
support of, 77on; cult of, 774; con¬ 
troversy over in neo-classical period, 
1076; international monetary confer¬ 
ences of, 187S, i88i, 1892, 1076-7 
Bolshevism, see Economics, Ru.ssian 
Bourgeoisie, in 13th century, 74-5; rise of 
by 15th century, 78-9; spread of 
schema of values, 79; submi.ssion to 
warrior class, 144; decline in power, 
145; ascent of, 393 4; political liberal¬ 
ism, 394-5; materialistic rationalism 
of, 408; rejection of utilitarianism, 
408 

In neo-classical period: challenge 
to, 761; bourgeois radicalism, 762-4; 
attitude of bureaucracy, 763-4; emer- 
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gence of ‘new middle class/ 763-4; 
allocation to state of controlling role, 
763-4; acceptance of spirit hostile to 
its civilization, 774, 778. See also 
Radicalism, Bourgeois 

Biillionists, see Mercantilism; Monetary 
Analysis 

Business Cycle Analysis, in classical pe¬ 
riod, 738'50: Say’s Law and, 6i8, 
739; one of few original achieve¬ 
ments, 738; in mercantilists, 738; 
Sismondi as theorist, 740 1; Roscher’s 
eclectic theory, 741-2; crises as phases, 
742; 10-year cycle, 742, 1124; rela¬ 
tion to general gluts theories, 742-3; 
Overstone and Juglar on periodicity, 
74211; Wade’s dynamic model, 7430; 
li. Clarke's anticipation of Kon- 
dratieff cycle, 7430; Langlon’s antici¬ 
pation of jevons’ ‘autumnal drain/ 
743n; Clarke and Langton on multi¬ 
plicity of cycles, 743; 'l ooke’s and 
Overstonc’s new impetus to, 743-6, 
1123, 1124; failure of synthesis of 
ideas, 746-7; Marx on, 652, 74011, 
742, 747-50, 1131-2 

In neodassical period, 1123-35: 
Marshall on, 747; Pantaleoni on en¬ 
dogenous fluctuations, 857; Marshall 
and Fisher on role of hoarding, 
1087-8; all essential facts and ideas 
emerged by 1914, ii23» 1164; ‘cycle’ 
ousts ‘crisis,’ 1123; Juglar’s perform¬ 
ance, 1123 4, 1164; Kondratieff and 
Kitehin, 7430, 11240, 1158; estab¬ 
lishment of method, 1125; fluctua¬ 
tions in plant and equipment, 1125; 
large amplitudes in constructional in¬ 
dustries, 1125-6; Spiethoff’s work. 
1126-7, 1164; monetary as investment 
theories, 1128; investment theories 
and starting mechanisms, 1128; price 
as investment theories, 1128-9; exoge- 
ncous vs. endogencous theories, 1133; 
Bdhm-Bawerk on, 1134; acceleration 
principle, 1134n; failure to synthesize 
common agreements, 1135; failure to 
see cycles as inherent in capitalism, 
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In modem period. 1163-9: Pigou[s 
work, 1164; Harvard Committees 
work, 1165-6; Mitchell and the Na¬ 
tional Bureau, 1124, 1164, 1165, 
1166; oscillators in, 1167; economy 
as resonator, 1167-8; limitations of 
macroeconomics in, 1167-8; com- 
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hog cycle, 1168; shipbuilding cycle, 
1169; inventory cycle, 11840. See also 
Business Cycle Theories, General 
Gluts 

Business Cycle Theories, debt-deflation 
theoxy, 1122 

Disproportionality theory of crises: 
meaning of, 7390,- 11330; of Say, 
739*40; Ricardo on, 740 
Harvest theory: W. S. Jevons, H. 
S. Jevons, Moore, 742, 7430, 744-5, 
1133; in Tooke, 744-5; Moore’s crop 
theory, 876-7 

Individual event theories, 1134 
Innovation theory: and explana¬ 
tion of ‘Great Depression,’ 760; Mrs. 
England on, 1128 

Monetary (and credit) theories: 
meaning of, iizin; Say on, 739; 
Mill’s credit cycles, 743, 747; Over¬ 
stone on, 745, 746; Norman’s quali¬ 
fied, 74 5n; Marx’s contempt for, 749; 
Wicksell’s cumulative process, 722, 
1118-20; Mises’ theory, 1120; Hayck 
on, 1120; Hawtrey’s theory, 1121; 
vagaries of gold used to explain cycle, 
1121-2; as variants of investment the¬ 
ories, 1128 

‘Overproduction’ theory of crises, 
273, 739 , 747 

Random-disturbance theories, 741 
Replacement cycle theories: Marx 
on, 75on; shipbuilding cycle, ii69n 
Stalling theories, 1133-4 
Underconsumption theories: 3 
types defined, 74on; Sismondi, 494, 
740-41; Rodbertus, 506-7; common 
element in types, 565; Malthus’ as 
oversaving type, 740; Quesnay as 
forerunner of nonspending type, 
74on; Marx and, 74on, 1132; Ro- 
schcr on, 741; Mill on, 747; non- 
spending type as Keynesian, 750; 
Hobson’s, 83zn, 1088, 1130-31; over¬ 
saving theories, elements of tmth in, 
1129-30. See also Business Cycle 
Analysis; General Gluts 

Cameral Science, see Consultant Admin¬ 
istrators 

Capital, in Roman law, 322-3; monetary 
concept, 101, 323; use of ‘stock’ for, 
323, 326; and land and labor, 560, 
S6in, 899 

In classical period, 625-44: Lauder¬ 
dale’s achievement, 560; stmctuie of 
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Capital (Cont.) 

physical capital, 631-7; reasons for 
many definitions, 632; as goods, 
632-3, 646-7; in Smith, 634, 635; in 
Malthus, 634; in Ricardo, 634, 633-6, 
637, 653-4, 668, 682, 74511, 902-3; 
in Marx, 634-5, 640, 661-2; organic 
composition of, 635, 652; constant 
and variable, 635, 652; wage and 
technological, 635, 641, 642, 658, 
680; fixed and circulating, 635-6, 
1021-2; Senior's contributions, 584, 
632, 634, 637-40; Mill on, 561, 63211, 
634, 640-45, 659; as result of saving. 
641-3; saving and consumption, 643; 
as accumulated labor, 561, 657; in¬ 
ternational movements of, 732 
In neo-classical period, 898-909: 
controversies over concept, 898-903; 
attempts at quantification, 899-900, 
902; Walras on, 99911. 100011, 1002. 
See also Capital, Theories of 

Capital, Theories of, Quesnay's. 235-7, 
266, 323-4, 667; Cantillon's, 323, 
667; and failure of marginal utility 
theory, 920 

Abstinence theory: Senior, 484, 
638-40; Marx on, 640, 661-2; on be¬ 
havior of interest rate in time. 662 
Advance theory: physiocrats, 235-7, 
266, 323-4, 564, 667; Turgot’s, 249, 
323-4, 564, 642, 667; in Smith, 
191-3, 236-7, 323-4» 332-4. 642; in 
classical economists, 564-5; discounts 
and ‘abstinence’ in, 564-5; and ex¬ 
ploitation theory of interest, 648-9; 
in Marx, 661; in wage-fund theory, 
667; dependence on saving, 667 
Roundabout theories: in Long- 
field, 465; in Rae, 469, 846; in 
Wicksell, 561 n, 637, 907-8; in Ri¬ 
cardo, 594'5, 636-7; Senior’s round¬ 
about processes, 638; in Menger, 846; 
Bohm-Bawerk's, 2170, 465, 469, 

56in, 594-5. 633, 636, 6370, 638, 
846-7, 871, 902-9; subsistence fund 
in, 6370, 903-4; period of produc¬ 
tion, 465, 469. 594-5. 636, 846-7, 
905-9; Jevons*, 6370, 902-5, 929 
Marx’s theory, see Marxist System; 
Walras’ theory, see Walrasian Sys¬ 
tem. See also Capital, Investment, 
Savings 

Capitalism, and scholasticism, 78-82; at¬ 
tack on feudalism, 78; emergence of 
in 15th century, 78; in rise of na¬ 


tional states, 144, 151-4; and warrior 
classes, 144; effect of inflow of mone¬ 
tary metals, 144-5; and breakdown 
of Church authority, 145; credit in. 
318; Marx and first explicit model 
of, 391; Mill on, 532-3; classical 
economists on, 544; classical econo¬ 
mists use of medium-sized, owner- 
managed firm. 545; word used by 
Marxists, 552n, 89911; tendency to¬ 
ward socialism, 763; rapid evolution 
of and resistance to, 763. See also 
Bourgeoisie 

Catallactics. 5360, 911, 940 
Catholic Church, see Roman Catholic 
Church 

Central Banking, bank note in theory of, 
69511; emergence as controller of 
banking system. 696-8; and Palmer’s 
rule, 697 8; open market operations, 
697, 1078; and banking school, 727; 
and currency school, 727; English 
practice and Bank Charter Act, 729; 
Thornton’s sketch of policy, 729 
In neoclassical analysis, 770 71, 
1112: interference with automatic 
gold standard before 1914, 1078. 
See also Bank of England; Credit; 
Federal Reser\'e System; Monetary 
Analysis; \Tonetary Management; 
Monetary 7 ’heory 
Chartism. 453 

Cheapness, Fallacy of, 2350, 285, 350 
Cheapness-and-Plcnty Doctrine, 2350, 
274, 285-7, 350, 11290 
Child Labor, 274-5 
Chrematistics, 53, 493, 536 
Circuit Flow, see Stationary State 
Classes, Social, Cantillon-Quesnay schema 
of, 239-41, 249; in classical eco¬ 
nomics, 550-54; Marxist, 430, 440, 
551, 552-4; antagonism of, in Ri¬ 
cardo, 553-4; voluntary retreat of, 
76in; opposition of those harmed by 
capitalist evolution, 763; Schmoller’s 
theory of, 813 

In neo-classical economics, 886; 
and sociological individualism, 888-9 
Classical Period of Economic Analysis, 
1790-1870, meanings of, 379n, 379- 
80; backgrounds of, 393-406, 407-62; 
scope and method, 534-41; schema 
of economic process, 554-70 
Classical Situations, meanings of, 51 
First, 52, 143, 155, 161, 290 
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iBth century scholasticism as a, 87 
Second, MilFs role in, 380 
Third, 753-4, 825, 9'53 
Cobweb 1’hcorein, see Hynamic Analysis 
Commodity 'llicory of Money, see Money, 
Theories of. Metallist 'hieory 
Commutative Justice, 60, 61, 62, 93, 94 
ComparatiA'C Cost, 'rheorem of, in mer¬ 
cantilists, 3 7 ^'4; I’orrens as discov¬ 
erer of, 490, 607; as analytical con¬ 
tribution, 517; Ricardo’s, 607, 611- 
15; and reciprocal demand, 612; and 
labor-quantity theory of value, 612; 
restatement in tenns of opportunity 
cost, 612 

Comparative Statics, Ricardo’s concen¬ 
tration on. 494-3, 6S2-3; use for study 
of change, 563; Oppenheimer’s coin¬ 
ing of phrase, 85411, 965; Moore’s 
work on statistically operative, 876; 
and evolutionarv' state, 9^4 5 
Competition, in neo-classical iieriod, 972- 
84: as normal case, 972; Pareto on, 
97211; use to make patterns man¬ 
ageable, 972; principle of excluded 
strategy, 972-3; substance of pure or 
perfect competition evolved, 973 
Competition, Free, in 'classical* econo¬ 
mists, 545-6; in Keynes, 1175 
Competition, Imperfect, MilPs recogni¬ 
tion of, 546; Marshall’s awareness of, 
975; Sraffa’s work in, 1047, 1151; 
Marshall-Wicksell theorems, 1142; 
emergence of from new attention to 
firm, 1142; Mrs. Robinson’s perform¬ 
ance, 1151-2; Kahn’s contribution to, 
1172. See also Competition, Monop¬ 
olistic 

Competition, Monojiolistic, Marshall as 
pointing toward, 840, 975» 1150; 
Cheysson’s product variation, 84211; 
surpluses to factors in, 937; Marshall- 
Wicksell theorems, 1142; emergence 
of from new attention to firm, 1142; 
Chamberlin’s pcrfonnance, 1150-51- 
See also Competition, Imperfect 
Competition, Perfect, in Boisguillcbert, 
216; maximizing doctrine of, 233, 
765, 888, 985, 986n, 1070; Cour¬ 
not on, 5450, 959; Roschcr on. 
546; classes and, 554; failure of 
Ricardo to specify, 59=; io classical 
and neo-classical economists, 892 
Competition, Pure, Chamberlin’s intro¬ 
duction of, 9730; Cournot’s devel¬ 
opment of, 973; Jevons* law of in- 


INDEX 1235 

difference and one price in, 973; Wal¬ 
ras* libre concurrence, 973; Pareto’s 
definitions. 975; difficulties in con¬ 
cept, 973-4; Marshall on, 974, 985-6; 
Walras on, 985, 1004; Wicksell on, 
986n 

Complementarity, of factors, 917 
Consistency Postulate, 1067 8 
Constant Costs, 613, 103311. See also 
Euler’s Theorem 

Consultant Administrators, heterogeneity 
of, 143; special circumstances facing, 

148-55 

Literature of, 159 67: Polizeiwv:- 
senschafty 159-60; Carafa, 1624; 
Bodin and Botero, 164-5; English, 
165-7; Spanish, 165 

Systems of, 1600-1776, 167-94: 
early literature, 167-70; Justi’s wel¬ 
fare state, 170-72; Spanish, 172-3; 
French, 174-6; English, 176; Italian, 
176-81; Smith and, 181-94 
Quasi-systems, 194-9; on public 
finance, 199 206; on utopias, 206 8; 
unemployment in, 272; and Bechcr’s 
princiiile, 284; metallist theory of 
money in, 290; on gains of trading 
parties, 359; influence of Smith, 
501-2; entrepreneur in, 555-6 
Consumers* Behavior, Tlieory of. modern. 
1148 9 

Consumer’s Rent, Jenkin’s discover^', 837n, 
839; conditions on demand curve 
allowing use of, 992; as attempt to 
make measurement of utility opera ¬ 
tional, 1061 2; and welfare economics, 
1070 

Consumption, limiting factor of output, 
178; Boi.sguillebert on, 216, 284 5; 
of landlords, in Cantillon, 221; in 
Bccher, 283; in Quesnay, 287; Die- 
terici’s the.sis, 523n; productive vs. 
unproductive, 6310, 6420 
Consumption Function, see Keynesian 
System; Propensih' to Consume 
Contract Curve, 831, 984 
Cost, Theories of. Mill’s, 660, 917; Aus¬ 
trians’ and Jevons’ new, 922-3; Mar¬ 
shall’s real cost theory, 923-4, 1057; 
opportunity cost theory, 917, 1044; 
need to co-ordinate with production 
theory, 1051-2 

Cost Functions, Statistical, 842n, 962 
Credit, in scholastic analysis, 318; and 
velocity of money, 318-21, 705n, 
1097; function of bank, 319-20; dis- 
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Credit (Cont.) 

tingiiishcd from money, 320-21; cre¬ 
ation of, 321-2. 621: in Mill, 6990, 
704, 718n, 72on, 722, 726, 747 
English theory' of, in classical pe¬ 
riod, 717-31: relations between prices, 
interest, and. 719; monetary' theory' 
of, 719; legal treatment of, 719-20; 
neiitralih' of on money rate of in¬ 
terest. 720; Thornton on, 720 24; 
controversy over Bank Charter Act. 
725-31; and business cycle, see Busi¬ 
ness Cycle. Theories of. Monetary; 
banking school, 726 29; currency 
school, 72511, 726-8. nil, 1120; 
historical school’s work. 810 

In neoclassical analysis, 111017: 
reluctance to include deposits as 
money, 1097: narrowness in concep¬ 
tion of credit, 1113, 1114-15: theory 
of credit creation, 1114-17 
Crises, see Business Cycles 

Darwinian Evolutionism, see Evolutionism 
Deamessand-Plenty Doctrine, 2350, 
2S5-7, 350. 112911 

Decreasing Costs, Hadley's definition, 866; 
Marshall's analysis of, 892, 9S2, 985. 
1045; Cournot’s formulation of, 9760; 
not synonymous with increasing re¬ 
turns, 104511; and profits. 1051 
Deism, i2 3n 

Demand Curve, \’’erri on, 3o6n, 960; 
Whewell's, 4480: classical econo¬ 
mists’ concept of, 602, 960; Mill’s 
statement of, 603; and aggregate 
demand cun'C, 623 4, ii76n; for 
labor, Jenkin’s. 664, 83711; in Cour¬ 
not, 839. 959, 976; Auspitz's and 
Lieben’s total and marginal. 849; not 
defined before 1838, 976; Marshal¬ 
lian, 991-2, 996; constancy of mar¬ 
ginal utility of money, 991; restric¬ 
tions on use of, 992; joint demand, 
in Marshall and Edgeworth, 996; 
marginal revenue curve, 11510. See 
also Elasticity Concepts 
Demand Curve, Statistical, King’s law of 
demand for wheat, 212-13; Cheysson’s 
w'ork, 8420; Moore’s w'ork, 876. 961; 
Fisher’s work, 961; Schultz’s work, 
962; importance of for theory, 962 
Demography, 525-6, 583. See also Popu¬ 
lation 

Deposits, 699, 727, 1097 321 

Devaluation of Currency, 99-100, 298-9, 


Diminishing Marginal Productivity, Law 
of, 1037 

Diminishing Marginal Utility, Law of, 
equalitarian implications of, 888; in 
Menger, 910; in Marshall, 910; and 
progressive taxation, 946; Bernouilli’s 
hypothesis, 94611 

Diminishing Returns, and populationist 
theories. 259; extensive margin, 259* 
586; intensive margin, 259. 586 7, 
675. 93611; 'I’lirgot’s definition, 259 
60, 1036; in agriculture. 261; histori¬ 
cal increasing returns and. 262-3 
Development in classical period, 
585-8: Senior's 4th postulate. 584-8; 
failure of Smith to include, 585; 
minimization of technological prog¬ 
ress in agriculture. 585 6; We.st's role 
in, 476, 586; in Mill, 581, 672; Edge¬ 
worth’s formulation, 585, 587, 831, 
1037 8: in Marshall, 259, 585, 587, 
893, 107011; in Bohm-Baw'erk, 58711. 
588n, 90 5; as empirical statement, 
588: W’icksell on, sSSn; in Ricardo- 
West thcoiy* of falling interest rate, 
652-3; scarcity and, 676n; Jones on 
Ricardo’s law of, 82211; new law of 
opportunity cost and, 917; generali¬ 
zation of, 936, 1032; state of the 
arts and. 1032: law of in primary 
and scconchm’ sc-nses. 1036: and in 
creasing cost, 104511. See also Rent 
of Land, Tlieorics of 
Discrimination. Price. 978 
Distribution, Theory of. Cantillon's 3 
rentes, 222. 499; Marx on, 543n; 
Smith on, 557-8, 567 8. 654n; Tur¬ 
got Say Smith model, 567 S 

In classical economics, 645-87: 
Ricardo’s analysis, 483. 543. 553 4. 
568-9, 592, 652-3; classical failure to 
see as valuation problem, 543, 680; 
Maltlnis’, 568; Mill's, 569-70; profits 
and interest, 645-62; wages, 662-71; 
rent, 671-9; technological advance, 
679 87 

Bohin-Bawcrk's theory, 846; Wic- 
scr as completer of Austrian, 848, 
913; Pareto's law, 859, 961; revolu¬ 
tion in neo classical jicriod, 909 20; 
problem of in socialist economy, 9B8; 
linear homogeneity and constancy of 
relative shares, 1042 

Marginal product theory: Long- 
field’s theory, 465, 915n; ThCinen’s 
theory, 466-7, 9150; freedom from 
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social or political philosophies. 869- 
70, 9i4n; Clark and, 870, 915, 9360; 
Menger’s, 9121^, 915, 916, 941-2; 
Jevons*, 913, 941-2; problem of equi- 
reguisite factors, 914; rediscover>' of, 

914- 15; marginal physical vs. value 
productivity. 915; Austrians' theor\», 

915- 22; problem of imputation, 916; 
complementarity and substitutability, 
917; opportunity cost theory, 917; 
Marshall’s criticism of jevons’ and 
Austrians’ performance, 920-24; 
Bohm Hawerk’s discounted, 959: 
Edgeworth on. 940. 103211; as dis 
covery of calculus for economics. 
9560; social production functions. 
915, 1030; Smithies’ restrictions on 
production function, 1030 31; Berry’s 
work, 10320; Marshall’s theory, 941*2, 
9960, 1032 3, 1042 3; the ‘exhaus¬ 
tion theorem,* 1033-4; linear homo¬ 
geneity and Euler’s theorem, 10330, 
1039-45; in Walras' later work, 1034, 
10350; Pareto’s criticism of, 1035, 
1039; definitions of and controversies 
over, 1038. See also Capital, I’he- 
ories of; Costs, 'I’hcories of; Entre¬ 
preneur; Interest, 'i’hcories of; Profits; 
XV’ages, 'I'licories of 

Division of Labor, in Plato. 56; in Aris¬ 
totle, 56; in Smith, 187-8, 214; in 
Petty, 214; ill international trade 
analysis of mercantilists, 375-6; 
Schinollcr's thcor>' of classes, 813 
Dynamic Analysis, in Aristotle, 58; 
Comte’s introduction of concept. 
416-17; Mill’s introduction into eco¬ 
nomics, 417, 563; Sisinondi’s, 494-5, 
496; elements in pre-i9th century 
economics, 496; period analysis, 496. 
563; Ricardo’s sequence analysis, 
563 4; role of Vision’ in, 570; Wade’s 
endogeneous model of c\xde, 7430; 
Marshall pointing toward, 840, 1160; 
lack of in neo-classical period, 920; 
defined, 963, 1142-3, 1160; con¬ 
trasted with statics, 963; cobweb 
analysis, 8420, 9630, 1143; historical 
lag behind statics in all sciences, 964: 
and evolutionary and non-evolution- 
ary states, 964; and physical sciences' 
concept, 965; confusion over nature 
of. in neo-classical period, 966 7; 
Bdhm-Bawerk on distinction between 
statics and, 967; dynamic equilib¬ 
rium, 970; Walras on, 973, 1002, 
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102in; importance of, 1143; devel¬ 
opment of, 1146; Pantaleoni’s and 
Pareto’s pointers, 1161; need for to 
develop static theory, 1160-61; macro¬ 
dynamics, 1161-9; corn-hog cycle, 
1168; shipbuilding cycle, 1169; dy- 
namization of Keynes, 1183-4. See 
also Business Cycle Analysis; Busi¬ 
ness Cycle 'Lheories; Econometrics; 
Macroanalysis 

Econometrics, Verri, 178 

In 17th and 18th centuries, 13-14, 
209-49: consultant administrators, 
209; ‘political arithmetick,’ 210-15, 
253; Boisguillcbert, 215-17; Cantil- 
loii. 217 23; Quesnay's tableau eco- 
nomique, 239-43, 278, 391 

1 hiiiien as first to use calculus, 
466 8; Mangoldt on theory of inter¬ 
national values, 504; Baxter’s income 
work, 832; Bowley’s work, 832; Mar¬ 
shall on, 840, 962; Cheysson’s work 
on, 842n. 94911; Pareto’s law', 859, 
961; Fisher on, 871-2, 961; Moore’s 
importance in, 876-7, 961, 962; Doug¬ 
las' Theory of Wages, 941, 1042; 
failure of statisticians to use theory, 
960, 962; Engels’ Law, 961; Schultz’s 
W'ork, 962; production, cost, and 
supply functions. 962; as alliance of 
theory and statistics, 1141; new pe¬ 
riod in economic analysis. 1146 
Macrodynamic models in. 1162-3, 
11639: Tinbergen’s work. 1162-3; 
methods in, 1163; Ilaavelmo and 
Frisch, 1163; business cycle research, 

1163 9. Sec also Business Cycle Anal¬ 
ysis; Business Cycle Theories: Cost 
Cur\'es, Statistical; Demand Curves, 
Statistical; Dynamic Analysis; Macro¬ 
analysis; NIathematics; Statistics; Sup¬ 
ply Curves, Statistical; Tableau eco- 
nomique 

Economic Analysis, history of, meaning, 
3; defined, 12; logical ideals or norms, 
17; applied fields, 22-4; idcalogical 
bias in, 34‘40; and economic thought, 
3S-40, 52; progress in, meaning of, 
39 40» 46; beginnings in Greece, 53- 
66; logical vs. historical origins of in¬ 
stitutions, 64, 110, 289; ‘Great Gap’ 
in, A.D, 600-1200, 73-4; ‘Ideal Types,’ 
80. 606, 818; absence in 9th through 
12th ct;nturies, 84; paucity in 13th 
century, 90; i6th-centuTy scholastics, 
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Economic Analysis (Cont.) 

97; utilitarianism and modern day, 
134; separation from unified social 
science. 142; chance in. 1440; in 
pamphleteers, 161; iSth century 
'quasi-systems’ in, 196; fundamental 
problem in, 242; professionalization 
and specialization of, 380, 1154; 
facts entering theory as hypotheses, 
576-7; laws and principles, 576-7; in¬ 
trospection, 577; common experience, 
577: mathematics in, 603: subjective 
vs. objective theor>', gign. See also 
Economic Laws; Economic Theory 
Economic Development. in neo-classical 
period. 759-60: United States and 
Germany. 759; Austria, Italy, Japan. 
Russia. 750 : England. 759, "60; 
‘Great Depression,’ -60; opposition 
from social strata harmed by. ■;?63 
Economic Development, I’hcory of. Ri¬ 
cardo’s, see Interest, Rate of; Mill’s, 
542, 54 ?, 5 "i, 572, 64041, 662. 
685; Marshall’s. 543. 8923, 1165; 
Malthtis’ as hitclibound. 566, 570 72 
In classical analysis. 570 “’4: pes¬ 
simistic type. 570 -2, 5S5-6; optimis¬ 
tic t>pe, 572 3; Marx’s type, 573-4; 
in neo-classical period. S92-3; B<»hiri- 
Bawerk’s second ground for interest 
in, 929; Cassel's balanced progress, 
966; and dynamic theor>', 1161. Sec 
also, Marxist System, Stagnation 
Thesis, Stationars’ State 
Economic Ilistor\% 12 
Economic I^aws, and natural law, 26n; 
nature of, 34-5; Malthusian principle 
as, 257; in classical economists, 537; 
and principles. 576 7. See also Ecxi- 
nomic Analysis 

Economic Man, 99. 156, 452, 8870 
Economic Sociology, importance in analy¬ 
sis, 20-21, 22; in Aristotle, 58; in 
Boisguillcbcrt, 216; in Cantillon, 
218-19; utilitarianism and, 409; Car¬ 
lyle’s vision of, 410-11; Diihring’s 
theor\' of, 5ogn 

Of classical economists, 544-54: 
laissez-faire capitalism in, 531, 544; 
institutions assumed, 545-6, 547-8; 
the state in, 548-50; classes in, 550- 
54 

Veblen’s work as, 7950; Weber 
and emergence of, 819; in neo-classi¬ 
cal period, 870-71, 886-7. See also 
Classes, Social; Sociology 


Economic Theory, meanings of, 14-16. 
253 » 474 . 585, 954 n, impor 

tance of, 14-20; hostility toward, reas¬ 
ons for, 18-20, 110, 264-5, 537-40; 
Boisguillebert’s contribution, 215-16; 
and abstraction. 43on; Longfield’s 
pcrfonnancc, 465: Senior’s attempt 
to unify, 484, 575; pivotal position of 
value theory', 588: mathematics for, 
602; new activity in, 753; subordina¬ 
tion ()f, in Germany, 804, 843; 
Clark's role in. giS; emergence of 
common, about 1900. 952; Marshall- 
Wicksell system. 1142 3; superiority 
of modern technique, 1145. See also 
Economic Analysis 

Economic Thought, 38 40, 52-3 

Economics, applied fields of, 22 4; emer 
gence of, 51; emphasis on autonomy 
of, 535; professionalization of. 1144 5 

Economics, Dutch, quasi systems in 17th 
century. 197-8; in neoclassical pe 
riod. 861-2 

Economics, English, importance in iSth 
century'. 162; 16th century work. 
165 7; cartalist theorists in 17th and 
18th centuries, 290 91, 294-9; iner- 
eantalists. 195 predominance of in 
classical period, 382-3; centralization 
of in classical period, 510; economic 
research in classical and neo-classKal 
periods, 757; Sozialpvlitik and the 
ory% 801, 888; economic history' and 
historical economics, 821-4; the Mar 
shallian Age, 829 40; Marxist infln 
ence in, 87811 

Economics. Erench. importance in 18th 
century. 162, 174; entrepreneur in, 
222; antipopulatioiiism in, 252; and 
Ricardianism, 479; in classical period, 
490 501, 510 

In neo-classical period, 840-43; 
Paris group, 765, 841-43; Simiand 
and histnrism. 820; and quantity 
theory, 1103 

Economics. German, i7th'Centiiry writ¬ 
ings, 198; teaching of public admin 
istration, 209 10; lack of Malthnsi- 
aiiism, 252; and Ricardiani.sni, 478-9 
In classical period, 501-10: Smith¬ 
ian cameralism, 501-2, 503, 54911; 
decentralization of, 510; entrepre¬ 
neur in, 555-6 

In neo-classical period: liberalism, 
765; effect of Sozialpolitik, 802-4; 
historical school, 807-24; resurgence 
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of theory, 843, 844, 849; Marxist in¬ 
fluence. 849, 878; elder statesmen, 
850; representatives, 850-55; Marx¬ 
ism in, 879-83; and quantity theory, 
1103 

In modern period, 1154-6; Wclt- 
anschaiiungs'wisscmchajt, 1155; Na¬ 
tional Socialist impact on, 11545 
riconomics, Greek, Oeconomicus, 53; 
Chrcmatistics, 53; centered about 
polis, 54 5, 57, 66; Plato in, 54-7; 
Perfect State, 55 6, 206 7; division of 
labor, 56; money, 56 

Aristotle, 57 65; analysis of, 57 60; 
origins of state, 59; private property, 
59; slavery, 59 60; ‘pure' economics, 
60 65 

I'.coiiomics. History of, 4 6, 3810 
Kconomics, Italian. 16th 18th centuries: 
imiiortance of, 162; eontribntions of, 
176 81; public finance literature, 205; 
on iiopulation, 251; on money, 292 3; 
utility in value theory, 300 302 
In classical period. 510-14: Ri- 
cardianism and, 479; decentralization 
of, 510 

In neoclassical period, S5561: 
factually oriented. 820; elder states- 
men. 856 7 

In modern period, 1156-7: under 
Fascisui, 11 56 7 
r^onomics, Roman. 66-71 
I'.conomics. Russian, in modern period. 
11 5 "* 9: Stalinist period and German 
and Italian experience. 11 5?: research 
institutes. 1157-8; Kondratieff’s work, 
11 58 

Kconomics, Scandina\'ian, in neo classical 
period. S62 3 

Kconomics, Scientific, historical continu¬ 
ity of. 6; meaning of, 611, 12. 21, 
1141; evolution of in pamphleteers, 
161; Serra and, 194 5; Quesnay and, 
232; neglect of marginal utility in 
classical period, 463; contributions 
of Ricardo. 473-5; and policy meas¬ 
ures, 540-41; and value judgments, 
806; systematic form in 18th cen¬ 
tury, 1142. See also Kconoinic Analy¬ 
sis; r.conomic 'I'lieoiy' 

Economics. Spanish, in 18th centurs', 162; 
scliolastic contributions, 165; lack of 
Malthusianism in, 252 
E'.coiioinics. United States, to 1790, 198-9 
In classical period: small contnbu- 
tioii to theory, 514; Carey, 516-18 
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In neo-classical period, 801, 863- 
77: scientific tradition in, 801; 'radi¬ 
calism,' 761, 801; Sozialpolitik and, 
802; influence of Austrians, 850; eco¬ 
nomics as profession, 863-4; early 
personnel, 864; Henry George, an 
appraisal, 864 5: ‘marginalist school,' 
869-70. See also Institutionalism; 
Social Science Movement 
Economics, Universalist, 8511, 4120, 413, 
420 

Economies, External and Internal, 568, 
995n, 1045-8 

Elasticity Concepts, discovered by Cour¬ 
not. 839. 992; in Mill, 992; as par¬ 
tial analysis C‘onccpts, 992 4; demand- 
price, 992 5; income, 993; partial 
price. 993-4; of substitution, 1142, 
114911 

Empirical Analysis. Rotcro's work, 164-5; 
V^auban's work, 164 5; Wrri’s work, 
178; in labor economics of iStli cen- 
tur>'. 275; in classical economic.s, 519- 
26; Le I’lay’s work, 49091, S40; 
Tooke's J//.story of Prices, 520-21; 
Sozialpolitik and German research, 
S03-4; Tooke's opposition to bullion 
ist views, 70S-9: in England. 1870-85, 
829 50; Panlaleoni's work, 8570; 
Taussig’s international trade work, 
870; population studie.s, 890 91; of 
profits, S94 5: in labor economics, 
947; Giffen's work, 107511; in mone¬ 
tary analysis, loSo; measurement of 
velocity of money, 1098; to refute 
quantity tlieoiy, 1104 
Empiricism, Philosophical. 120-21, 123-6, 
446 S, 450, 52911; and Mill. 120, 
121, 447, 450, 529n; English, in 
iStli century, 1236; in Encyclo- 
pMistes, 138; relation to utilitarian 
i.sm. 40711, 429; and Eiciuli 19II1- 
ccntiiry philosophy, 415; in classical 
period, 446 8 

Enclosures, sec Agrarian Rc\olution 
Encyclicals, Papal, \'/.v Perrenit, on in¬ 
terest, 102; Aetenii Patris, on Summa 
Theolo^ica, 7411, 77411; Reruni No- 
varinn, on labor, 7650; Quaclragesimo 
Anno, corporate state in, 765 
Kncyclopedistes, 118, 137-8, 245 
Engel’s Law, see Econometrics 
Enlightenment (Age of Reason), and 
scholastic natural law philosophers, 
115; complacency of intellectuals. 
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Enlightenment (Age of Reason) (Cont.) 
122-3; Condillac, lliinic, and Hartley 
as epitomizing spirit of, 124-6; over- 
stress on rationalit>’, 126: analytic 
aesthetics and ethics, 126-30; self- 
interest, common good, and utilitari¬ 
anism, 130-34; philosophy of history', 
134-7; EncyclopMistcs, 118, i 37 - 8 « 
24«;; semi socialists, 13Q-41: moral 
philosophy, 141-2; and Qiicsnay, 22g; 
perfectibility of man, 237: romanti¬ 
cism as revolt against, 4ig; evolution 
and progress, 436; Condorcet’s theory 
of social evolution, 442-3; and 
Comte’s law of three stages, 444 
Entrepreneur, in Cantillon, 222, 555, 646; 
in scholasticism, 5^4'? 

In classical economics. 354-b. 
645 6; St. Simon on, 462; in Smith, 
555; in Say, 492, 5*55. 5 * 57 . 6456; 
in consultant administrators, 555 6; 
in German economics, 5 5 5 6; in Ri¬ 
cardo and Ricardians, 556. 646; in 
Marx, 556, 646; in non Ricardians, 
556; Mill's analysis, 55^-7; risk-bear¬ 
ing and, 556n. 646, 894, 1049 
In neo-classical period, S93-8: 
Walker on role of, 867, 935; entre¬ 
preneur and capitalist distinguished, 
893; Jevons' and Austrians' neglect 
of, 893; in Bdhm Bawerk, 893; W'al- 
ras’ profitless, 893. 1000-1001, 1011, 
104911; Marshall’s earnings of man¬ 
agement, 646, 893-4, 935 b, looon, 
1049; Clark on, 86S, 894; functional 
theories, 895; profits and interest, 
896; 'residual gains’ of, S96-7; depra 
dation theory, S96-8; monopolistic 
pricing and, 897-8; marginal utility 
theory- and theory of. 920. See also 
Interest, Theories of; Profits 
Environmentalism, 434-5 
Ephemerides, 226-7 
Epicureanism, see Philosophy 
Equalitarianism, in scholasticism, 121; 
analytic vs. nonnative, 121-2; in util¬ 
itarianism, 131, 132; in semi-social¬ 
ism of 18th century, 139; and asso- 
ciationist socialism, 457; in Thomp¬ 
son’s socialism, 479; in law of di¬ 
minishing marginal utility, 888; in 
Keynes, 1170-71 
Equation of Exchange, 

In neo-classical period, 1095-1106: 
a simple aggregative analysis, 1095-6; 
Fisher’s, 314^, 1096-7; definitions of 


M, V, P, and T, 1096-7; distinction 
between and quantity theory, 1099- 
1106; cash balance and income for¬ 
mulae and, 1108. See also Money, 
'riieories of. Quantity Theory; Mon¬ 
ey, Velocity of 

Equilibrium, Economic, in scholasticism. 
93. 95 , 300; Verri’s coiiceiitioii of, 
178; in Smith, 189. 308, 557: in 
Child. 196; in Boisguillebert, 216; in 
Isnard, 217, 307; of aggregates, 243; 
long run, in Galiaiii, 301 2; interna¬ 
tional trade, 369, 609; Thiinen’s 
‘steady state,’ 46-; in Scrope, 489; 
in Say. 492, 511, 623; in Fuoco, 511; 
in Mill. 363, 623; in classical period, 
590; in Ricardo. 392; concept of. 
963 -1; determinateness of. 623. 968 
71. 1149; defined. 969, 971; static 
and dynamic. 9-0. 9-1; static eqiii 
librium in neo classical period, 9""^'^; 
stable, unstable, and neutral, 970-1; 
unique solutions. 9-071; stability 
conditions, 9-1, 1149; redimdancy of 
utility in conditions for, 1003; in 
tcrnal economics and. 104--S; in 
Keynes, 1174. 11 Son. See also Kqiii 
librium. General Economic; W’al 
rasian System 

Equilibrium, (kncral Economic, in Bois 
guillebert, 216; Tsnard on, 217. 30-; 
tableau cconomiqiic, 242-3; Galiani 
and, 301-2; in Gcrvaisc, 3-4: in 
'rhiinen and Cournot. 467; Say’s Law 
in. 618; in Smith, 308; Edgeworth's 
contributions. 831; Marshall as a 
builder, 483. S36, 92011. 994. 995. 
996; Aupetit, S4C11; Pareto’s work in. 
860 61; Casscl. 86211. 101211; in nco 
classical period, 918 20; Cournot’s 
recognition of ])roblcin. 960; Barone's 
theory* of socialism, 9S7; substitution 
as a route from partial to general 
analysis. 995; modem work on stabil¬ 
ity' and determinateness, 1149. See 
also W’alrasian System 

Ethics, 126 30, 772 

Euler’s 'Ihcorcm, the 'exhaustion the¬ 
orem* of Wickstecd, 1033; defined. 
103311; linear homogeneity and ex¬ 
haustion, 103940 

Evolutionary State, defined, 964; con¬ 
trasted with stationary, 964; inde¬ 
pendence from statics and dynamics, 
964-5; in Walras, 1018. See also Sta¬ 
tionary State 



SUBJECT INDEX 


Evolutionism, defined, 435 6, 964; Hegel¬ 
ian, 436*8 

Marxist, 391, 438-42, 544, 651, 
686, 749 50, 1131: as non-material¬ 
istic, 438; theory of social classes, 
439-40; economic interpretation of 
history, 440 42; as n unitary social 
science, 441; historians’, 442 

Intellectual: Condorcet’s and 

Comte’s, 442 3: Comte’s law of three 
stages, 443 4; and evolutionary^ ma¬ 
terialism, 77211; ‘historical laws,’ 812; 
influence on historisni, 819 

Biological: Darwinian, 444 6, 449, 

772-3,7SS-9: 

In St. Simon, 462; in Mill, 542; 
Croce’s philosophy, 778, 786; sociol¬ 
ogy as, 7S6; nildcbrand, 80S 9; Mar¬ 
shallian theory of, 1165 

Exchange Control, 340 45 

Expectations, in Thornton, 720; in Mill, 
72111, 747 

Extensive Margin, see Diminishing Re¬ 
turns 

l abian Socialism, see Radicalism, Bour¬ 
geois 

I’actors of Production, produced, 2170, 
5610, 633, 901 2, 904; in cla.ssical 
economics, 492, 534, 557-61, 606-7; 
non homogeneity of, 899 901; triad 
of. 557. 560, 561, 901-2; Walras on. 
909; limitational, 1030; indivisibili- 
tie.s, 1041 2 

Factual Work, sec Empirical Analysis 

Fascism. Plato and. 55-6; Sorel’s .sympa¬ 
thies with, 774n; Italian economics 
under, 1156-7 

Federal Reserve System, 6950, 697, 1078, 
1121 

Feudalism, 74-8, 144-6, 270, See also 
Roman Catholic Church 

Filiation of Economic Ideas, meaning of, 
6; philosophical explanation of, 32; 
Greek money theories and tho.se of 
Middle Ages. 57; Petty-Cantillon- 
Quesnay, 218, 221; Child-IIuine- 

Tiirgot, 245; Sniith-Malthus Mar- 
.shall, 482-3; Cantilloii-Turgot-Say- 
Walras, 492; secular stagnation. 
Smith - Ricardo - Mill - Keymes - Han¬ 
sen, 9640; macroanalysis. Quesnay- 
Ricarclo - Bohm - Bawerk - ^^’icksell - 
Keynes, 997-8; Juglar-Mitclicll, 11240 

Fi.scal Policy, in scholastics, 96 7; consult¬ 
ant administrators, 202; Vauban on, 
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204; Cladstonian finance, 402-5; 
Lauderdale on debt redemption, 
487-8; as revealing character of so¬ 
ciety, 769; in neo-classical period, 
769-71, 8 JO. See also Taxation 
h'orcign Exchange, gold standard and spe¬ 
cie points, 732; in monetary manage¬ 
ment schemes, 1078; Keynes on, 
iio6n; balance of payments theory' 
of, 756, 1106; inflation theory of, 
736 7, 1106; purchasing power parity 
theory': in Ricardo and Wheatley, 
737; in neo cla.s.sical period, 1106-7. 
See also Exchange Control; Gold 
Mechanism; Gold Standard; Interna¬ 
tional Trade Analysis; Specie Points 
Free Trade, to 17th century', 34211; and 
assumption of full employment, 
351; North on, 370-71; in 18th cen¬ 
tury, 5'“o-72; and natural law, 371; 
and laissez-faire in 18th century, 
371 2; English in 19th century. 397 9^ 
in Prussia and German Empire, 397; 
Cobden and Bright on, 39S; as in¬ 
separable element of policy, 398; 
Cladstonian finance and. 403; 
standard and, 405 6; in Ricardo, 4"3, 
6250; Bastiat on, 500; List’s argu 
ments, 505; Carey, 517; in Mill, 52in; 
and classical international trade the 
ory', 609-11, 615; outlook for in 1S70. 
766-7; Paris group on, 841. Sec also 
Laissez-Faire; Liberalism, Economic; 
Liberalism, Political; Protectionism 

General Price Le\'el, difficulties with in 
classical period, 701, 713 
Acceptance in neo-classical period, 
1089: Austrians on, 1094 

Haberlcr’s subjective, 1094; I^i- 
visia's objective, 1094; Keynes’s sec¬ 
tional, in Treatise, 1095; in General 
Theory, 1144 

Gluts, General, Malthiis’ theory of, 482; 
controversy over, 538'9» 621-5; and 
underconsumption thesis, 738-9; and 
early work on cycle, 740, 741, 742-3. 
Sec also Business Cycle Analysis; Busi¬ 
ness Cycle Theories; Secular Stagna¬ 
tion Thesis 

Gold Mechanism, in Cantillon, 223, 366; 
in Hume, 316; in Malynes, 344; na¬ 
ture of, 352n; in later mercantilism, 
365-67; in Mill, 710; in classical anal¬ 
ysis, 733-38; Ricardo and, 1107 
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Gold Standard, in 19th ccntiir\' England. 
40SJ-6; ‘automatic/ defined. 40511; and 
Resumption Act of 1819, 692-4; 
change in attitude toward, 694: gold 
movements as index of business eon 
ditions under, 69S; banking and cur¬ 
rency schools on. -^27: classical econ¬ 
omists and unfettered, 7^2: modern 
objections to, 752; outlook for inter¬ 
national. in jtS7o, 766; last article of 
liberal credo to go, 7-0; reluctance to 
play game of. 771. 10-S; economists 
of nco classical period on. 1075, 1087; 
gold-exchange standard. 771, 1075-6. 
io77n, 1079; international, at Paris 
Conference of 1S67, 1076: interest 
rates in, 752, 10—: W'ickscll and, 
10-5. Sec also. Cold Mechanism; In¬ 
ternational Trade Analysis 

C'.ovemment Regulation, in neo-classical 
period. 767 S 

Gresham’s Law, 297. 54511 

Gross National Product, see Income Con¬ 
cepts 

narmonisin. Cantillon and, 254: Quesnay. 
234; theory of classes. 44c: Hastiat 
on. 500, 5? 3-4; i» Carey. 516. 5 5 3 4 

Hedonism, Kpicnnis. 66; and utilitarian¬ 
ism. 66; and iStli century Knclish 
moralists. 129-51; in Beccaria, 180; in 
Quesnay. 255; in marginal utility the¬ 
orists, SS7 8. 1056. See also Utilitari¬ 
anism 

Historical School of Economics, on natu¬ 
ral law economics. 111 15; criticism 
of classical English economists, 402; 
and Comte, 417-18; and historical 
school of iurisprudence, 425; older, 
504, 507-8, 80S 9; List and. 505; 
defined, 507; on Mill's methodologi¬ 
cal position, 55811; alliance of cco- 
nomcis and historiography. 781-2; 
and decline of thcor\' in Germany, 
804; articles of faith, 807, 808; his¬ 
torical method, 807-8; younger, 809- 
14; Meihodenstreity see Methodol¬ 
ogy; youngest, 815-20; influence out¬ 
side Germany, 819-20; opposition to 
marginalist revolution, 954 

Historical School of Jurisprudence, 2611, 
i4in, 423-4, 426 7 

Historiography, 424-6; Kulturgeschichte, 
427; in neoclassical period, 781-6, 
820 


Histori.sm, new iiitere.st in 1870, 753, 
772-3; in pliibwophy, 775; in cco 
nomies, 807-24 

Histoiy', Pliilosophy of, 134-7, 785-6 
Hoarding, in Hoisguillebcrt, 216, 285-6, 
317: ill Quesnay, 235; in monetary 
analysis. 280; in Galiaui. 317; Say’s 
failure to eonsidcr. 619. 620; Mill on. 
620. 622. 705; Keynes and Mill con 
trusted. 622 

In neoclassical analysis. 1087 8: 
Marshall’s law of, 10S7; Miscs on, 
io8~; Kcmmcrcr on. 1087, 109S, 

1100; Marshall and Eishcron. 10S7 8; 
Hobson on, loSS. See also I.iquidity 
Preference; Money. \'elocity of 
Humanists, see Scholasticism 
Hypotheses, 576 7 

Ideal Types, see Mcthodologw 
idealogy, neutrality of in science, 10. 41-5; 
‘philosopliy’ in economics. 30 32; 
idcalogical bias in cccmomic analysis. 
34-40, 65’'n. 67511, 895 6; Marx’s 
bias. 35 8, 385. 439. 440; special 
pleading and value iudgments, 37 S, 
154; of bureaucracies. 3’-ii; in Smith, 
38, 265n; in Aristotle, 5960; in 
Quesnay, 232 3; in caily wage analy 
ses, 26711; and nionctarv' analysis. 
2S211; crystallized, effects on analysis. 
46011; and origins of Malthus’ iiojm 
latiuii theory, 5-S 9; bias in biologi 
cal schools of sociologs', 7SS; bias in 
economists’ treatment of Nature rs. 
Nurture, 790 

Imputation Theory, in Barbon, 330; and 
demand f()r labor, 644; Wicscr’s 
term, gi 5 ; in Crusoe economy. 913; 
in Austrians, 915-17; of wages, 942 
Income Analysis, in Petty, 213; in Cantil 
Ion, 221; in Quesnay. 213. 235, 240- 
43, 287-8; in Carey and others, 267; 
ill real analysis, 277; and monetary 
analysis, 278 80. 280 82; in Bccher, 
283; in Boisguillcbcrt, 284 5; Briscoe 
and equation of exchange, 314; in 
mercantilists, 348, 349; in Gervaise, 
366; ill Malthus and Marshall. 483; 
l.auc1erdalc on debt redemption, 
4878; Sismondi’s dynamics, 495; 
Storch's venture into, 502; Baxter’s 
estimates, 522; Wells’ cstiinates, 
524n; Say’s analy.sis, 615 21; in Mill, 
621-2, 704-5, 711; in classical writers, 
627; Tooke’s analysis, 709-10; Thom- 
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ton's analysis, 723 4; in Ricardo, 724; 
variations of, classical theory' of in¬ 
ternational finance, 733, 734; Fish¬ 
er’s accounting, 872; Keynes’ analy¬ 
sis. Cournot’s anticipation of. 960; 
Walrasian system as, 999; in neo¬ 
classical period, 1117; reasons for, 
1143; dynamic, I lanscn-Saimielson 
equation, 1161. See also Keynesian 
System 

Income Concepts, Graslin, 175; Petty’s 
failure to define, 213; in Quesnay, 
241; real income, 27711; beginnings of 
discussion, 627; 'wealth’ as income in 
classical writers, 627-8; gross national 
product and Smith, 628; national in¬ 
come and Smith. 62S; Ricardo, 
62811; Hermann Schmoller definition, 
62S; productive vs. unproductive la- 
bor controversy, 19211, 628-31; con¬ 
troversy over, 89811 

Increasing Costs, Hadley’s dcfiiiitioii, S66; 
and decreasing returns, 10450 

Increasing Returns, and populationist the¬ 
ories, 258; Serra’s definition for man 
ufacturiiig, 258 g; in agriculture, 259; 
Smith on. 259; historical. 262-3; 
Carey on United States conditions. 
517-18; Senior on, in manufactures. 
585; Fdgcwortli’s work, 5S5, 1037 8; 
in Biihiii Rawerk, 58-11. 58811, 905; 
and decreasing costs, 104511; and equi¬ 
librium, 1045-8; Sraffa’s work, 1047-8. 
Sec also Decreasing Costs 

Index Numbers, in classical economics. 
526, 701; Ncwmarch’s failure to use, 
52on; Edgeworth’s work on. S31, 
9610, 1092, 1093; Fisher’s work on, 
871, 1092, 1093; measure of value of 
money, 1089; Austrians’ distrust of, 
1089 

Approach to value of money, 
1091-5: developments in neo-classi¬ 
cal period, 1091; Walsh’s work. 1092; 
Mitchell’s work, 1092; Jevons’ work, 
1093; Laspeyres, 1093; Marshall and 
chain system, 1093; llaberler, Divisia, 
Keynes, 1094-5. See also General 
Price Level 

Indifference Curve Analysis, Reccaria and, 
179; Edgeworth’s contributions, 831, 
1064-5; Cheysson’s analysis, 8420; 
Pareto and, 859, 860; Fisher’s devel¬ 
opment of, 872, 1065-6; use of to 
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analyze bilateral monopoly, 984: de¬ 
velopment of, 1064-6; collective, 1066 

Individualism, 85-6, 92, 429, 888-9 

Industrial Revolution, 150, 252-3, 693, 
712 13 

Infant-Industry Argument, see Protection¬ 
ism 

Input-Output Analysis, 102in 

Institutionalism, and historical school, 
43in, 507, 820; Sombart and, 818; 
Hobson’s link with, 82311; and social 
science movement, 864; conipatabil- 
ity of theory of epoch with, 875; op¬ 
position to rnarginalist revolution, 
954 

Intensive Margin, sec Diminishing Re¬ 
turns 

Interdependence, General, see Equilib¬ 
rium, General Economic; Walrasian 
System 

Interest, Rate of, in macroeconomic sys 
terns, 27811; in Cantillon, 319; desire 
for lower in iSth century', 328; low 
rate and prosperity, 328; in Ricardo, 
653 4; stabilization of, 1077 

Behavior through time, theories of; 
reasons for historical fall. 651; Marx’s 
theory', 652-4; Wcst-Ricardo theory, 
476, 555-4. 570 72, 652-4; Mill, 654. 
662; productivity theorists on, 658; 
Smith’s theory, 658; abstinence the¬ 
ory on, 662 

Interest, Theories of, in Aristotle, 64-5. 
i05n; in Aquinas. 93-4. i05n; in 
Cantillon, 319, 72on; beginnings in 
later scholasticism. 101-6, 328-9, 646, 
648, 720; in Smith, 193, 331, 333-4* 
647, 648-9, 654, 658, 660, 720; in 
Petty', 215; in Quesnay, 234; interest 
and profits, 327-8, 330-32, 645-7, 
893, 896, 924, 925; in 17th and 18th 
centuries, 329; Rarbon’s theory, 329- 
32, 647, 648, 720, 924 5; in Turgot, 
332-4, 648; Ricardo’.s, 332, 647-9, 
652, 6530, 660, 1118: Senior as im¬ 
prover of, 4S4, 659; Say’s, 654; Fish¬ 
er’s, 647, 72in, 847. 927, 930-3L 
932; Thornton’s introduction of into 
monetary' proce.ss, 706-7, 720-24; 

money and real rates, 329, 709n, 719, 
1083, 1118; Wicksell’s work in, 331, 
649n, 709n, 720, 863, 9290, 930, 
1099, 1118, iii9n; marginal utility 
theory, and, 920; Pareto’s neglect of 
reasons for existence, 925; Walras’ 
theory, see Walrasian System; 
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Interest, Theories of (Cont.) 

Keynes's theor\\ see Keynesian Sys¬ 
tem; Liquidity Preference 

Abstinence theor>'; in Ricardo, 
6490, 660; in Mill, 6540. 660; de¬ 
fined. 659; and productivity tlieor\', 
659; Marx on, 660*62; Rohm Bawerk's 
analysis of, 659, 9 26-7; Marshall and, 
659, 926; as explanation of net re¬ 
turn. 926; in Car\'er, 926; and time- 
preference, 926n. See also Capita], 
Theories of 

Advance theory, see Capital, llie- 
ories of 

Bargaining-power theories, 9-6 7 

Bdhm-Bawerk’s prcniinin theoiy', 
90in, 927-32, see also Capital, Tlie- 
orics of; and profits, 331. 64-; Rae 
and, 469, 846; one element in con¬ 
tribution, 846; Menger on future 
pleasures. 846; abstinence and time 
preference, 926n; a real analysis, 928; 
interest as an agio, 9-8: three reasons 
for interest, 928-30; failure of econ¬ 
omists to accept, 930; simplified ver 
sion of. 930-31; not a productivity 
theor\% 931-2 

Exploitation theory: Smith's lead, 
6489; Ricardo and. 649, 6530; Ri¬ 
cardian socialists, 649; Marx’s theory 
outlined, 649-50, see also Marxist 
System; and residtial theor\' of in¬ 
terest, 65311; antipodal to productiv¬ 
ity theories, 655n; and Bohm-Bawerk, 
925-6 

Fructification theory, 3320; impa¬ 
tience theory, 872, 930-32; loanable 
funds theory, 329, 6410, 721; mar¬ 
ginal product theory, 467, 6560, 
6580, see also Distribution, Theories 
of; mark-up theory, 6570 

Productivity theories: in Ricardo, 
6490; inability to explain interest, 
648; restriction to technological cap¬ 
ital, 655; antipodal to exploitation 
theory, 6550; and permanent net re¬ 
turn to owners, 655-6; Lauderdale's 
first explicit, 656; Malthus', 656; 
James Mill and McCulloc;h on. 657; 
Smith’s lack of, 658; and abstinence 
theor>\ 659; Bohm-Bawerk on, 655-6, 
925; Marshall’s revival, 659, 926; and 
Bolim-Bawcrk’s premium theory, 
931-2 

Residual theory, in Ricardo, 6490, 
652-3 


Use theory, 656, 925-6 

International Monctaiy^ I*\md, 1077 

International Trade Analysis, in later mer¬ 
cantilists, 367-76: on protectionism. 

367- S; commodities seek best market, 

368- 9; Barboii on equilibrium, 369; 
tendency toward freer trade, 370 72; 
territorial division of labor, 373 6; 
in Smith. 367, 374, 37b» ^07, 733; 
Edgeworth’s work, 504, 609 

In cl.'issical economics, non-monc- 
tar>' aspects. 605 15, 733: novelties, 
605; theor>' of international values, 
605 7; comparative costs, 373 4. 400. 
607 8, 612; theorem of reciprocal 
demand, 60S-9, 612; welfare aspects 
of. 609-11; prirnitiveness of, 613 14; 
failure to ‘prove* free trade, 615; 
Mill's capital limit iiropositioii. 6400 
Monetan' aspects of. 751 8; Mill’s 
aehieveincnt, 710. 731 2; gold stand 
ard. 732; commodity trade theor> of 
international finance, .see Gold Mech¬ 
anism; Cournot’s algebra of ex¬ 
changes, 959: Marshall on, 351. 3-’4, 
609. 1 106; mechanism of interna 
tional payments, controversy on, 1107. 
Sec also Foreign Kxeliangc; I'ree 
'I radc; Gold Mechanism; Ciold Stand 
ard 

Interpersonal Comparisons, 40, 1071 

Investment, in Smith, 191 3, 324-5; in 
Turgot, 325-6; in Mill, 325, '>72, 
573, 62021, 641, 642, 643, 659. 
724 5, 747; laglcss conversion of sav 
ings to, 325 6. 641 2; public debt 
and, 327: in Maltlms, 4S2, 64111; in 
Keynes, see Keynesian System; in 
Marx, sec Marxist System; in Walras, 
sec W’alrasian System. See also Sav¬ 
ings 

Iso-Quants, 91711, 1043-4 

Joint Stock Companies, 400 

Jurisprudence, 26n, 67-8, 202. See also 
Hi.storical School of Jurisprudence; 
Roman Law 

Kamcralism, see Consultant Administrat 
ors 

Kcwiiesian System (General Theory), role 
of vision in, 41-2; equilibrium of ag- 
gregate.s. 243; .short run nature of, 
28011; Storch as forerunner, 502; Say’s 
Law, 615 16, 619, 622, 624; changes 
in money wage rates, 671; and Tooke, 
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710; underconsumption thesis, 7 son; 
attempts to Marxify, 885; elimina¬ 
tion of labor disutility, 923. 1057; 
as partial and income analysis, 960, 
997, 1143; classical frictional uncm- 
ployinciit, 97411; and Walrasian equi¬ 
librium, 101211; identity of savings 
and iiivcstiiient, 1016-17; social pro 
dnetion functions, 1030; as special 
case of Walrasian system, 1082; 
Swedish anticipations of, 1085; lack 
of index niinibers in, 109411; cash- 
balance approach and. 1109; Hobson 
and. 1130; elimination of price level. 
1144; theory of saving, 1144, 1176; 
reasons for success of. 1144; Kahn’s 
role, 1172 

Analytic apparatus of General 'I'he^ 
ary, 27811, 1174-9: as essentially 

static, 1174; short run nature of, 
28011, 1174; constancy of plant and 
equipment, 1144, 1174-5; real values 
in wage units, 1175; rigid inoiiey 
wages, 1144, ii7>; five endogcncoiis 
variables, 1144, elements of 

quantity theory in, 11750; aggre¬ 
gate demand and siqiply curves, 
623-4, 117611; eflfective demand, 

117611; investment function. 2780, 
101718. 1049, 1144, 1177; liquidity 
preference, 27811. 331, 37-n. 

93111, 102311, loSS. 1119. ii7<^-9; 
consumption function, 27811, 10590, 
1117, 1176 7, 1182; problem of equi¬ 
librium in, 11 Son; impact of, 11 So- 
84; dynamization of. 1144. 1183-4. 
See also Hoarding; Income Analysis; 
laquidity Preference; Marginal Effi¬ 
ciency of Capital; Multiplier; Secular 
Stagnation 7 ’hesis 

Labor Economics, in neo-classical period, 
946-8 

Labor Legislation, 401-2, 494^ 768 

Labor, Productive vs. Unproductive. 1920, 
628-31 

Laical Intellectuals, 79-82, 116-22 

Laicist Radicals. 528, 772 80 

Lamez-Faire, in scholastics. 99; Smith and, 
172; Justi on, 171*; Beccaria on, 
180; in Qnesnay and Physiocrats, 
23031; Gouniay’s phrase, 2440; 
Becher and. 28411; Boisguillcbcrt and. 
284; and free trade, 371*2; in 19th- 
century England, 395; Gladstonian 
finance and, 403; gold standard and, 
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405 6; Sismondi and, 493-4; Bastiat, 
500; c]as.sical economists on, 531, 
544» 548; Say on, 618; currency and 
banking schools as adherents, 727 
In neo classical period, 761-73: so 
cialism as a product of, 763; hostile 
political forces. 761-5; attacks of econ¬ 
omists on, 765-6; outlook for iu 
1S70, 766-7; regulatory acts occur, 
767-8; labor reforms, 768; fiscal pol¬ 
icy, 769-71; violation of principles, 
769-70; monetar\* policy, 77071; 
Spencer and, 773: and economics of 
period, Soi; Paris group, 765, 841-3; 
Pareto, Newcomb, Sumner, 860, 866; 
and political individualism, 888. See 
also Liberalism, Economic; Liberal¬ 
ism, Political; Maiichesterism 
Land Banks, 294-6, 321-2 
Large Scale Enterprise, 150, 761 
Law of Cost, 93 

Liberalism, Economic, meaning of, 8, 
394; and Quesnay, 232; in autocratic 
states, 594n; and development of 
19th centur>’, 396; free trade in Eng¬ 
land, 397-9; nationalism as ally of. 
399; an agrarian reform, 399-400; 
labor legislation and, 401; Gladstone, 
403; gold standard and, 405-6; ma 
terialistic rationalism in, 408; Say 
and, 492; Ferrara, 513 

Defeat of, in neo-classical period, 
761-6: attitude of bureaucracy to, 
763-4; failure of ‘new middle class’ 
to embrace, 763-4; allocation of con 
trol to state, 763-4. 767-S; attacks of 
economists on, 765-6; Paris group, 
765, 841-3; outlook for in 1.S70, 

766- 7; anti Gladstonian liberalism, 

767- 8; fiscal policy, 769-71; nionetar>’ 
policy, 770 71; and laicist liberalism 
ill philosophy, 772-80; Spcnccr, 773; 
Pareto's xariety' of, 860. See also 
Laissez-Faire; Liberalism, Political 

Liberalism, Political, defined, 8, 394; phil¬ 
osophical radicals and, 393; national¬ 
ism as ally, 399; Ferrara. 513 

Defeat of, in neo classical period, 
761-6: I0.SS of hold on electorate, 
761; decline in England, 761; ortho¬ 
dox socialism, 761; bourgeois radical¬ 
ism, see Radicalism, Bourgeois; *new 
middle class* and, 763-4; Christian 
socialism, 764-5; economists’ attacks 
on, 765-6; Paris group, 765, 841-3; 
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Liberalism, Political (Cont.) 

outlook for ill 1870, 766 ':’; laicist, in 
philosophy, 772-So; politiciil tlcnioc- 
racy, 772; Spencer on. 7"^; Pareto 
on, 860; and marginal utility theor>'. 
888. See also Laissez-Faire; Liberal¬ 
ism. Economic 

Liquidity Preference, in aggregative analy¬ 
sis, 2"8n; I’hornton’s statement of, 
720; Bohm-Bawerk’s interest theor>' 
and, 9^1 in treatment of in neo-classi¬ 
cal period. 10S7-8; feature constitut¬ 
ing theor\- of, loSS; introduction due 
to Keynes, loSS; novelty in Keynes’s, 
1144; as a determinant of income, 
11-6, 117S-9; elements of real in¬ 
terest theory in, 11780. See also 
Moardiiig 

Location rheor\', in Petty, 21411: in Can- 
tillon. 21Q; in Smith, 264: 'niiineirs 
Isolierte Stoat, 466: West and exten¬ 
sive margin. «;S6: distance in classical 
international trade theory, 60611; loca¬ 
tion as differential advantage of land. 
674-!;; Ricardo. Mill. Kdgeworth on 
urban rent, 67511. 9350; Cheysson's 
work, 8420; and oligopoly theory, 
9S1-2 

Logic, 27, 448-54 

Luxury', 3240 

Macroanalysis, and monetary' analysis. 
27S-S0; and micToanalysis. 279; ag 
gregates and supply and demand anal¬ 
ysis, 617-18, 623 4; wage fund theory' 
and modem aggregative analysis. 662; 
Cournot’s advocacy of, 960; income 
elasticity in, 993; Marshall and, 997; 
in Qiiesnay, Ricardo. Bohni Bawerk, 
Wicksell, 997 equation of ex¬ 
change and quantity theory as, 
1095-6; reasons for, 1143 
Macrodynaniics, 1161-8: reasons 
for success of, 1161; Hansen SarmicL 
son equation, 1161; Frisch’s schema, 
1162; Hayek’s non mathematical 
work, 1162; and statistics, 1162; econ¬ 
ometric use of, 1163; and business 
cycle research, 1163-9; Keynes system 
as a molder of, 1183-4; Keynes and, 
see Keynesian System. See also Tab¬ 
leau economique 

Malthusian Theory of Population, Ortes 
and, 178; Beccaria’s theory of popu¬ 
lation, 180; in Smith, 191; in Can- 


tillon, 219; in Quesnay, 234; ‘positive 
checks’ in mercantilism, 25111; rea¬ 
sons for emergence, 252; emergence 
of. 254 8; as theory of poverty, 257; 
optimum population, 258. 5S2, 89011: 
increasing returns and, 258-9; and 
miiiiiiuim-of-existciicc theory' of 
wages, 266: as beginning of new eco 
noinics jicriod, 379; effect on Darwin, 
445-6: Carey on. 517: adojition of by 
Ricardo. 569, 653; Mill on, 571 
Critici/ed, 57vS 84: as restatement 
by Malthus, 578; in first edition of 
Essay, 5 ':* 9 ; i» second edition of Fs- 
say, 5“•9 So; C-odwin’s criticism, 579n; 
paradox of its orthodoxy. 581-2; in 
Marshall. Bohm Bawerk, and W'alras, 
5S2, Sgci; in Keynes’ early work. 582, 
89011; opponents of, 5S2 3: Marx 
and. 5S3. 650. 6510; in wage fund 
tlieor> of wages. 666: in W’icksell. 
25S. 582. S63. 89011; as postulate of 
classical period, SSg; not a postulate 
of nco classical period, SSg go; ac¬ 
ceptance of by nco classical theorists. 
Syo; *.Ma 1 thiisiaiiisni in reverse.’ Syo 
91. See also Demography; Popula¬ 
tion; \'ital Statistics 

Managed Currency. 321-2 

Maiichestcri.sin. 398, 765. 888 

Marginal Analysis, Turgot and, 261; D. 
Bemouilli’s hypothesis, 302-5. 1054. 
10S9; and law of diminishing re¬ 
turns, 587. 1054. 10S9; value and 
marginal firm, in Ricardo, 673 4; 
Ricardo on marginal cost and pro¬ 
ductivity, 674n; need for marginal 
principle, 677; Ricardo’s marginal 
profits, 721; Clark as discoverer of, 
86S 9, 918; Wood’s discovery of. 
86gn; neutrality of to social philoso¬ 
phy, 869-70 

Marginal Efficiency of Capihil, in aggre 
gativc analysis, 27811; and money rate 
of interest, in Thornton, 721; Fish¬ 
er’s development of, 872. 1177 8; and 
Marshall’s normal profit, 1049; con 
fusion with interest rate, Keynes on, 
1119, 1178; and Wicksell’s real rate 
of interest, 111911; and old marginal 
productivity of capital, 1144, 117811; 
as a determinant of income in Keynes, 
1176; meaning of, 1177-8. See also 
Keynesian System 

Marginal Productivity Principle, in Long- 
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field, 464-5, 67411, 677; in Thuiien. 
465-8, 674n; diminishing returns and 
emergence of, 587; Ricardo and, 
674n; Clark's injection of value judg¬ 
ments, 870; problem of ecpii requisite 
factors, 914-15; rediscovery of, 914- 
15; marginal physical value produc¬ 
tivity, 915; social productivities, 9150, 
99611, 998, 1029-30, 1042; Austrian 
concei>t. 915; in non Crusoe cconmny, 
916; Longficld’s and I'liuncn’s vs. 
jevons’ and Mcngcr's, 941-2; Mar¬ 
shall’s. 941-2; as partial derivative, 
1036; marginal efficiency and mar¬ 
ginal productivity, 1144. See also Di- 
ininishing Marginal Productivity, 
Law of 

Marginal Propensity to Consume, see 
Keynesian System; Propensity to Con¬ 
sume 

Marginal Rate of Substitution, as substi¬ 
tute for marginal utility, 44; Wood 
as precursor of, 941; restrictions on 
in isoquant analysis, 104411; as rejec¬ 
tion of Cossen’s law, 1066 

Marginal Utility Principle, use of marginal 
rate of substitution, 44; Galiani and, 
301; Fisher’s attempt to measure, 
305, S72; D. Rcrnouilli’s hypothesis, 
302 5, 1054. loSg; Cournot’s discov¬ 
ery. 463; neglect of. in classical pe¬ 
riod, 463; Senior credited with. 600; 
Jevons’ priority, 826; Mengcr’s dis¬ 
covery, 827; Marshall as a builder of. 
836; Gossen's First and Second Laws, 
91011. 10 54, 1055. 106611; terms 
used by theorists to denote, 9ion, 
105511; extension by Mcnger to means 
of production, 912-13; Diipuit and 
Gossen as forerunners, 915n: and 
marginal productivity principle, 915: 
Walras and. 918; redundancy of, 
1003; Gossen’s linear functions, 
i056n; cardinal utility, 1060-62; or¬ 
dinal utility, 1062-6 

Marshallian School, 833-4. 1099 

Marxist System, surplus value. 1920, 390, 
506, 649, 651, 652; labor quantity 
theory of value, 302. 309. ^88, 390, 
506, 554. 559 60, 596-8, 62711, 630- 
31, 649, 650 51, 661-2, 6730, 685, 
883-5; interest theory% 193. 647-51, 
652 4, 661 2; theory of money, 290, 
699-701, 702; wage theory', 390, 650- 
51, 66411, 685-6, 959n; theory' of 
classes, 439 , 440 , 55 i, 552 * 4 ; diffi¬ 
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culty of sub-dividing, 383-4; as prod¬ 
uct of bourgeois mind, 387; economic 
interpretation of history, 389, 438-42, 
46211; capital-labor relations, 389; 
theory of technological unemploy¬ 
ment, 390, 65111, 685, 686; tableau 
economique, 391; Hegelian philos¬ 
ophy and, 392, 438; on bourgeois rad¬ 
icalism, 395; evolutionism, 391, 438- 
42, 544, 651, 686, 749-50, 1131; as 
unitary social science, 441; theory of 
exploitation, 479. 596, 647-51, 896; 
Diihring’s attack, 5090; theory of dis¬ 
tribution, 543n, 566, 569, 650, 6640, 
933H. 93911; sociology, 389, 551; 
iiourgcois’ economics,. 45511, 559*1; 
on Proudhon, 457; and entrepreneur, 
462, 55611, 646, 896; accumulation 
and capital theory, 5560, 583, 5950, 
634, 635, 652, 661-2, 686, 749-50, 
882, 887, 902-3, 9270, 1131; sta¬ 
tionary' state. 562, 651, 965 6; and 
Quesnay, 56611; output as datum, 
569; theory’ of economic develop¬ 
ment, 573-4; Malthusian principle 
and, 583, 650, 65in; and Ricardo, 
390, 596 8, 649, 654, 681, 6820, 683, 
685; on abstinence theory’, 640, 660- 
62; profits. 462, 5560, 646, 649, 68211, 
896; and Smith, 648 9; absolute law 
and, 6850; monopoly trend, 686; 
breakdown of capitalism, 687, 748-9, 
882, 1131; on business cycle, 652, 
74on. 742, 747-50, 1131-2; method¬ 
ology’. 562, 651, 748, 965 6; effect 
on Sombart, 818; effect on Bohm- 
Bawerk, 846, 9270; Bortkiewicz’s re¬ 
vision of price theory'. 8510; attempts 
to Keynesify, 885; theory' of social¬ 
ism, 986; decreasing costs, 1051; ef¬ 
fect on Tugan-Baraiiowsky, 112611. 
See also Marxism 

Marxism, Gotha congress. 4540; Ricardian 
socialists and. 479; Revisionism, 532, 
882-3; Fullarton’s work on banking, 
72 5n; rise of Marxist parties, 762, 
774; 011 imperialism, 764, 882; Engels 
and Dietzgen, 775; influence on Ger¬ 
man economists, 843, 849; Bohm- 
Bawerk on, 845 

In neo-classical period, 877-85: as 
sect and school, 878; scientific work 
of, 878; German Social Democratic 
party, 879; Engels, Luxemburg, 
Kautsky, 880; Neo-Marxists, 881-2; 
Marxist revival, 883-5; criticism of 
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Marxism (Cent.) 

marginal utility, 887; emphasis on 
objective facts, 887; profits and in¬ 
terest, 896; exchange economy and 
use economy, 91211; retention of 
Marx’s thcor>' of interest, 926. See 
also Marxist System 

Materialism, and idealism, ^011; atomistic, 
66: philosophical, and deism. 123; 
and environmentalism, 434; evohi 
tionaiy, 772 

Materialistic Interpretation of I listen-, 
786; Buckle’s theory as, 433; Marx’s 
theors', see Marxist System; Schniol 
ler on, 811 

Mathematics, importance of, 1411, 603, 
953-6; 'discovciy* of calculus, 1811, 
9560; Jevons and, S26 

Cournot and the mathematical 
school, 93463: niatheinatical eco 
nomics, defined, 955; elementary na¬ 
ture of before iQM. 955; contribii 
tion of Cournot, 958 63 

Meaning of system of siinultaiieoiis 
equations, 970; autonomy vs. inde¬ 
pendence of a function, 97cn; homo¬ 
geneous functions of zero degree, 
ioo5n; continuous vs. smooth func* 
tions, 102711; linear homogeneous 
functions, 10330. See also Econo¬ 
metrics; Euler’s riieorem; Probabil¬ 
ity, 'Tlieoiy of; Statistics 
Mature Economy, 232 
Maximizing Behavior, 7 ’hcory of. 9120 
Mercantilism, and Colbert, J4"'n: avoid 
ance of term, 155; Smith on, 1S67, 
355» 337n, 36062; Child’s Discourse 
of Trade, 195-7; on population, 231; 
and unemployment, 272; contribu 
tions to Keynes, 28311; and free coin¬ 
age, 298; quantity theory' of money 
and, 314; metallist theory of money 
and, 314 

Literature, 33576: iqlliccntiiry 
opinions of, 336; export monopolism, 
33S-40; exchange control, 340-43; 
lack of theoretical analysis, 343*4; 
’primitives,’ 343 4; balance of trade, 
343*62; from 16751775, 362-76; 

and classical theory of international 
finance, 733; crises, 738. See also 
Nco Mercantilism. 

Metals, Monetary, 144 5, 311, 694, 716-17 
Metasociology, 120-21, 124-5 
Methodology, ‘Ideal Types,’ 80, 606, 818; 
and division of problems, 219 


111 cla.s.sical period, 536-41: Ricard 
ian Vice, 473, 541, 618, 653n. 668, 
1171; validity of procedures, 536 7; 
analogy with physical sciences. 537; 
use of ‘law,’ 537; induction vs. de 
duction, 537; isolation and abstrac¬ 
tion, 337-8; introspection. 377; coin 
moil experience. 377 

In neoclassical period: J. N. 
Keynes, 777, 824; Simiand, 777, 820; 
and philosophy, 779 80; worker's iiui 
tcrial and methodology, 7830; his 
torical school’s, S07, 80S, 812 
The Methodenstreit, S14 13: in 
classical period, 538 40; ebb of his 
tori:>m, 814; facts in. Si4; elements 
of in England, S24; methodological 
clashes in sciences, Si 3 

Spicthoff’s. 816-1"; Weber on, 
818-19; in England, S23 4; defense 
of, SS() 9; subjective vs. objective the¬ 
ory, 91911; static analysis, see Static 
Analy.sis; dynamic aiuilysis, see l)y 
namic Analysis; stationaiy state, see 
Stationary' State; partial analysis, see 
Partial Analy.sis; in cycles, 1123, 
1163-6; inacTodynaniic studies, see 
Maeroaiialysis 

Microaiialysis, and macroanalysis and 
monetary analysis, 279; Ricardo's 
methods of analysis, 472; Ricardian 
\’icc, defined, 473 

Miiiiniurn of-Existence Wages, see W’agcs, 
'I'hcorics of 

Model Building, 561-2. 363 6. 632 

Modern Period of l-'.conomic Analysis. 
2914 to Present, World War I not 
causal factor, 1143; wealth of statis 
tics, 1146; new clcvclopmcnts of old 
theory, 1146; devcloimicnt of dynaiii 
ics, 1146; few new .scientific problems, 

1146 7; analytically novel problems, 

1147 

Monetary Analysis, defined, 277 8; and 
macroanalysis, 278 80; spending and 
saving, 280-82; defeat of, 282, 287-8 
Interlude of, 2600-2760, 283 5: 
Becher and, 283 4, 326n; Hoisguillc- 
bert and, 284 7; Quesiiay and, 287 S; 
in Malthus, 483, 483; neutrality of 
money iii chis.sical interest theory', 
720. See also Real Analysis 

Monetary Cooperation, International, 
Latin, Scandinavian, and CkTinnn 
Unions, 1076; Pari.s Conference of 
1S67, 1076; conferences of 1878. 
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2881, 1892, 1076-7; Wolfs interna¬ 
tional gold reserve plan, 1077 

Monetary Management, schemes for in 
post-Napoleonic England. 713-17: 
lliornton, 713, 721-4; tabular stand¬ 
ard, 489, 526, 713, 714, 1078; T. P. 
Thompson on, 713; Scrope on. 713- 
14; Bollman on, 714; Birmiiigliain 
Currency School, 714-15; Mih on, 
715; and gold inflows of 1840's, 716- 
17; French bimetallism, 716 17; bank¬ 
ing and currency schools on, 727 
In neo-classical period, 77071: 
awareness of need to control money 
market, 770; schemes to divorce cir¬ 
culation from gold. 1077; employ¬ 
ment and, 1077; bimetallism as 
scheme of, 1077; government bonds 
as a stabilizer, 1078; control of ex¬ 
changes and bank credit, 1078; Jev- 
ons* plan. 1078; Marshall’s jilan, 
10789; F'isher’s ‘compensated dol¬ 
lar,' 1079; Walras’ plan. 1079 
In modern period: Keynes paper 
standard, 693. See also Bimetallism; 
Symmetallism 

Monetary 'rheoi>', in Plato, 36; in Roman 
law, 7011; in latin scholasticism, 94-5♦ 
99-101; ill More’s Dtopia, 207; in 
I’urgot, 249; Cantillon's. 291, 706 
In classical period: Smith’s, 191, 
193, 290. 312, 720, 731; Senior’s 
contributions, 484; Malthns’. 482; 
Nazzani's work, 312; Ricardo’s, 473, 
68811, 693, 699-701, 703-4, 708-12, 
71511, 7170. 724. 757> 1079. 1112. 
1118; issues from Restriction Act to 
gold inflation of 1850's, 688; Mill as 
suniinarizcr, 689; problems of Eng¬ 
land during the period, 690 98; Bul¬ 
lion Report of iSio, 692; controversy 
over standard. 693-4; I’ooke on, 694, 
708-10. 712-13; Palmer’s rule. 697 8; 
lack of interest in theoretical funda¬ 
mentals, 69S 9; theoretical and prac¬ 
tical metallists, 699-701, 702; theory 
of value of money, 701 2; and earlier 
English work, 706 

Bullionists vs. anti-bullionists. 706- 
11; Thornton’s analysis. 689, 706-7; 
other bullioiiLsts, 707-lo; Mill on, 
710-11, 108311; Rc,sumption Act and, 
711 

In neo-classical ix*riod, 1080-86, 
1117: Davidson’s work, 86211; no rev- 
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olution in, 1080; empirical work in, 
1080; failure to systematize, loSi; 
Walras', see Walrasian System; Fish 
er’s, 3140, 72in, 872-3, 1075, 1079, 
1082-3, iioi, 1102-3, 1115; Mar¬ 
shall's, 72on, 1075, 1078-9, 1083-4, 
1087-8, 1099, 1108-9; Wicksell’s, 
863, 1085, 1088; Austrians', 1085 6; 
neutral money, 1088-9; supply-de¬ 
mand mechanism and, 1090; in in¬ 
terest and cycle theory, 1117; at- 
tcni]its to extend marginal utility 
theory to, 1089 

Cartalist tlieory of, in Plato. 56; 
defined, 63; in Quesnay, 234; theoret¬ 
ical and practical, defined, 288; in 
17th and 18th centuries, 293-9; and 
devaluation, 29S 9; affinity to quan¬ 
tity theory’, 313 

Cash-balance approach: Locke and, 
316; in Walras’ later work, see Wal¬ 
rasian System; as apidication of sup- 
ply-dcmaiid, 1090; and equation of 
exchange, 1108, 1109; Cambridge 
equation. 11089 

Income approach: in Tookc, 709- 
10; and equation of exchange, 1109; 
advantages of, 1109 11 

Metallist theory: in Aristotle, 56, 
624, 289, 2Qon; theoretical and 
practical, defined, 2SS; theoretical in 
17th and 18th centuries, 28993, 318; 
Petty on, 290; anti metallist tradi¬ 
tion, 293 9; and devaluation, 298-9; 
stimulus to value theory, 300; impli¬ 
cations of simple. 313; and mercan¬ 
tilists. 314; tendency to delineate 
credit, 318; Law and, 321; in classi¬ 
cal economists. 699-701, 702; paper 
money, 700; bullionists as, 708; in 
neo-classical economists, 1087; Knapp 
on, 1091 

Quantity theory: in Tomas dc 
Mercado, 9sn, 101; Bodin as 'dis¬ 
coverer' of, 311-12. 312-14. 912n; 
implications of, 312-16; quantity the¬ 
orem. defined, 312-13, 703; in mer¬ 
cantilists, 314, 357n; Davanzate, 313- 
14; equation of exchange, 314-15, 
1099-1106; Beccaria on, 315; Law 
and, 331-2; in Serra, 354; analogy 
with wage-fund, 666n; interactions 
of prices and quantity of money. 
691 n; Marx on, 702; Senior on, 702-3; 
Ricardo on, 703-4. 724, 737; Mill on, 
704 5, 711; bullionists on, 708; Wick- 
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sell on, 71 on; Thornton's analysis of 
effects of credit on output, 723-4; 
Bohm-Bawerk and, 92811; as example 
of comparative statics, 9650; and 
supply-demand niechanisin, 1090; 
Fisher's theory, 10S3, 1096, 1097-8, 
1100-3; definition of concepts P, 
M, \', and T, 1096-8; Wicksell’s M, 
1097; and equation of exchange, see 
Equation of Exchange; German and 
French economists on, 1103; criticism 
of, 1103-4; and purchasing-power par¬ 
ity theoiy, 1106; elements of in 
Keynes, ii76n 

State theory, zSSn. 1090-91- See 
also Credit; Hoarding; Liquidit\’ Pref¬ 
erence; Monetaiy Management; 
Money; Money, Value of; Mone>% 
\'elocity of 

Money, functions of. 62-3, 29-, 10S7 90; 
role in real analysis, 277; and credit. 
320-21, 699, 109"; legal treatment 
of, 719-20; discussion of nature of in 
neo-classical period, 10S6-7. Sec also 
Credit 

Money, Quantity I'heorem of, see Mone¬ 
tary Theory- 

Money, Value of. analysis of in 17th and 
iSth centuries, 300; Law on, 321-2; 
theory of value and, 701-2; in neo¬ 
classical period, 10S9 

Index-number approach to. 1091-3: 
Edgeworth's work, 1092; Walsh's 
w'ork, 1092; Mitchell’s work, 1092; 
Fisher’s work, 1092; role of economic 
theorists in, 1092-4 

Equation of exchange and quantity 
approach, 1095-1107; cash-balance 
and income approaches, 1108 10. See 
also Monetary Tlieory 

Money, Velocity of, Petty's concept of, 
213, 316-17; Cantillon’s work, 223, 
316-17, 319, 706; introduction into 
equation of exchange, 313-17; cash- 
balance approach, 316 17; and credit, 
318 21, 705, 1097; in Mill, 705; 
'T’hornton on, 706, 720; in Say, 710; 
income velocity and Pigou, 1098; not 
habitually considered constant, 1098; 
Kemmerer's short-run variability in, 
1087, 1098, 1100 

Monopoly, Aristotle on, 60-61; in early 
national states, 150-55: reasons for, 
151-4; nature of, 154; in Smith, 189, 
264-5, 309; analysis before 17So, 


305-6; export monopolism, in mer¬ 
cantilism, 338-40; and the staple, 
34011; in classical economists, 545-6, 
602; Koscher on, 546; and supply de¬ 
mand mechanism, 601 n; Cournot's 
theory of, 6o2n, 839, 959, 960, 9720, 
975» 976-8; theory of rent in classi¬ 
cal economists, 672; trend toward in 
Marx, 686; in American radicalism, 
761, 801; in land, Oppenheimer on, 
S54n; in neo-classical theorists, 892; 
monopolistic pricing and entre])re- 
neurial gains, S97-8; misuse of con 
cept. 927n; surpluses to factors in. 
937; theory of, 975 8; isolated, 97611; 
Marshall’s analysis, 960, 977-8, 1049; 
inaximi/ation of profits over time, 
1143; Mrs. Robinson’s concept of, 
1151 2. See also Competition, Imper¬ 
fect; Competition, Monopolistic; Dis 
crimination. Price; Oligopoly 
Monopoly, Bilateral, .sec Oligopoly 
Monopsony, 61 n 

Moral Philosophy, 29. iiSn, 130, 141 2 
Multiplier, foreign trade, in mercantilists. 
330; static nature of Kahn-Kcynes's, 
117411 

Nation, 550 

National Economy, 163 4 
National Income, see Income Concepts 
Nationali.sm, absence in fcudali.sm, 75 6; 
as ally of liberalism, 399; romanticism 
and, 41824; List and Gerinan. 
504-5; in Carey, 316 18 
Natural Law, in Roman jurists, 70 

Concept of, 107-15: importance 
in social sciences, 107; ethico legal 
concept, 108-10; analytic concept, 
110 13; natural law and sociological 
rationalism, 113-15 

In 17th century, 115-22: Prot 
estant scholastics, 11622; inathe 
matics and physics. 118 19; economics 
and political sociology, 119-22; con¬ 
tributions to economics, 122 

From 18th century', 122-42: soci¬ 
ology of religion, 123; Eng 1 i.sh em¬ 
piricism, 123-4; science of human na¬ 
ture, 124 6; analytical aesthetics and 
ethics, 126-30; self-interest, common 
good, and utilitarianism, 130-34, 428 
31; philosophy of history, 1347; 
cyclopedistes, 137 8; and Quesnay, 
138, 228-9, 232; semi-socialists, 139- 
41; moral philosophy, 141-2; and 
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Smith, 184; and principle of popula¬ 
tion, 257; metallist theory of money 
in, 290; and free trade, 571; 19th- 
ccntiiry systems of, 430; Hildebrand’s 
hostility toward, 507 
Natural Liberty, 184 5, 403 
Natural Philosophy, 29, ii8n, 141 
Natural ’llieolgy, 123 
Navigation Act of 1660. 1520 
Nco Classical Period of Economic Analysis, 
more complex techniques, 754; de¬ 
velopment of teaching, 754-5; eco¬ 
nomic associations and journals, 
756-7; background of, 759 80; gen¬ 
eral economics of the period, 825-85; 
as *nco-classic,’ 919-20; basic features 
of analysis similar, 952-4 
Nco Mercantilism, 17411, 771 
Net Product, sec Physiocrats 
Neutral Money, 277, 27S, 1088 9 
Non Competing Croups, 606 
Stitneraire, Steuart as discoverer of, 297; 
labor as, in Smith, 188, 310, 482, 
591, 1087; Ricardo on, 591; Walras’ 
introduction of, 1003, 1005, ioo6n, 
1087; Malthus on, 1087 

Oligopoly, ‘discover)'* in 1 Sth century, 
1530: in More, 208, 305, 9790; neo¬ 
classical analysis, 892; Cournot’s treat¬ 
ment. 959. 979 83. 983 5: Chamber¬ 
lin’s work, 982; Marshall on. 982, 
983. 9S4, 985; Edgeworth on, 982, 
984: \\’iekseirs defense of Cournot. 
983; Cournot solution, 983; theoiy 
of isolated exchange as prototype, 
983-4; analogous indeterminac)' in 
federalist socialism, 988 
Opportunity Cost, see Costs, 'Tlieories of 
Originality, Objective vs. Subjective, 29on, 
36711, 57S, 639* 838 
Overproduction Theory of Crises, see 
Business Cycle Theories 

Pamphleteers, see Consultant Adminis¬ 
trators 

Paretian School, and Italian economics, 
855; members of, 858 
Pareto’s Law. see Statistics 
Partial Analysis, economics started with, 
242; Marshall’s Principles, 836; in 
Aiispitz’s and Lichen’s work, 849; 
Barone and, 858; limitations in wage 
theor>', 942; Keynesian supplementa¬ 
tion by income analysis, 960; Cour¬ 
not and, 959 60, 990 
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In neo-classical period, 990-98: 
principle of negligibility of indirect 
effects, 990; Marshall’s development, 
836, 959, 990-98; W'^alras and Pareto 
on, 991; demand curve as tool of, 
991-2; elasticity concepts, 992-4 
Peel’s Act (Bank Resumption Act of 
1844), see Bank Note; Bank of Eng¬ 
land; Central Banking 
Period Analysis, 495-6 
Philosophical Radicals, and Bentham, 
13111, i33n; role in English liberal¬ 
ism, 395; Mill as, 395, 40S, 430, 
528; naivete of, 396; and utilitarian¬ 
ism, 408; Ricardo and, 471; McCul¬ 
loch as, 4760; on birth control, 5810. 
Sec also IJtilitarianism 
Philosophy, and economics, 28 32, 411-13, 
779; meanings of, 28; Aquinas* defi¬ 
nition, 28-9; .Aristotle’s failure to unify 
teachings, 29; Natur-und-Geisteswis- 
senschaft, 29; idealism, 3011 

Greek, 54, 65-6: Skeptics, 65; 
Stoics, 65; Epicureans, 65, 66, 89; 
Nco Platonists, 65 

Scholastic, 9th through 12th cen¬ 
turies, S4-7: realism vs. nominalism, 

84 

Scholastic, 13th ceiitur>% 87 94 
Engli-sh philosophers and utilitari¬ 
anism, 409; iQth ccntuiy' German, 
411-15 

In neo-classical period, 772-80: 
utilitarian ethics, 772; c^’olution- 
ar>' materialism, 772: Christian be¬ 
lief and English intelligentsia, 772; 
revival of Thomistic thought, 774; 
spirit hostile to bourgeois civilization, 
774, 778; interest in history of, 77s; 
utilitarianism and, 775; Nco-Kantism 
and Nco-Ilegclianism, 775; po.sitivi.sm 
and monism, 775-6; philosophical an¬ 
thropology as substitute for, 776; 
pragmatism, 778; Bergson’s anti-ra¬ 
tionalism, 778; Croce’s, 778; phe- 
nomenolog)’, 778; Russell and Moore, 
779. See also Harmonism; Material¬ 
ism; Positivism; Rationalism; Utili¬ 
tarianism 

Physiocrats, criticism by Graslin, 175; 
Condillac and, i75n; Smith and, 
184, 191-2, 193, 236, 323-4. 630, 
635; Vauban as forerunner, 204n; 
and theory of taication, 2o6n; Bois- 
guillebert as precursor, 216; theory 
of state and society, 229; small in- 
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Physiocrats (Cont.) 

Alienee on policy, 229-30; policy rec¬ 
ommendations, 230-31; single tax, 
230-32 

Qiiesnay's analysis, 232-43: pleas¬ 
ure pain calculus, 233; maximizing 
doctrine of perfect competition, 235; 
harmonism, 234; population tlieor>% 
234, 25611, 257, 266. 274; theory of 
wages, 234, 266, 269, 664; theory 
of interest, 234; theory of money, 
216, 234; value theor>', 234, 302; in¬ 
come analysis, 213, 235, 287 8; the¬ 
ory' of capital, 235-7, 266, 323-4, 667; 
*produit net,* 221. 237-9, 263; the¬ 
ory of rent, 23S, 263; tableau eco- 
nomique^ see Tableau economique; 
and Turgot, 243 4; ‘advances,’ 564, 
632 

Planned Economy, in early national states, 
147, 14S; Justi’s, 1-12; Law and 
France, 322 

In neo-classical theory, 985 6: and 
pure competition, 985, 9S6; Mar¬ 
shall on, 9S5 6, 990; theory of social¬ 
ism, see Socialism; theoretical tools 
to guide planners, 1145 
Pleasure and-Pain Calculus, in Aristotle, 
5711; in Enlightenment, 130-34; in 
Verri, 17S, 1056; in Quesnay, 233; 
in Continental economists, 302; and 
philosophical problems. 407; jevons 
on, 1056; 'disutilities’ in a, 1057. See 
also Utilitarianism 

'Political Arithinetick,’ see Econometrics 
Political Economy, meanings, 21; system 
of, deAncd, 38, 534 5; Wealth of 
Nations as, 38, 1S6; Italian systems, 
177-81; rise of a new, 1141 
Political Science, utilitarianism and actions 
of governments, 429; attempts at so¬ 
ciology of, 431*4; Lenin’s contribu¬ 
tion, 8780. See also Social Contract; 
State 

Polizeiwissenschaft, 159 60, 5030 
Polyhistors, dehned, 28 9; Aristotle as, 29; 
Leibnitz as, 117; Bornitz as, 168; 
Smith as, 182; Beccaria, as, 182; Tur¬ 
got as, 182; Comte on unity of knowl¬ 
edge, 416; Valeriani as, 5110 
Poor Law of 1601, 271 
Poor Law Amendment Act of 1834, 271, 
401 

Population, Beccaria on, 180, 258; Pet^ 
on, 219, 251, 253, 256; in 

Quesnay, 234, 256n, 257, 266, 274 


Principle of, 250-58: problem of. 
250-51; populationist attitude, 251-3. 
266; growth of factual knowledge, 
253-4; Malthusian principle, see Mal¬ 
thusian I'hcory of Population 

Increasing returns and, 258-9; de¬ 
creasing returns and, 25962; wages 
and, 266 70; unemployment, poverty, 
and, 270-5; in Ricardo. 581. 653, 
682 3; ‘populationist movement’ in 
United States, 801-2; studies in neo¬ 
classical period, 890 91; Mombairs 
prosperity theory', 891; in secular 
stagnation theses, 891, 117311. Sea 
also Demography; Vital Statistics 
Positivism, Comtist, 41 5-18, 775-6 
Positivism. Logical, 54, 449-50, 509 
Price, just, 60-61, 93, 98 9, 359-60; market 
vs. normal, 1S9, 220, 309. 592-3. 999. 
looon; in real analysis. 277; “cheap¬ 
ness and plenty v.v. dearness and 
plenty,’ 23511. 274, 2S5-7, 350, 112911; 
theory of mcchani.sm of, 305-11; 
'I'ooke’s llistory of Prices, 520 21; in 
classical period, 589; money prices 
as secondary, 5S9; Marx’s divorce of 
price and value, 597; rising v.v. stable, 
713; prices, interest and credit, 719; 
expectations of future and rate of 
interest, 720; Wicksell’s cumulafive 
process, 722, 1118 20: credit creation 
and prices, 723 4; in commercial bill 
theory of banking, 730; co efficients 
of transformation in Crusoe econ 
omy, 9S7; schemes for stabilizing, 
1077-8; competitive. 61, 62, 93* 98, 
309, see also Competition 
I’lieories of; Smith’s codification. 
307-11; Valeriani’s, 51 in; Mill's, 546; 
deterniinateness in barter economy. 
589-90; W^alras’ theory, see VV'alrasian 
System. See also Value headings 
Price Revolution, 145, 16611, 311-17. See 
also Metals, Monetary 
Price-Specie Flow Mechanism, see Gold 
Mechanism 

Private Property, 59, 92-3, 96, 119, 120, 
139, 532, 545 

Probability, ^Plieory of, and economic be¬ 
havior, 304; Halley’s chances of .sur¬ 
vival, 212, 220; Beniouillis, 212; St. 
Petersburg game, 3040; literature on, 
19th century, 4480; Gaussian law of 
error, 525, 960-61; Quetelet, 525 6; 
method of least squares, 525, 960 61; 
Edgeworth’s work, 831, 96111; Cour- 
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not*s work, 959; J. Bernouilli’s the 
Orem, 960-61; Poisson's work, 961. 
See also I‘xononietrics; Risk and Un¬ 
certainty; Statistics 

Production Function, definition, 2600; 
law of variable proportions and, zfion; 
and technological change, 67911, 1027; 
statistical work on, 962; social, 91511, 
99611, 998, 1029-30, 1042; macro- 
analytic in Wickscll, 998; meaning 
of concept, 1027-32; commodity con¬ 
siderations, 1028-9; introduction of 
time, 1029; and demand curves for 
factors, 1030-31; limitational factors, 
1030; Smithies' restrictions, 103031, 
1038; real world, 1031 2; classical 
'state of arts,’ 1032, 1036; Berry’s and 
Edgeworth’s work, 10320; Marshall’s 
theory, 1032-3; Wickstecd on, 1033; 
Walras’ degenerate, 1034-5; laws of 
returns and properties of, 1032, 1036; 
first order hoinogcneity hypothesis, 
103945; increasing returns, 10438; 
emergence of and need to co-ordinate 
with theory, 1051-2 
Produit. Set, see Physiocrats 
Profits, law of aicragc rate of, 265; interest 
as derivative of, 327-8; return on 
means of production, 327-8; state 
power vs., 346-7 

In classical economics, 645-6. see 
aijio Interest, 'rheories of: in Smith, 
190-91, 26S. 331, 333-4; ^^'est on, 
476; defined, 645; Ricardian theory, 
610, 646, 682-7, 721; Mill's analy¬ 
sis, 646, 89 3, 894 

In neoclassical economics: in 
lleniy George. S65; Clark on. 868; 
and interest. 893, 896, 924: empirical 
analysis of, 894-5; in Jevons and Aus¬ 
trians, 893; disequilibrium, 893; Mar¬ 
shall on, 893 4, 1045, 10489, 1C.50: 
functional theories, 895; 'residual' 
gains, 896 7; monopolistic pricing in, 
S97-S; zero profits (non historical), 
104S-53; Walras’, see Walrasian Sys¬ 
tem; theories of decreasing costs and, 
1051 

Theories of: depradation, 896-8; 
friction, 893; innovation, 894; rent- 
of ability, 504, 893, 894; risk, 101, 
105, 106-7, 646. 894, 1049; uncer¬ 
tainty, 893, 1049. Sec also Entrepre¬ 
neur 

Propensity to Consume, 317, io59n 
Protectionism, and increasing returns, 258 
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Mercantilists on, 346-52: infant- 
industry argument, 348 9, 505; ques 
tioning of, 367-8; decline of, 370-72, 
374 n 

Bismarck’s, 39711; economists and, 
in 19th century, 397; List and, 505 6; 
in Carey, 51618; unilateral gain 
from, 505; Nlill’s cajiital limit and, 
64011; demand for from social strata, 
763; in neoclassical period, 766 7; 
Patten on, S76. See also Free I’rade, 
Laissezh'aire 

Psychologism, 27. 125-6, 127, 578, 8S7 
Psychology, and cconoinics, 27-S; associ- 
ationist, see Kinpiricism, Philosoiilii- 
cal; evolutionist in 19th centuiy, 
447-8; experimental, 796 7; behavior¬ 
ism, 797 8; gestalt, 798; Freudian, 
798-9; social, 799; and utility theory, 
1057-9 

Public Debt, 327. See also Fiscal Policy; 
Public Finance 

Public Finance, in later scholastics, 96-7; 
in Wealth of Satiom, i64n, 1S6, 
205; in i4tli through 18th centuries, 
199-206; Ileniy' George on, 865; in 
neo-classical period. 945 6. See also 
Fiscal Policy; Public Debt; Taxation 
Public LItility Economics, 949-50 

Quadragesimo Anno, see Encyclicals, Papal 
Quasi-Rent, 6340, 647, 6710, 678-9, 894, 
935 , 936, 995 , 1045 

Radicalism, Bourgeois, and socialism, 395*1; 
composition of. 762 3; habians, 763, 
803, 835n; attitude of bureaucracy, 
763-4; failure of 'new middle class’ 
to embrace liberalism, 763-4; alloca¬ 
tion of control position to state, 764; 
W'ickscll and, 888. See also Bour¬ 
geoisie; Liberalism 
Railroad Economics, 948-9 
Rationalism. 113. 114-15, 117, 123-4, 429 
Real Analysis, defined, 277; victory over 
monetary analysis, 282, 287-8; inter¬ 
est theory, Barbon and, 330; in classi¬ 
cal period, 589, 632-3, 720; neo¬ 
classical economics as, 1088. See also 
Monetary Analysis 

Relativity, Historical, 8, 13, 34, 109, 111, 
229, 554, 776n, 809, 852 
Rent, extensions of concept in neo-classi¬ 
cal period. 935*6, 937, 938n 
Rent of Land, liicories of, in later scho¬ 
lastics, 101; in Smith, 190-91, 264-5, 
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Rent of Land, Theories of (Cont.) 

268, 6710, 672; Petty on, 21314, 
264; in Cantillon. 221, 263; Quesnay 
and *pToduit netj 221, 257*9, 263; 
and increasing and decreasing returns, 
259-66; two theories dominating 18th 
and 19th centuries, 264-6; and Bar- 
bon’s theory of interest, 329-30; 
Thiinen’s, 466; Rodbertus’, 506-7; 
Fuoco, 511; Marx’s cliiiiination, 569; 
in classical economics, 671-9; Edge- 
worth's, 6750, 8-411, 9350; generaliza¬ 
tion of rent concept into costless sur¬ 
plus. 679; of urban land, sec Loca¬ 
tion llieory; in neo-classical pe¬ 
riod. 932-8; Pareto's. 1050 

Diminishing return (Ricardo-\\T*st) 
theor>-: and Smith, 191. 194; exten¬ 
sive margin in, 259, 586n; Ander¬ 
son's theor\', 263, 264 6, 67611; inde¬ 
pendent discoverers of, 476. 490; 
Carey's criticism, 517-iS; Ricardo 
and Malthiis on, 536n. 677; Mill's 
retention of, 56061, 604, 671-2, 
673n, 675, 676. 677; as device to 
eliminate land from value problem, 

569, 673, 675-6, 868; intensive mar¬ 
gin in, 259, 586, 587, 675, 936n; 
diminishing returns in, 584-5, 653, 
673, 8220, J052; concept of, 671; 
denial of marginal productivity, 6740; 
location and differential fertility, 675; 
and Ricardo’s ideology, 67511; Mill’s 
defense of, 676; Longficld’s criticism 
of, 677; quasi rent and, 6710, 678-9; 
Bailey’s criticism, 679; Clark and, 
868; Fetter on, 87411; survival in neo¬ 
classical period, 933-4; Monger’s criti¬ 
cism, 934: Marshall's defense of, 
6740, 934 

Discounted returns theor>', 933-4; 
monopoly theory, 672, 934-5; oppor- 
tunit>'-cost theory, 604, 6760, 6790; 
productivity theor>% 676 8; suri>lus 
theory, 937-8 

Rerum Novarum^ see FZncyclicals, Papal 

Ricardianism, as a school, 470, 475 80; 
Ricardian socialists, see Socialism; 
never dominant in English econom¬ 
ics, 480, 598-9; opinions on Say, 491; 
Rodbertus and, 506-7; Rossi’s diluted, 
50911; Mill and, 475, 478, 487, 529, 

570, 654, 677; Cairncs not a Ricard- 
533n; in Marshall, 594-5, 674n, 

837, 838, 92 in, 934, 1078-9; treat¬ 
ment of Ricardo's value theory, 


595-6; farmer in, 645; Jones on, 822n 
Rights of hlan. 110, 111-12, 138 
Risk and Uncertainty, business, in D. 
Beriiouilli, 304; and entrepreneurial 
function, 55611; in Cantilloii, 646; in 
'riiimen, 64611; in Hawley, 894^ 
Knight’s definitions of, 894; and er¬ 
roneous decision-making in cv'cle the¬ 
ory, 1133-4. See also Probability, 
I’hcory of 

Roman Catholic Church, in feudalism, 
75; freedom of opinion for clergy, 
76-7, 82; and laical intellectuals, 80; 
political opposition to, 82; society 
and, in Aquinas, 91-2; views on in 
tercst. io2n, 105-7; enmity of En 
cyclopedistcsy 138; breakdown of in 
ternatioiial authority. 145; alleviation 
of unemployment, 270; revival of 
power, 19th centurv', 395; attraction 
of for romanticism, 420; in German 
Center party, 764; on defensive in 
neo classical period, 764-5. See also 
Encyclicals, Papal; Scholastici.sni 
Roman Law, in economic analysis, 67 -1; 
Corpus juris civilis, 68, 69, 70, 88; 
natural law, 70. loS; and Protestant 
.scholastics, 116; in scholastic analy 
sis, 318; concept of ‘capital’ in, 322-3; 
papyrologv’ and. 7S3 
Romanticisni. 41S-21, 422 5, 443-4 
Royal Economic Society, 756 
Royal Statistical Society, 210, 521 

St. Petersburg Game, see Probability, The 
ory of 

Saving, in Smith, 191-3, 236-7, 324-5. 
3S9, 630, 634, 635, 639. 642, 659, 
660, 667, 723; in monetary analysis, 
280; Qiicsnay’s attitude, 287; Bois- 
guillebert’s attitude, 287; 'Purgot, 
324 5, 667, 723; lagless conversion 
into real caiiital, 325-6; and the wage 
fund, 325, 572, 573. 641. 642-3, 659, 
724-5; public debt and. 327; identi 
fication of decisions to save and in¬ 
vest, 641; Malthus on, 482, 622-3, 
6410, 724, 740; and demand for 
labor, 666-7; Sismondi on, 681; in¬ 
crease ill, effects on technological ad 
vance, 685; voluntar>\ 723; forc-ed, 
724-5, 1115; oversaving theories, see 
Business Cycles; favorable view by 
neo-classical economists, 945; in Wal¬ 
ras, see Walrasian System; in Keynes, 
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see Keynesian System; planned and 
current, 1183. See also Capital; In¬ 
vestment 

Say's Law of Markets, Ricardo and, 474n, 
621, 625; ambiguously expressed in 
Sny, 492n, 616, 618; Sisinundi on, 
494, 740; in Mill. 529. 621-2, 705; 
in international and domestic trade. 
616-17; a^'d theory of crises. 618. 739- 
40; place in general equilibrium the¬ 
ory, 618; not an identity, 61S 19; 
Say’s treatment of money, 620 21 
Controversy over. 621 5: and gluts, 
(>22; Maishairs position. 622; Mal- 
thus’ objection to, 622-3. 740; Keynes 
and, 623 4; in tradition of 'I'lirgot 
and Cantillon, 623; accumulation and 
interest rate, 6!;4; I.<auderdale on, 740; 
Roscher’s reduction to identity, 741; 
Wicksell and, 111711. Sec also Hoard¬ 
ing 

Scholasticism, and secular law of Church, 
2611; reasons for interest, 63; and 
feudalism, 74 8; and ca])italisiii, 78- 
82; Humanists. 79-So; Renaissance 
science evolving from. Si; and laical 
scholars. S2; sociology, 82-7, 42S; 9th 
through 12th century, 83 7; 13th cen- 
tur>', 87-94; Mth to 17th centuries, 
94-107; natural law, 108 13; equalitar- 
ianism, 121-2; and utilitarianism. 
132-3; Spanish contribution, 165; in¬ 
fluence on Petty. 213: influence on 
Quesnay, 228-9; association of pros¬ 
perity and low prices, 286; metallist 
Hicory of inonoy in, 290, 318; on 
credit institutions, 318; recognition of 
entrepreneur, SSS; interest theory', 
101 h. 328 9. 646, 648. 720; revival 
of 'Ilioinistic thought in neo-classical 
period, 774; social science of as a 
single unit, 783 

Science, history of, 4 6; economics as, 
6-11, 16-17; definitions of. 6-11; ex¬ 
act, defined, 70; pure, defined, 7n; 
applied, defined. 711; empirical, de¬ 
fined, 8; as philosophy, 28; sociology 
of, see Sociology' of Science; emer¬ 
gence of scholastic, in 13th century, 
87; statics and dynamics in, 964. 
See also Economic Analysis 

Science, Personnel of, 44-?» 70*82 

Scientific Analysis, meaning, 4; Aquinas 
in, 8 n; ‘theorem' defined, 15: ‘prm- 
ciple' defined, 15n, 577; ‘law’ defined, 
i5n» 577; ‘hypothesis* defined, 15, 
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577; scienticism, 17, 31, 211; ‘vision,’ 
role of, 41-2; ‘experimental,’ mean¬ 
ings of, 124-5, 127, 432n; deduc¬ 
tion and induction, 45, 537 
Scientific Development, Mechanisms of, 
44-5, 8in, 141, 288, 304-5, 36611, 
444n, 480, 602, 6740. loSi, 1141 
Scientific Endeavor, Motive Forces of, 
44-5, 66, 102, 1150 
Seignorage, 298 

Sensationalism, see Empiricism 
Sensualism, see Empiricism 
Sequence Analysis, 741, 1160, ii6i 
Single Tax, 203-4, 230-32, 865 
Social Contract, 59, 119, 126 
Social Credit. 458 

Social Science Movement. 456, 864 
Social Science, Unified, 58, 117-18, 133, 
142, 415-18. 42S, 441, 516. 783 
Socialism, semi-socialists in 18th century, 
139-41, 453; utopian socialism. 206, 
454 5, 480. 531, 532; lion-rational 
acceptanc'c of, 281; bourgeois radicals 
and, 39511; in France. 455; C^ernian 
labor movement, 453; First Interna¬ 
tional, 453-4; associationist, 434 7; 
anarchism, 457-60; St. Simonian, 460- 
62, 532; Ricardian. 480, 5S3. 649; 
evolutionary'. Mill as. 457, 531-2; and 
private property in land, 531; mod 
ern, on classes, 55111: in neo-classical 
period, 762-3; Christian, 764-5; Mar 
shall and, 765. 833n. 888; Paris 
group's opposition, 841; Barone’s 
theory of, 858, 987-9; bourgeois econ¬ 
omists and theory' of, 888, 986; ex- 
Marxists and exploitation interest 
theory, 926; Austrians’ Crusoe econ¬ 
omy and, 986-7; Pareto’s work, 986, 
987; indeterminac'y' of federalist, 988; 
theory and foundations of scientific, 
1145 

Sociology, and economics. 25-7; meaning 
of, 25-6; logical V.S. historical origin 
of institutions, 64; feudal society, 
74-5; scholastics’, 82-106; objective 
vs. subjective civilizations, 85-6; so¬ 
ciological rationalism, 113-15; of lai¬ 
cal scholastics, 119-22; of religion, 
123; science of human nature, 124-6; 
of Condorcet, 13 5-6; of Montesquieu, 
136; of Vico, 137; Marx’s, 384-5, 
389; Comte’s contributions, 416-17; 
contributions of romanticism, 422; in 
historiography of 19th century*. 426; 
in classical period, 428; abstract, 428- 
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Sociology (Cont.) 

31; historical, 428; of government and 
politics, 431-4; environmentalism, 
434‘5: evolutionism, 43^-46; social 
science movement, 456; St. Simon's 
conception of social change, 462; 
Ricardo’s lack of a, 471: classes, in 
classical economics, see Classes, Social 
In neo-classical period, 7S3-96: rec¬ 
ognition as a science, 783; imperfectly 
autonomous, 784; internecine war¬ 
fare, 784; ‘headquarters* sociology' 
and applied fields, 784-5; prehistori- 
cal-ethnological, 7S6-S: biological 
schools. 788-92; autonomous, 792-5; 
Weber’s interpretation of, 818-19; 
Wicser’s, 848; Pareto’s, 859; Sum¬ 
ner’s contributions, 867; sociological 
individualism, 88S-9 

Sociolog}\ Historical, see History, Philos¬ 
ophy of 

Sociology of Science (and Economics), 
meaning, 3, 33 ; vision, 45; antagonism 
of monastic orders, 8411; neglect of 
Mendel’s work, 444n; need for dis¬ 
covery of Rae, 469; practical prob¬ 
lems and analysis, 514 
Sophists, 34, 59 

Sozialpolitik^ in classical period, 399 402; 
counter current to liberalism, 765-9; 
and analytic work. 801 3; Verein fur 
SozidpolitiK 736. 803-3; historical 
school and, 811; in Italy, 820; Ash¬ 
ley and, 822n; acceptance of by 
English and Austrians, 888 
‘Special Pleading,' 11. 37-8, 154, i95n, 
3o6n 

Specie Points, 343n» 3650, 732 
Speculation, 7 ’heor\- of, 197-8 
StaatSTomanCy see Utopias 
Staatswirtschafty see National Economy 
Staatswissenschafty 21-2, 159 
Stagnation Thesis, illustration of role of 
vision, 570; Mill and, 571; Malthus, 
Sismondi, and Lauderdale, 740; pop¬ 
ulation principle in, 891, ii73n; and 
stationary state, 964n; Keynes as 
father of, 1172-3; Ilansen's leader¬ 
ship, 1172-3; Keynes-Ilansen-Ricardo- 
Mill theses, 11730 
Staple System, 152, 154, 3400, 342 
State, in Aristotle, 59; in scholasticism, 
92, 96; in laical $chola.stics, 119-20; 
rise of national. 143 8; Quesnay's the¬ 
ory of, 228 9; Marxist theory of, 433; 


in classical economics, 548-50; bour¬ 
geois radicals, and, 764 

Static Analysis, Comte's introduction of 
concept, 416-17, 563; Mill's intro¬ 
duction of concept in economics, 417; 
Mill’s definition of, 563; vision in, 
570; Marshall’s analysis. 836-7; de¬ 
fined, 963, 1142; and dynamics, 963; 
historical precedence of, 964; and 
evolutionary and non evolutionary 
states, 964; and physical sciences' 
concept, 965; Walras and Marshall 
on stationarity and. 966, 1081 n: 

Bohm Hawerk on, 967; neo classical 
theorists and limitations of, 967; 
static equilibrium, 970; Walras as 
creator of, 1082; Marshall-W'ickscll 
analysis as, 1143, 1161-2; Samuclson 
on need of dynamics for, ii6oY)i; 
Keynes’ .s>*stem as, 1174-5. See dso 
Comparative Statics; Dynamic Anal¬ 
ysis 

Stationary State, in Plato, 55-6; in Ques 
nay, 243; and population problem, 
250; in 18th-century France, 232; and 
7 ’hunen’s steady state, 467; in classi¬ 
cal economics, 562 4, 571, 965; Ri¬ 
cardo’s stationar>' process, 363; as 
hitchless model, 563; vision in analy¬ 
sis of, 570; Marx’s sunilus value in. 
651; Clark's model of, 868; defined 
and developed, 964-5; simple rcpio 
duction in Marx. 966; Marshall’s use 
of, 966; Casscl’s extension of, 966; 
Walras and Marshall on statics and. 
966, ioi8n 

Statistics, importance in analysis, 13-14; 
definitions of, 2ion; Hermann's work, 
503; Cioja's work, 511; Nazzani’s 
work, 512; collection and interpreta¬ 
tion in classical period, 521-4 

Methods in classical period, 524-6: 
Gaussian law of error, 525, 960-61; 
method of least squares, 525, 960-61; 
divorce from pure economic theory, 
525; divorce from economic theory, 
525; Quetelet’s contributions, 525-6; 
presentation methods. 526; index 
numbers, 526; lack of method in 
Mill’s PrincipleSy 542 

In neo-classical period, 960-62: at¬ 
tempts to evaluate value of man, 
626n; biometrics, 790-91; Cheysson’s 
work, 8420; Bortkiewicz, 851; Lexis, 
852, 961; Pantaleoni's work, 85711; 
Usher's work, 871, 961, 1092; 
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Moore’s work with comparative stat¬ 
ics, 876, 961; and economic theory, 
960, 962; J. Bemouilli’s theorem, 
960-61; Poisson’s work, 961; Edge- 
worth’s contributions, 831, 961 n, 
1092; Engels’ and Pareto’s Laws, 859, 
961; Giffen’s work, 107 5n; price in¬ 
dex numbers in neo-classical period, 
1091-4; Juglar’s perfonnance, 1123-4 
Advance of in modern times, 1141; 
wealth of facts in modern period, 
1146; Han'ard Economic Commit¬ 
tee. ii55n, 1165-6; cyclical-residual 
method for decomposing time scries, 
1165; Mitchell and the National 
Bureau, 1160. See also Econometrics; 
Mathematics 

Substitution Principle, lack of in classical 
analysis, 590, 6Son; capital and labor, 
in Barton, 682; Thiinen as originator 
of, 839, 9170, 995; Menger as first 
to formulate, 9170, 99 5n; in Mar¬ 
shall. 839, 9i7n; by 1914^ 944 ”; 
elasticity of substitution. 993 4; as 
route from partial to general analy¬ 
sis. 995 

Supply Schedules, classical economists and, 
602; Mill's litcrar>' statement of, 603; 
and aggregate supply cun’c, 623-4, 
117611; original with Cournot, 839, 
994; Auspitz’s and Lichen's total and 
marginal, 849; Marshall's industrial, 
994; joint supply in Marshall and 
Edgeworth, 996; Marshall’s inclusion 
of external and internal economics 
destroyed static nature of, 1046 
Supply Schedules, Statistical, 842n, 962 
Snpply-and-Dcmand Mechanism, com¬ 
patible with any theory of value, 
wages or money, 601. 663, 702; in 
monopoly, 601 n; classical theorists 
and, 602; and Mill, 603, 608; and 
propositions about aggregates, 617- 
18; use by classical economists in 
wage theory, 663; as unifier of classi¬ 
cal rent theory, 672; in Mill’s, Ri¬ 
cardo’s, and Senior’s analyses of 
money, 702; jenkin’s theory of 
wages, 942; in neo-classical monetary 
theory, 1090 

Surplus Value, see Marxist System 
Synimetalism. 1079 

'Synchronization’ Economics, $64-3, 868, 
929-30, 1022. See also Advances 
Systems, meanings of, 290, 38-9; in 15th 
and 16th centuries, 161-7; between 
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1600 and 1776,167-94; quasi systems, 
194-9 

Tableau dconomique, Cantillon’s work, 
222-3, 240; Quesnay’s, 239 43, 278, 
391; in Marx, 391 

Tabular Standard, 489, $26, 713, 714, 
1078 

Tariffs, see Protectionism 
Taxation, Palrnieri’s theory of, 1620; de¬ 
velopment of modern, 200-201; lit¬ 
erature on 16th through 18th cen¬ 
turies, 201-6; Vauban’s single tax, 
203-4; physiocrats’ theory of, 2o6n; 
in Gladstonian finance, 404; Rod- 
bertus’ proposal, 506; Marshall and, 
765, 945, 107011; introduction of 
progressive income, 769, 849, 888, 
1070; Jenkin’s application of con¬ 
sumers’ rent, 83711; Henry George’s 
single tax, 865; inheritance, 945; for 
income redistribution purposes, 945; 
justice in, 945-6; of monopolized 
commodities, 959; Edgeworth’s the¬ 
ories of, 1070; as crusher of motive 
forces in capitalism, ii73n. See also 
Fiscal Policy; Public Finance 
Technological Change, increasing and de¬ 
creasing costs, 518; Senior and, 585-6; 
Marx's analysis, 573, 685-7; in classi¬ 
cal economics, 679-87; effects on 
wage-fund in Ricardo, 680-85; in 
Tooke’s c>'cle theory, 745; in Over¬ 
stone’s upswing of cycle, 745; destruc¬ 
tion of production function by, 1027 
Teleology, 580 
Theory of Games, 30411 
Time-Preference, see Interest, Theories of. 
Premium Theoiy' 

Unemployment, and agrarian revolution, 
208, 270; in medieval society, 270; 
technological, 270, 273, 685; gov¬ 
ernmental measures to combat, 271-2; 
mercantilist concern with, 272, 349- 
50; scholastics on, 272; in 'Great De¬ 
pression,’ 759-60; frictional, in neo¬ 
classical theorists, 944. 117711; ex¬ 
planations of by nco classical writers, 

1135 

Uni tv-of-Science Movement, 776 
Universalism, 85-6, 784n 
Universities, 59-60, 77-8, 82, 382, 754-5 
Usury, 65, 103-4, io6n 
Utilitarianism, and Epicureanism, 66; in 
Aquinas, 92; emergence in 18th cen- 
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Utilitarianism (Cont.) 

tiir>', 130 34; as natural law philos¬ 
ophy, 132-4, 142, 4289; Beccaria 
and, 132, iSo, 408; Smith’s cool¬ 
ness toward, 180; Quesnay as founder 
of, 233; precursors in 17th to 18th 
centuries, 302; alliance with econom¬ 
ics, 303, 40S. 766, 830-31, 1056 7; 
policy recommendations of adherents, 
336; Manchesterism, 39S; not a 
philosophy in technical sense, 398: 
Mill and, 40S, 411, 430, 457* 52^*^. 
775; materialistic rationalism and, 
40vS, 429; and English bourgeoisie, 
408; Ricardo and, 408, 471; and 
classical economic sociology*, 409; 
and English philosophers, 409; Car¬ 
lyle’s hostility, 409-11; and roman¬ 
ticism, 418-19; ‘abstract’ sociology, 
428-31; inability to ex]>lain action of 
governments, 429; and associatioiiist 
psychology, 447; and associationist 
socialism, 457; influence on Thomp¬ 
son, 479; ethics in neo classical pe¬ 
riod, 775; Edgeworth as, 408, 780, 
830-31, 1056; Jevons as, 408, 831, 
1056; and marginal utility theory, 

1056-7 

Utopias, 55, 206-8 

Value, in Aquinas. 93; paradox of, 98, 
300-302, 309. 912, 1054; definitions 
of, 301; analysis of, 543; pivotal posi¬ 
tion of, 588; relativity of values, 
589; Marx’s divorce from price, 597 

Value, Theories of, J^etty’s, 214; Cantil- 
lon’s, 214, 219, 302n; Quesnay’s, 
220, 234, 302; Turgot’s, 249, 302, 
308; Galiani’s, 300-302; Beccaria’s, 
302, 306, 308; Smith's, 188-9, 190, 
300, 302, 307-11, 482, 590-91, 67311, 
9i2n, looon; Senior’s, 4630, 484, 
600, 602, 1054; Mill’s, 189, 530, 
542-3, 546, 5^9, 603-5, 611-15, 67311, 
912n; in classical period, 589-90; de¬ 
fined, 590; Ricardians vs. non-Ricard- 
ians, 599; scarcity concept, 601-2; as 
analysis of economic choice. 631; 
classical economists’ extension to 
value of money, 701-2; revolution in 
neo-classical theory', 909-20 

Cost theory: in Smith, 188-9, 190, 
309; in Cantillon, 219, 30211; Fer¬ 
rara’s, 513; elements of in Ricardo, 
594-5, 600; attempt to relate to 


supply-demand theory, 602-3; in Mill, 
603 

Labor theory: scholasticism and, 
91,9811; confusion of in Smith, i88-9> 
309-11, 590; Galiani, 302; labor- 
quantity theory' in Ricardo, Marx, 
and Smith, 310; Longfield on, 465; 
and supply-demand theory, 482; Car¬ 
ey’s improvement of, 518; 3-factor 
schema, 559-60; of Ricardo, 188, 
220, 500. 302. 310, 559-60, 590-96, 
596-8, 600, 611-15. 637. 6460, 652-3, 
668-9, 673, 674-6, 868, 91211, 1054; 
of Marx, sec Klarxist System; Mar¬ 
shall on. 594-5. 92in, 934; compara¬ 
tive cost as exception to, 612; and 
exploitation theory of interest, 649- 
50; as covering special case, 9120; 
not a theory* of prices, 9120; Mal- 
thus on. ]054n 

Marginal utility theory: Fisher on, 
503. S72, 1065-6, 1148; in Cournot, 
463; and labor quantity theory, 593; 
in classical jicriod, 599-600; Edge¬ 
worth’s role, S72, 912, 1061. 1064-5; 
revolution in neo-classical period. 
918-20; Marxists’ criticism of psy¬ 
chologism, 88*;'; and political liberal¬ 
ism of adherents, 888; Malthusian 
ism in, 890; Bohm-Bawerk’s. 249. 
91 in, 105611. 1057, 1060; Menger’s, 
301. 813. 827, 837, 848, 910-11, 
912-14. 918, 9S4, 10556, 1060; 

Pareto and, 860, 1003. 1062, 1142, 
1148; in Marshall, see Supply and- 
Demand Fheory' below; barter, 911- 
12; as more general theory than pred¬ 
ecessors, 912; unifier of economics, 
913; Jevons’, 301, S26, 837, 911 12, 
913, 918, 952, 1055-7, 1071; Mar 
shall on Jevons’ and Austrians’, 920- 
24; as discovery of calculus, 9560; in 
Walras, see Walrasian System; mod¬ 
em development of, 1055-7; and utili¬ 
tarianism, 1056-7; psychology and, 
1057-9; cardinal utility, 1060-62; or¬ 
dinal utility, 1062-6; defined, 1062; 
consistency postulate, 1067-8; at¬ 
tempts to extend to theory of money, 
1089 

Supply-and-demand theory: Smith’s 
and Malthus’ u.se of, 482, 600, 60111; 
and labor-quantity theory, 4820; 
Marshall’s, 307-8, 467, 482, 592-3, 
594 5, 660, 826, 836, 837, 840, 910, 
919, 920, 921-4. 960, 975, 977-8, 
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982-4, 991-2, 1056-7, 1060 62, 1071, 
1150, 1172; Ricardo on, 592, 601; 
Say's, 234, 249, 302, 600, 602, 1054; 
Hermann, Senior, Maltlius, Lauder¬ 
dale on, 600; compatibility with any 
value tlieor>', 601; difficulty of classi¬ 
cal economists with, 602; and cost 
of production, 602-3; Mill’s develop¬ 
ment of, 603; halfway between real- 
cost and inaiginal utility theories, 613 
Utility theory: in later scholastics, 
98, 1054; in 16th and iSth century 
Italy, 300-302, 306, 1054: ascendancy 
of until Smith, 302, 309; Say's analy¬ 
sis and, 492, 600, 1054; Condillac's 
utility, 1054; Ricardo on, 1054; 
Senior on, 1054; Malthus and, ]o;4n 
V^alue, Exchange, in Aristotle, 61; in later 
scholasticism. 98 9; Smith and, 188, 
300, 9i2n; classical period on, 589; 
classical period and utility, 600; 
scarcity in, 626; as transformation 
coefficient, 911; and use value in 
neo classical theorists, 911-12 
Value, Intrinsic, 62, 63 
Value, Objective, 61, 62, 93 
Value, Subjective, 61, 302 3 
Value judgments, 37-S, 57, 102, i29n, 
535, 54041, 804-7, 811, S70 
Variable Proportions, Law of, 259-61, 
26211. 91711 

Verein fiir Sozialpolitik, see Sozialpolitik 
Vision, as prc-aiialytic step, 41*2, 114, 
561-2; Antoine of Florence, 95; in 
Anderson, 2630; List’s national, 504; 
Carc>'’s national, 5’b i8; in static 
and stationary state analysis. 570; role 
in analyzing change, 570; in Jevons, 
826; in Hbhm-Bawcrk, 847; in 
Wieser, 848; in Patten, 876; of eco¬ 
nomic process in nco classical period, 
892-3; in Keynes, 1171-2 
Vital Statistics. 2ion, 212, 220, 253-4. 

See also Demography; Population 
Vix Parvenit, see Enc>'clicals, Papal 
Volkswirtschaft, see National Economy 

Wages, in later scholastics, 101; and Stat¬ 
ute of Apprenticeship, ibyn; Tliiin- 
en’s ‘natural wage* formula, 467; rise 
of in England, 1880-1900, 759. 760 
Wages, 'nieories of. Smith’s, 111, 189-90, 
268-70, 654. 662-4, 6670, 668; Can- 
tillon’s, 219-20, 270; Quesnay's, 234, 
266, 569, 664; Turgot's. 249, 266, 
302, 308, 664; in lytli and 18th cen- 


1259 

turies, 266-70; Rodbertus' theory of 
fall in relative, 507; Carey's theory 
of rise in relative, 518; Ricardo’s, 
189, 266, 553-4, 593-4. 664 5, 668, 
6 Si- 5; Mill's, 546, 641-3, 667n, 669- 
71, 685; Marx’s, see Marxist System; 
in classical period, 662 71; Jenkin 
on, 83711; Marshall’s, 923 4, 940, 
943; Jevons’, 940; Senior’s, 9390; 
Douglas’ Theory of Wages, 941, 
1042; Keynes', see Keynesian System 

Marginal product theory: Thiin- 
en’s, 465-S, 568, 65611, 664, 939; 
Longfield’s, 664, 939; Bohm-Bawerk’s 
discounted, 939; Jevons', 940; Men- 
ger's, 940; establishment of in Eng¬ 
land, 940; Edgeworth's, 940; Wick 
steed’s and W’^ickscll’s improvements. 
940; Wood’s statements, 941; Clark’s 
.statement, 941; 'J’aiissig, 941; Long- 
ficld-Thiinen theory vs. Jevons-Men- 
ger theory, 941-2; Jenkin and mod¬ 
ern wage theory, 942; as causal ex 
planation of wage rates, 943 

Minimum - of - existence theorem: 
and Malthusian principle, 266; in 
Smith, 269, 664; in Ricardo. 369, 
664; in Marx, 569. 650; Lassalle’s 
iron law, 650; not a theor>' of wages, 
663, 91211; in Quesnay. 664: in 
Turgot, 664; Sismondi on, 82011 

Residual claimant theor>% 662-3, 
867, 939n; 

Wage fund tlieoiy*: and jiliysio- 
cratic theoiy of capital, 266, 667; 
and Smith, 269, 667n, 668-9; Mc¬ 
Culloch and, 477, 669; productive 
vs. improductive labor controversy, 
629; Marx’s variable capital, 635, 
666n, 68 5 7; Ricardo’s time concept 
of capital and, 266, 6370, 681-5; as 
datum, 641; in Mill, 641-3, 66711, 
669 71, 685; in classical period, 662- 
71; Malthus and, 667; effect of tech¬ 
nological advance on, 680-87; ^^’alk- 
er's criticism, 867; Bohm-Bawerk’s 
and Taussig’s theory as, 668n, 93911; 
in neo-classical period, 939-40. See 
also Di.stribution, Theory of 
Walrasian System, 827, 968, 987, 998- 
1026; and Marshall’s structure, 837, 
952; Cas.sers reformulation, 862n. 
95311; Moore’s work with, 877; new 
problems arising from, 968; libre con¬ 
currence in, 973; law of great num¬ 
bers in, 97411; assumptions behind. 
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Walrasian System (Cent.) 

974: as income analysis, 999; factors 
and factor services, 999; equilibrium 
prices as normal, 999. looon; capi¬ 
tal defined, 9990, lOoon, 100in; 
entrepreneur and profits in, 895, 1000- 

1001, 1011, 1049-50; two levels of 
price theor)' in, 100in; markets in, 
1001-2; existence and stability of equi¬ 
librium, 100211, 1008; inventories, 
1002; as implicitly dynamic. 1002; 
equilibration process in markets, 

1002, 1008 

Theory of exchange, 1003-9: 
numeraire, 1003, 1005, ioo6n; for 
tw-o commodities, 1003-4, 1006; ar 
bitrage in, 1004; maximization of 
satisfaction, 1004; marginal utility 
in, 918. 1005, 1062, 1142; balance 
equations, 1005; indeterminacy of 
absolute prices, 1005-6; problem of 
existence of equilibriinn in, 1006-7, 
1008; stability of, 1007-S; case of one 
price in disequilibrium. 1009 

Theory of production, 1009-15: al¬ 
location and distribution problem, 
1010; alternative consumption uses 
of factor services, 1010; constant co 
efficients in, 940, 1011. 1012; vari¬ 
able coefficients in, 8 58; Pareto's 
overhaul of, 860-61, 952; theory of 
rent, 933; wage theory', 940; degen¬ 
erate production function in, 1034-5 

Theory' of capital formation, 1016- 
30 , 11830: Pareto's overhaul of. 
860 61, 953; theory of interest, 925. 
1016, iiiSn; capital goods pricing, 
1016; depreciation and insurance al¬ 
lowances, 1016; identity of savings 
and investment, 1016-17, 1019; mo¬ 
tive for investment, 101718; net 
yields and prices of capital goods, 
1017; streams of perpetual revenue, 
1016-18; determinateness of, 1018; 
rate of interest in, 1019-20 

Theory of Money, 1020-26, 1082-3, 
1088, 1100, 1108; defined, 1020; 


cash-balance approach in later edi¬ 
tions, 1020-21; circulating capital, 
1021-2; Hicks* criticism of, 1022; 
price of money services, 1023; rate of 
interest and cash balances, 1023; 
and Keynes, 102311; determinatcncss 
of equilibrium, 1023-4; importance 
of its price, 1024: money prices and 
numeraire prices, 1024; stability of, 
1025-6 

Full employment in, 1026; diffi¬ 
culties in dynamizing, 1161. See also 
Kquilihrium, General Economic; 
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